Certified public accountant, 1927 Vol. 7 by American Society of Certified Public Accountants
University of Mississippi
eGrove
Newsletters American Institute of Certified Public Accountants(AICPA) Historical Collection
1927
Certified public accountant, 1927 Vol. 7
American Society of Certified Public Accountants
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons
This Book is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Newsletters by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.
Recommended Citation
American Society of Certified Public Accountants, "Certified public accountant, 1927 Vol. 7" (1927). Newsletters. 56.
https://egrove.olemiss.edu/aicpa_news/56
THE CERTIFIED 
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K
Just as the nation is greater 
than the state, so is the pro­
fession greater than any one o f  
its component organizations.
—J. Pryse Goodwin
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Published by The Accountants Publishing Company, Wood­
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E ditor: DURAND W. SPRINGER
Subscription price per year of twelve issues, $2.00; tw enty 
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All communications should be addressed to  the Editor. 
P rin ted  by the Term inal P ress, Inc., 923 Eleventh S treet 
N. W., W ashington, D. C.
ARBITRATION
“A man w ith a dispute off his mind is certainly worth more 
to his business than a man consumed with a desire to vindicate 
his rig h t or vanquish his opponent. Even the victory brings 
little  happiness when the orders fall off or the reputation 
of the firm is h u rt by public tr ia l.”
SO SAID the Honorable Moses H. Grossman, one of the founders of the American Arbitration 
Association, a t a recent meeting of The American 
Society of Certified Public Accountants.
Much has been accomplished by this Association to 
the great benefit of the business man who has arbi­
trated  ra ther than litigated business differences. 
There will always be disputes which do not satis­
factorily lend themselves to arbitration, and there 
will always be people who will insist upon their day 
in court. Nevertheless, arbitration is making pro­
gress, and the accountant can and should assist in 
this movement. The accountant, occupying every 
day a more and more confidential and responsible 
relation to his client, could, if he so desired, suggest 
compromises of disputes and point out the advantages 
to be gained thereby, ra ther than confine himself to 
the partisan role of egging on his principal to fight 
to the b itter end. And, indeed, the end even of suc­
cessful litigation is frequently b itter to those who 
have engaged in it.
We accountants are interested in the success of our 
clients. Some of the most prosperous business men 
will tell you th a t they have for years given in, for 
the reason th a t they desire to “buy peace” to get 
disputed m atters over with and tend to business.
Let us keep the principles of arbitration as promul­
gated by the American Arbitration Association in 
mind as we go about our daily tasks and do what we 
can to help prevent disputes, and where th a t cannot 
be done, to arbitrate.
FRANK WILBUR MAIN.
BOARD OF DIRECTORS’ MEETING
T HE Board of Directors of The American So- ciety of Certified Public Accountants was 
called to order in the office of the Secretary, Wood­
ward Building, Washington, D. C., on Monday morn­
ing, December 6, 1926, a t half past ten by President 
Councilor. Present: Messrs. Andrews, Councilor, 
Dunn, Hansen, Hifner, Madden, Main, McCollough, 
Pinkerton, Pride and Springer. Former Secretary 
Harrison and State Representative A. W. Clapp of 
Georgia were present during parts of the meeting.
The Secretary presented a w ritten report, includ­
ing a comparative financial statement, which was re­
ceived and placed on file.
For some time it  has been considered advisable to 
organize a corporation which would take over the of­
ficial organ of the Society and a t a previous meeting 
the Directors had authorized such action. The Ac­
countants Publishing Company was incorporated un­
der the laws of the District of Columbia by James 
A. Councilor, Wilbur L. Harrison and Durand W. 
Springer. The articles of incorporation were pre­
sented to the Board together with a proposal for pub­
lishing THE CERTIFIED PUBLIC ACCOUNTANT 
and the plan suggested was adopted by the Board.
The Secretary was directed to call the attention of 
the Committee on Constitution and By-Laws to the 
fact that, as now constituted, no provision had been 
made for automatically vacating the office of Repre­
sentative or Director when the holder thereof has re­
moved from the state or district by which he was 
elected.
For some time The American Society has been a 
member of the Chamber of Commerce of the United 
States, but has not taken part in any of the referen- 
dums which have been submitted as no plan had ever 
been adopted by which the opinion of the Society could 
be obtained. The membership is so large th a t it is 
impracticable to poll the entire membership. The 
Board decided th a t State Representatives would be 
better able to secure and furnish an average opinion 
in such m atters than any other officials in the Society. 
The Secretary was, therefore, directed in the case 
of future referendums to send a copy to each Repre­
sentative with the request th a t he carefully consider 
the same, taking such advice as he desired and return  
his vote to the Secretary who should thereupon tab­
ulate the votes received and make a return  to the 
Chamber of Commerce of the United States to the ef­
fect th a t the vote, as recorded, represented the opin­
ions of the State Representatives gathered in such 
manner as each had determined for himself to be the 
most satisfactory.
The Secretary was authorized to destroy certain 
material which had already served its purpose and 
could be of no fu rther value in order th a t the rapidly
filling files might be relieved of surplus and waste 
material.
Some members of the Society, having secured C. 
P. A. certificates from other states than the one orig­
inally issuing th a t on which membership in The Amer­
ican Society was based and desiring to base their 
certificate of membership in The American Society on 
the new State C. P. A. certificate, the Board voted 
that on the return  of the old certificate for cancella­
tion and the payment of $2.00 covering the cost in­
volved, the Secretary might issue a new certificate 
based on the new state granted C. P. A. certificate.
Requests made a t the Representatives’ meeting tha t 
the Directors consider the feasibility of furnishing to 
such state boards as might desire it a series of ex­
amination questions which could be used by them in 
whole or in part were discussed by the board and, after 
reaching the understanding th a t the Society should 
not in any way enter upon any plan which involved 
the handling or marking of examination papers, re­
ferred the question to a committee of three to be ap­
pointed by the President with the request th a t the 
committee carefully consider the details of such a prop­
osition and prepare a report to be submitted to the 
next meeting of the Board of Directors.
The Board definitely fixed upon P ittsburgh as the 
place for the 1927 meeting and September 28, 29, and 
30, 1927 as the dates.
The Board of Directors formally authorized the 
provisions for a Scholarship to be given under the 
direction of the American Bankers Institute for a 
study of some phase of the arbitration question.
The report of the Committee on Functions of State 
Representatives was received, discussed, amended at 
some points and adopted in the following fo rm :
“Your committee submits th a t (1) where there is more than 
one sta te  representative, they should be organized by the 
senior representative to be tte r co-ordinate the activities of 
the la rger sta tes; (2) th a t the m ost im portant function of 
the state representative is to develop in terest in the S tate 
Society of C. P. A’s as a  prim ary  development of the broad 
principles of The Am erican Society of Certified Public Ac­
countants to  support and increase all s ta te  C. P . A. organiza­
tions; (3) to  obtain memberships in The American Society of 
as many members of the S tate  Societies as i t  is possible to 
secure; (4) to co-operate w ith the S tate Societies in every 
possible way and to place a t  the disposal of the S tate Societies 
all the facilities of The American Society in sta te  and national 
legislative m atte rs ; (5) to furn ish  data and inform ation of 
various kinds to the headquarters a t W ashington; (6) to p re­
pare for The American Society a  brief bu t comprehensive list 
of the legal practice requirem ents in each of the states, looking 
to the preparation  and circulation of such to  all members of 
The American Society, especially where restrictive legislation 
is being developed and where annual practice license cards 
are being required in order to establish the standing of those 
coming from  o ther sta tes on accounting work.
“While the d irect suggestions have been limited, as above, 
it is recommended th a t the general functions of s ta te  repre­
sentatives be to bring before sta te  societies and individuals 
in the respective sta tes:
“The advantages of The American Society of Certified Pub­
lic Accountants;
“The benefit of co-operative action and full inform ation to  
be obtained from  headquarters on legislative m atte rs;
“The assistance of various sta te  boards;
“The benefits of general inform ation and knowledge, which 
can only be obtained through the communication of ideas and 
inform ation to a central organization;
“To in terest themselves in all th a t pertains to the m ainte­
nance and up-building of the profession and the C. P. A. cer­
tificate.”
Since the meeting of the Board another specific rec­
ommendation has been presented to the effect th a t 
each State Representative create a sub-committee, the 
size of which would depend upon the requirements of 
the state, of which the representative should be chair­
man and tha t sometime during the year the commit­
tee get together for the purpose of preparing working 
details which could be compared with those obtained 
from similar committees in other states so th a t by 
the time of the next meeting of Representatives it 
would be possible to present a definite program of ac­
tivities for future years.
The question of affiliated relations between state 
societies and The American Society was considered at 
considerable length. The Board interpreted the By- 
Laws to mean th a t in determining the two-third ratio 
the voting C. P. A. members of the several state so­
cieties should be the basis. The duty of preparing de­
tails with reference to this relationship was referred 
to the Committee on Relations with State Societies. 
The following resolution was unanimously adopted:
“W hereas, inform ation has been received by The American 
Society of Certified Public Accountants of the probable in­
te n t of several sta te  organizations of Certified Public Account­
an ts to  apply fo r affiliation w ith the said American Society 
under A rticle V II of the constitution of the society, and
“W hereas, the only condition precedent to such affiliation 
now established by the constitution and /o r by-laws of the 
society is th a t contained in said Article VII of the constitu­
tion above referred  to, namely, th a t two-thirds or more of the 
members of such sta te  organizations, tw o-thirds or more of 
its  directors, its  president, and its secretary be members of the 
said American Society;
“Be it  Resolved, T hat the president of this society be, and 
he is hereby, authorized to declare such affiliated relationship 
to be in effect w ith the said s ta te  organizations, provided, 
however, th a t th is action shall not be taken until a f te r  six (6) 
sta te  organizations which are fu lly  qualified under A rticle VII 
of th e  Constitution of th is  society have made application fo r 
affiliation.”
The official report of the Tellers was presented, in­
dicating th a t the election of Representatives and Di­
rectors as printed in THE CERTIFIED PUBLIC AC­
COUNTANT for September, 1926, was correct.
Other items discussed during the day were: The 
possibility of different headquarters, the advisability 
of suggesting weekly luncheons for certified public 
accountants, the Dillon case, possibilities of securing 
advertising for THE CERTIFIED PUBLIC AC­
COUNTANT, budget requirements, appointment of
delegates to meetings of other organizations, Confer­
ence looking toward more simplified accounting prac­
tices and others which, when no action was taken, 
were referred to committees for reports a t a later 
date.
The Directors adjourned a t six o’clock to attend a 
meeting of the D istrict of Columbia Institute of Cer­
tified Public Accountants a t which they were guests. 
To this meeting the certified men of Maryland and 
Virginia had been invited and several accountants 
from those States were present. The dinner was held 
in the City Club and was presided over by President 
Tyler. During the business meeting which followed, 
the District of Columbia Institute adopted the Rules 
of Professional Conduct as provided for in By-Law 12 
of The American Society. They also voted tha t the 
Directors should be authorized to apply to The Amer­
ican Society for an affiliated relationship. During the 
evening each of the visitors was introduced without 
the necessity, however, of making a speech.
The firs t address was given by Dean John T. Mad­
den on “The Education of the Certified Public Account­
ant.” Dean Madden compared the types of educa­
tion furnished accountants in Holland and England 
with th a t in the United States. He expressed the 
opinion th a t the clients of the future will know much 
more of business affairs than clients in the past have 
known, due to the fact th a t the educated man is en­
tering the business field to a much larger extent now 
than formerly. Because of th a t fact the accountant 
will need to have a broader education in years to come 
than he has had in years tha t are passed.
He also believed th a t the coming accountant will 
place a greater stress on the question of ethics than 
has the accountant of the past. He is now looked 
upon as a professional man and as such m ust assume 
a position where he, perhaps, reaches out and estab­
lishes policies on his own initiative and responsibility. 
In the future, firm s will not dictate as much as they 
have in the  past as to how the various items in re­
ports should be shown.
He also developed the idea th a t as in law, where 
the men of experience, leaders a t the bar, are willing 
to give of their time and attention in assisting the 
young lawyer, so in accounting the older men and the 
men in charge of the larger offices should offer to as­
sist the young fellows who are ju s t entering the pro­
fession. He thought th a t so far, a t least, no method 
had been developed whereby the laboratory of the 
classroom could take the place of the practical experi­
ence obtained in the office of a public accountant and 
those entering the field of public accounting should 
be given the advice and guidance of the men in charge 
of such offices.
He also expressed the opinion th a t more time and 
attention should be given by state boards to the de­
veloping of examination standards. Not much change
has appeared in the types of questions given from 
those th a t were offered candidates years ago and yet 
all accountants recognize th a t changes have taken 
place in the accounting world.
The second speaker of the evening was Paul W. Pin­
kerton, using as his topic, “Ethical Publicity for the 
Certified Public Accountant.” All accountants recog­
nize th a t clients are lost and, therefore, if the ac­
counting business organization is to continue they 
m ust be replaced by others. “How should new clients 
be obtained ?” is a very practical question, therefore, 
for any group of accountants to consider. Only 
through publicity can accounting reach its highest 
position. Publicity shows the world what accounting 
can do for the world. This is done not necessarily by 
individual advertising and not necessarily by group 
advertising.
Membership in any organization does not count un­
less the individual puts himself behind his organiza­
tion. The efforts exerted by individuals in promoting 
the organization to which they belong is a type of pub­
licity which is productive of good results provided the 
work is well done. Getting in and serving the or­
ganization to which you belong strengthens you in the 
eyes of your fellows and a t the same time extends 
your acquaintance. Work on committees gives you 
an opportunity to impress your personality on your 
fellows. You come to be looked upon as one who can 
be of assistance if called upon and ju st naturally the 
work which one does for his fellows and for his or­
ganization brings him into contact with those who will 
be in need of the professional service which he can 
render.
It is often thought th a t the only way in which the 
young fellow ju s t starting  out can in anyway advance 
himself, as against the well established firms, is by 
advertising, as we understand the term. However, 
this is a wrong view. If all advertised, the best ad­
vertising would be done by the oldest concerns because 
they would have had the most experience in advertis­
ing. The most advertising would be done by the 
largest concerns because they would have the most 
money to expend for advertising. Although not or­
dinarily so thought, as a m atter of fact, the absence 
of advertising is, as a rule, the greatest protection to 
young and struggling members in any profession.
Meetings like this, wherein the entire profession 
can mingle and come to know each other better than 
they have in the past, will place the entire profession 
in a frame of mind where they will be less ready to 
find fault with the other fellow and more ready to  
cooperate with the other fellow. Humanizing the pro­
fession affords ethical publicity of a type th a t is of 
great benefit to the young man.
Following these addresses the entertainment fea­
tures, for which the District Institute is famous, w ere: 
presented.
Relation Between The Credit Man and The 
Certified Public Accountant
Symposium before the New York State Society of Certified Public Accountants, October 21, 1926
T HROUGH the courtesy of the officers of the New York State Society of Certified Public Account­
ants we have been furnished with the stenographic 
report of the symposium. Believing th a t the subject 
treated is of utmost interest to all public accountants, 
the report is printed in full.
President Joseph J. Klein introduced the symposium 
with the following rem arks: “In many respects it is 
the most im portant of our sessions, and constitutes 
a fitting climax to a day of physical difficulty, fully 
worth while, however.
“We shall attem pt this evening to have the credit 
man understand us. We have thought for a long 
time th a t we understood the credit man. The discus­
sion is divided into two parts; first, the credit men 
will be heard, and then possibly some weak rebuttal on 
the part of the accountants. We are well protected, 
we have counsel here.
“The credit men will speak from a t least four 
different points of view in this attem pt to  arrive a t 
a mutual understanding. F irst, we shall hear from 
the point of view of the general credit man; then 
from the point of view of the bank credit man; then 
from the point of view of a commercial paper credit 
man and finally from the point of view of the invest­
ment banking credit man.”
As he introduced the several speakers he made the 
following preliminary statem ents:
“The man who has been prevailed upon to open fire 
on us is well known to every practicing accountant. 
About the time when the accountants first met to 
talk about the formation of what eventuated into 
the New York State Society of Certified Public Ac­
countants, a group of seven or eight credit men, a t 
that time representing eighty-three and four-tenths 
per cent of all the credit men in the country, met a t 
the Astor Hotel. The first speaker was in th a t group 
and of th a t group. There resulted therefrom, giving 
you authentic history, the New York Credit Men’s 
Association, our junior by two years and eight months. 
That man has been of great assistance in every promi­
nent reorganization, including tha t of H. B. Claflin 
and Company, during the past quarter of a century. 
He is a t the present time the presiding officer of the 
Eastern Millinery Association. He was credit mana­
ger for Frederick Vietor & Achelis. A t the present 
time he is a member of the firm of Edmund W right-
Ginsberg Co., Inc., none other than Edmund W right 
himself.”
“The second man is to address us from the stand­
point of the banker. For two years, I think, he was 
President of the Robert Morris Associates. We met 
him in th a t connection. The speaker is Vice President 
of the M anufacturers Trust Company. For many 
years he was the credit manager of the Farm ers 
Loan and Trust Company, and he is known to many 
accountants through his connections with those insti­
tutions. For five years he was in charge of the Ac­
counting Department of the Federal Reserve Bank. 
That department has most to do with the balance 
sheet tha t Colonel Montgomery referred to this a fte r­
noon. It is our pleasure now to listen to Mr. Joseph 
L. Morris.”
“In keeping with the first speaker, we have now 
had a second admirable paper. In the case of the 
first speaker, he m ust undoubtedly have been speak­
ing from the point of view of the credit giver—giving 
his own assets. In the case of Mr. Morris, speaking 
on behalf of bank credits, while they involve in large 
part trusteeship, the lending of funds entrusted to 
them, there is also the capital element—the lending 
of the banks’ own capital. The next speaker will 
take the problem from the point of a trustee, I take 
it, who ordinarily without any direct personal respon­
sibility, markets the paper of concerns, we hope, on 
the basis of reliable statements. Mr. A. S. Prescott, 
for many years directly familiar with commercial 
credits, is now the assistant manager and credit mana­
ger of the Commercial Paper Department of Merrill, 
Lynch & Company.”
“The fourth speaker will present the subject from 
the point of view of the investment banker, with the 
credit department of which we come into least contact. 
One of our members told me th a t the dean of one of 
our Schools of Commerce recently complained against 
the action of investment bankers who had properly 
enough had an investigation made of a concern, the 
stock issue of which was about to be floated, and 
th a t as the result of the flotation the former auditor 
was superseded by the banker’s accountant. I t is 
a field th a t is rapidly growing in importance, from 
the viewpoint of the accountant, and we will be par­
ticularly delighted to hear from Mr. Weston of Harris, 
Forbes and Company.”
FROM THE POINT OF VIEW  OF THE
COMMERCIAL CREDIT MAN.
Edmund W right, Secretary and 
T reasurer, Edmund W right-Gins- 
berg Co., Inc.
This volume of news document in­
dicates the suffering to which you will 
be put, not because I have been asked 
to address you, but because I  have been 
substitu ted .
As a rule, when a  m an takes the floor 
before an audience whose w its are as 
sharp as the ir pencils, he tells a  little  
sto ry  so as to  ge t aw ay from  the stage 
frig h t which overtakes him, especially a 
m an who is not used to ta lk ing  to as 
com petent a  lo t o f men as accountants. 
This story is a  real one, and the reason 
why the m an is now stung is because 
he was not broad enough to  have the 
help of a  certified public accountant. 
The story is like th is : He lived in a 
suburb, and had a splendid house. He 
lived p re tty  well. W hen the panic of 
1920 came, or in other words, when the 
silk m arket began to  recede, a friend of 
h is came along and said, “Moe, why don’t  
you reduce expenses now th a t the condi­
tions are  so poor? You have four 
servants, two automobiles, a  large house 
and a butler.”
In order to get th is sto ry  properly, I 
m u st ra th e r im itate the  m an who had 
the butler. He said, “Vell, I  ain’t  got no 
automobile; I  got two Fords, and the 
butler, vell, he is a  nice butler. Some­
tim es, ven i t  rains on Sunday, ve h a f a 
gam e of pinochle together.”
Now I haven’t  played pinochle with 
you gentlem en, bu t I  have had lunch 
w ith m any of you, and I am  glad to 
find th a t I  know so m any of you per­
sonally.
Mr. F raze r has given me the oppor­
tun ity  of representing him tonight. He 
did not say or tell me the reason fo r his 
inability  to  be present, and why a  lo t of 
credit men have to go across the border 
fo r a little  convention, when they could 
have had i t  rig h t here, I  fail to under­
stand.
Gentlemen, I  w ant to say th a t it  gives 
me much pleasure to  ta lk  to  a  body of 
vivisectionists. T hat is w hat a  C. P. A. 
in the ordinary te rm  really is. He m ay 
differ from  the  surgeon. All the  ac­
countant has to do is to sharpen his 
pencil; the  surgeon, his knife. B ut the 
results are frequently  the  same. I t  is 
e ither life or death when you ge t through 
w ith the  man.
I t  seems to  me also th a t instead of 
the simple le tte rs  “C. P. A.” th a t you 
should clarify  th a t fo r the benefit of 
some m en who fo r  the f irs t  tim e engage 
a  C. P. A. T hat type of m erchant thinks 
when a  C. P . A. is employed, he im­
m ediately digs up assets th a t never ex­
isted . I  think, if  under your card you
were to have “C. P. A.” and underneath 
th a t “cannot produce assets” i t  would be 
well fo r some of the men who seek the 
services of you gentlemen.
W hat is the real m eaning of “certi­
fied” or “certifica tion?” We go to  a 
bank and have a  check certified. I t  
means i t  is good fo r the am ount w ritten  
in the body of it. W hen a  bookkeeper 
g raduates from  the ranks into the ranks 
of a  C. P . A. he is, as I  understand it, 
given a  certificate by the S tate of New 
York, which allows him  to practice as a 
C. P. A., and he is certified. We have 
discovered during the p as t few years 
th a t some bootlegging C. P . A’s have 
crept into the body. And only recently 
I  have read th a t certified milk has been 
bootlegged.
So th a t a certification does not in 
every instance m ean one hundred per 
cent proof. In  s o f a r  as your profes­
sion is concerned, I  look upon i t  as the 
prem ier one o f all professions. I t  is of 
a m ore confidential relationship with 
your client than  is the relationship be­
tween the law yer and his client, the 
banker and his depositor. The lawyer 
and the banker depend entirely upon in­
form ation given by word of mouth or by 
secondary inform ation, while you gentle­
men know the in’s and out’s of every 
m an w ith whom you come in contact, if  
i t  is your wish to know, from  the simple 
entries in his books. And those entries 
th a t do not appear in his books, th a t 
ought to appear, o r the details o r facts 
th a t are  m issing, you tu rn  up, and no th­
ing tu rn s up in this world unless some­
body tu rns it up.
You are a g rea t community. You 
have the power of developing industry. 
You are a  g rea t force in industry, if  
you conduct yourselves as your certifi­
cate directs you should.
You m ay also be of a g rea t destructive 
force. I t  has been proven during past 
years th a t accountants, w hether they 
were certified or uncertified, were a very 
destructive force in  cases which have 
come before us. Industry  today is realiz­
ing more and more the necessity of hav­
ing its  books properly supervised, and 
the certified public accountant has the 
backing of every credit m an in th is city 
and in  the whole United S tates, m ore so 
than  ever, from  a selfish standpoint, if 
you will. We do not w ant you to thank 
us fo r the business we throw  into your 
hands. We insist, and m ust insist more 
strongly as we go, on the necessity of es­
tablishm ents doing a  reasonable size 
business having th e ir  books checked up 
and not depending entirely  upon the $20 
or $30 bookkeeper.
We discover, and so do you, th a t 
the small m an is the hardest m an to 
convince th a t business m ust be done 
ethically, on business principles, and on 
a  proper policy. I t  takes urging, educa­
tion, and coercion. I t  is your duty, when 
you run  across a m an doing business in 
a  haphazard, sloppy way, to educate him 
and m ake a m erchant out of the busi­
ness man. A business m an today m eans 
nothing. I t  is m erchants th a t we need 
to conduct the vast industries of this 
U nited States, and you are the. force 
th a t can help the credit men who are 
constantly instilling into the minds of 
men the necessity of building the ir busi­
ness upon character. You are the force 
th a t can help us establish men upon a 
sound basis and make character the rock 
of the ir enterprises.
M any statem ents are submitted, not 
audited, and we have found in case a f te r  
case, th a t the figures were made up by 
a  $25 g irl bookkeeper and the owner 
signed the statem ents. He did no t know 
w hether he w as solvent or insolvent, and 
during the career of his business whether 
he was m aking or losing money. T hat 
is the type of m an we m ust educate, and 
th a t type of m an m ust understand th a t 
credit is not as lax as i t  used to be, 
although there is still room fo r improve­
m ent on the p a r t of credit men in the ir 
ambitions to do a large volume of busi­
ness. They m ust be tau g h t th a t the 
proper w ay to do business is on a  busi­
ness policy, and a  proper check m ust be 
made.
The more we press the point, the less 
an tipathy  there will be on the p a r t of 
the m erchants about the employment of 
C. P. A’s. We are beginning to  realize 
through the commercial world th a t busi­
ness can not be conducted properly w ith­
out a  correct set of books; w ithout a  
perpetual inventory; w ithout a  tr ia l bal­
ance regularly  every m onth; w ithout 
proper bank" accommodations, and w ith­
out a  good reputation  fo r tru thfulness 
and conscientiousness.
The accountant owes him self and the 
community more than  a  living. I  do not 
th ink  an accountant should feel when 
he is employed by a  firm fo r $250 a year, 
or fo r $1,000 a  year, or fo r $5,000, as 
m any of you are compensated as a  re ­
tainer, and perhaps a  little more, th a t a 
simple audit is sufficient. I  believe it  is 
your duty to give advice when the neces­
sity  arises, as well as proper guidance 
to the m an who does not correctly con­
duct his business and th a t you should 
not only give th a t advice but insist th a t 
i t  shall be taken. I t  is the character, 
the up-building upon character th a t cre­
a tes confidence, and the more the  m er­
chants realize the necessity of subm it­
ting  audited statem ents, the stronger be­
comes the ir credit, and the easier i t  be­
comes fo r the credit man, and the better 
the business community is bound to  be.
I  know there have been in  tim es pas t 
statem ents subm itted by auditors, which 
statem ents m ight have been best le ft in  
the draw er of the client. I do not con­
sider an audit w orth a nickle unless the 
figures contained in the books of account, 
or to a very la rge extent, prove to be 
facts. Simply because a  m an’s additions 
and subtractions and multiplications 
prove to be correct, and the auditor adds 
on the bottom , “We have audited the 
books of John Smith and find them  cor­
rect in accordance therew ith,” means 
nothing to  us, i t  m eans nothing to your 
client and i t  means nothing to the ac­
countant, because his books m ay add and 
subtract correctly and m ultiply, and the 
facts m ay be all wrong.
An inventory taken should be super­
vised by the accountant. The outstand­
ing accounts should be confirmed by di­
rect correspondence, and the indebted­
ness should be confirmed as fa r  as pos­
sible. I  realize th a t there are m any men 
in business who are m ore clever than 
the average credit man, and a  g rea t 
many accountants, and now and then, 
w hether you check backwards or fo r­
wards, you will find some people have 
put one over. Such a  th ing  happened in 
this city a year and a half or two years 
ago w ith one of the finest accounting 
firms in  th is city. They issued an  au­
dited sta tem ent which was correct ac­
cording to the books, bu t $100,000 w orth 
of bills were destroyed and the m erchan­
dise shipped out before the auditor came, 
and consequently there was no evidence 
of the additional indebtedness, and on 
the strength  of th a t statem ent, some 
$300,000 of liabilities was incurred. T hat 
is not th e  auditor’s fau lt. The average 
business man, however, is honest. Every 
man goes into business w ith a  deter­
m ination to become a success. No one 
goes into business w ith the hope of fa il­
ing, and while the average business man 
is m aking his statem ents more or less 
exaggerated a t tim es w ith respect to his 
assets, his liabilities are usually correctly 
stated, because they can be b e tte r proven 
than the conditions of his assets.
I w ant to say th is: T hat the credit 
men of th is community, having had ex­
perience w ith certified accountants dur­
ing the past, are  determ ined to rid your 
body of men who have no rig h t and no 
license to  th a t C. P. A. certificate which 
means so much to the uprigh t man. The 
first certified or uncertified accountant 
who is w illing to lend his nam e to a  set 
of figures which he knows are not tru th ­
ful, and the community suffers thereby, 
is going to be driven from  the ranks of 
the accountants, if  the determ ination of 
the credit men in th is  city means any­
thing.
How do your activities compare w ith 
the activities of the  credit men, and 
w hat is the difference ? There is only one 
difference th a t I  see. You gentlemen 
accumulate w ealth; the credit m an makes 
a  living and a  lo t of bad debts. T hat 
is all. Otherwise we are  the same. We
are in existence to produce results fo r 
the community and fo r the country, and 
ju s t as long as we stand steadfast, and 
insist upon the building of a business 
upon character, we are prom oting in­
dustry  and pu tting  th is  country upon a 
basis from  which i t  can never fall.
There are a  few  suggestions th a t I 
would like to m ake (there are a  few  ac­
countants here to whom I have made the 
suggestions before). While they  have 
not benefited by them , credit men have 
learned som ething m ore from  their C. P. 
A. statem ents than  they had previously. 
When you send out a  statem ent, or when 
a m erchant sends out a  statem ent certi­
fied, and you say, “Cash on hand and in 
banks,” th a t means nothing to the credit 
man. He m ay show $50,000 cash on 
hand and in  bank, and $49,000 of i t  may 
be on hand, and $1,000 in the bank. We 
w ant to know the nam es of the banks in ' 
which th a t cash is on deposit and the 
day of the inventory or the closing of 
the books. When you include in the 
assets an  item  “securities” w ithout a 
description, w hat does i t  mean to us? 
I t  m eans junk. In  eight cases out of ten, 
i t  means junk, because the average busi­
ness m an who is obliged to owe a g rea t 
deal of money fo r merchandise and a 
large am ount of money to banks, is not 
allowed to carry  securities th a t are 
w orth much as an asset. I f  he has got 
them, he hasn’t  got them  because the 
banks have them. So, we as m erchan­
dise creditors give nothing for those 
item s called “securities” unless they 
are  described, unless it says, “not hy ­
pothecated.”
There is another item. In  the liabili­
ties we find, “fo r borrowed money.” 
T hat is a  broad statem ent. We w ant to 
know the banks to which borrowed money 
is due. We w ant to know how much of 
th a t borrowed money is owed to friends 
or relatives. We contend th a t when 
statem ents are  subm itted and by check­
ing and analyzing we find the money 
borrowed from  friends and relatives is 
growing as compared w ith liabilities to 
banks and m erchants, then the red flag 
is likely soon to be hoisted.
T hat liability to friends and relatives 
eigh t tim es out of ten means nothing, 
because i t  actually does not exist in fact. 
I t  is pu t there fo r a  purpose. I t  is put 
there if  the m an has in mind th a t he is 
going to  fail, o r th a t he m ust fail, or 
th a t he is planning to fail, as an avenue 
of saving. He m ay have i t  on his books, 
bu t we do not like statem ents where 
th a t item  of liability  fo r borrowed money 
to friends and relatives rises from  year 
to year.
There is one recommendation th a t I 
would like to m ake to you gentlem en and 
I  think i t  is a  real serious one. I do not 
think i t  is w ise fo r you gentlemen to 
recommend to a  credit m an the advisa­
bility  of selling your client, unless your 
advice is sought. I  will tell you why. 
Your client m ay be perfectly  solvent on 
the first of January , 1926, and he m ay 
be perfectly  insolvent on the f irs t  of 
July, 1926. The man to whom you re ­
commend th a t credit is stuck, and your 
reputation depreciates very perceptibly 
in his opinion. W hy pu t yourselves in 
the position of being criticized fo r some­
th ing  th a t you do not have to take the 
risk?
I would say  furtherm ore, th a t i t  is 
bad policy to advise your clients not to 
issue a  certified financial statem ent; not 
to  issue a  tr ia l balance when he is called 
upon to do so. I  think your proper ad­
vice should be, unless his condition is 
such th a t it  means a  funeral in the very 
near fu ture , to subm it the necessary in ­
form ation when called upon, because 
nothing has a  tendency to a  fre e r  credit 
than  frankness, openness and the will­
ingness to show the m an from  whom 
you are  buying the merchandise th a t 
you are acting as a man, and as a  m an 
who has nothing to hide.
We ask fo r a certified sta tem ent f re ­
quently, because we know we are not go­
ing to ge t it. When we ask fo r a  tr ia l 
balance in the middle of the season, we 
ask fo r it  in the hope th a t the fellow 
will say, “No.” We have a reason in 
many cases fo r m any demands, which a 
custom er a t  certain  stages in  his career 
can not comply with. I t  does not take 
a  sm art man, i t  does not take a  m an of 
years of experience to decide why in­
form ation will have a  tendency to 
strengthen  him. We still have some of 
the old thick-headed, antiquated m er­
chants who anticipate the ir bills and who 
m ake no statem ents. Those risks we 
have got to take. When the fu ll a llo t­
m ent of tim e is taken, and where m ore 
than  the allotted tim e is taken, fac ts  
m ust be given, and you gentlem en m ust 
instruct your client not to hesita te  to  
give the inform ation. I t  is like the 
fellow who is playing a  hand of bridge. 
He has the k ing and when the queen is 
played the other fellow knows he has 
got the king.
I f  you have it in  your power, and I 
th ink  you have, to have the New York 
S tate  Society of Certified Public Ac­
countants go on record and establish a 
uniform  balance sheet, your ills and our 
ills would be solved perceptibly. Those 
th a t we receive these days m ean ju s t as 
much to us as some of the  certifications 
which I  have referred  to. I t  says, “out­
standing liabilities.” We do not know 
w hether he draws $80,000 a  year to 
live, w hether his sales were $700,000, or 
w hether his purchases w ere $4,000,000. 
Most men sim ply do not know w hat a  
real balance sheet is.
A nother thing, statem ents come out 
either “sales in  gross” or “sales net.”
Now, you know very well th a t there is 
not a  m an in th is  room who can analyze 
a  statem ent properly unless i t  tells w hat 
the sales are, gross and net. I  specify 
gross and ne t fo r  a  reason. In certain 
businesses, the textile line, fo r instance, 
a  m an m ay have a  to ta l of $1,700,000. 
I f  his re tu rns a re  $400,000, then th a t 
$400,000 is going to be resold fo r fifty 
cents on the dollar. We know, too, th a t 
in calculating costs, and in, figuring the 
price th a t he should obtain fo r his m er­
chandise, he never figures the loss from  
returned merchandise, and th a t is one 
of the reasons why I  would no t give a 
nickle fo r a  sta tem ent in so f a r  as a 
correct analysis is concerned, unless I 
know the  to ta l sales and the net sales.
Perhaps you don’t  th ink  i t  is neces­
sary  fo r us to know w hat a  m an’s bad 
debts are a  year. I know, and so do 
you, th a t if  a  m an does a volume of 
business of $300,000, and he loses $15,-
000 in bad debts, th a t he simply has not 
earned a  nickle. There is not a  business 
in the textile line th a t I  know of—gold 
bricks it m ay be possible—but no t in 
our line, th a t can sell $250,000 to $300,-
000 and lose any such am ount of money 
in bad debts and have it happen year 
in and year out.
As an example, we had a  m an in the 
m illinery business two years ago. I  had 
a very clear record of the money he lost 
in  bad debts the  year before. When his 
statem ent came in I  asked him fo r his 
bad debts, and he sent down a  figure.
I  asked him fo r  a lis t of the houses and 
the am ounts owing by all of the firms in 
which he w as interested  and which went 
into bankruptcy. T hat he refused. I 
knew he would. They were excessive. 
He w ent by the wayside. He simply 
could not stand it. You gentlem en have 
got to know th a t we, as credit men, are 
not going to  take ju s t figures blank. We 
w ant to  know w hat those figures repre­
sent, or we w ant to  know w hat is m iss­
ing  from  those figures, because they 
have an ex traord inary  bearing upon our 
final solution and determ ination as to 
how fa r  we should go.
W hen you have been instructed by 
your client to  give inform ation to a 
creditor who has sought it, it is your 
duty to  ta lk  freely  and openly, and w ith­
out hesitation. There is nothing fo r you 
to keep back from  a  m an who has the 
authority  from  your client to find out 
w hat you know about h is affairs. There 
is where you and the  credit m an m ust 
work hand in  hand. I  don’t  believe th a t 
you should m ake recommendations un­
necessarily.
I  have p re tty  well covered my theme. 
There are other men to  talk . I  w ant to 
tell you th is little  story  about the colored 
fellow who was employed by an aristo ­
cratic English fam ily as butler. He went 
to  V irginia on his vacation and another
darkey said to him, “Mose, give me some 
lasses.”
He said, “ Sam, you m ustn’t  say 
‘lasses’; you m ust say ‘molasses.’ ” 
“Mose, how can I  say ‘mo’lasses’ when 
I done had none yet.”
Gentlemen, I  haven’t  anything more 
to say. I w ant to thank  you fo r  your 
attention.
FROM THE POINT OF VIEW  OF THE
BANK CREDIT MAN
Joseph L. Morris, Vice President, 
M anufacturers T rust Company
As a bank credit m an who has been 
intensely interested fo r m any years in 
the development of complete cooperation 
and m utual understanding between the 
public accountant and the credit grantor, 
I can not too strongly express my ap­
preciation of your invitation to partici­
pate in th is discussion.
I shall take as my tex t your Society’s 
Rules of Professional Conduct Nos. 1, 
2, and 3, which read as follows:
1. The members of the society should 
carry  on the ir w ork in a  sp irit of fa ir ­
ness and justice to the ir clients and the 
public.
2. No member should prepare or cer­
tify  any statem ent containing an es­
sential m isstatem ent of fact, or om itting 
such a  fac t as would am ount to an es­
sential m isstatem ent or would result in 
a  failu re to pu t prospective investors, 
creditors or others on notice in respect 
to a m aterial fac t not specifically shown 
in such statem ents.
3. No m em ber should certify  to ac­
counts or statem ents which have not 
been verified entirely  under the super­
vision of him self or other person repre­
sen ting  him.
Not so very long ago it was the ex­
ception ra th e r than  the rule fo r the credit 
g ran to r to receive a  financial statem ent 
of any kind as a basis fo r credit. In 
contrast w ith this, it is now the rule and 
alm ost universal practice, a t least fo r the 
banker, to  insist on a financial statem ent, 
and whenever possible, a  certified s ta te ­
m ent or public accountant’s report, w ith 
an increasing tendency toward the la tter.
The conservative banker today is do­
ing everything he can toward educating 
his borrowing custom er to the need of a 
complete public accountant’s report 
made up according to the following gen­
eral form ula:
1. Detailed balance sheet showing all 
assets and all direct and contingent lia­
bilities.
2. P rofit and loss statem ent showing 
in sufficient detail fo r a full understand­
ing, the results of operations fo r the 
period, and a  complete reconcilement of 
the ne t w orth or surplus account.
3. Text and comments, amply compre­
hensive to enable the banker to properly
analyze and value the figures. A fran k  
recital of w hether or not the various 
item s w ere actually verified, or if  merely 
tested, w hat te s ts  were made. I f  the 
report is the resu lt of only a balance 
sheet audit w ithout verification, th a t 
fac t should be plainly stated and the rea ­
sons fo r not proceeding fu rth e r  given.
The accountant’s signed certificate 
with any qualifications set out so clearly 
th a t they will be appreciated, even in  a 
m ost hurried  reading. I f  you don’t  re ­
member anything else, please remem­
ber tha t. The accountant’s report should 
also bear the signature of your client, the  
bank’s borrower, w ithout which he is 
not legally bound by any p a rt of your 
report, including the statem ent. I  men­
tion th a t because experience shows th a t 
a  g rea t m any of you have not sold your 
client the idea th a t it  is his statem ent 
and not your statem ent, and w ithout th a t 
signature we have nothing th a t binds 
him.
All of th is is quite elem entary and it 
should be unnecessary to  dem onstrate 
th a t the banker is entitled to  it. Please 
bear in mind th a t he gives up in  ex­
change fo r the borrower’s unsecured 
prom issory note, cash or its  equivalent 
credit, and th a t a t  best his m argin of 
profit is small. He is constantly con­
scious of the fac t th a t i t  takes the in­
te re st on m any notes to offset the loss 
of the principal of one. Because of th is 
the conservative banker realizes th a t he 
can not be too careful in judging the  
credit risk  involved even in the best 
unsecured loan, and th a t he m ust pro­
ceed w ith his eyes open, not only having 
full knowledge of its  m erits, bu t also its  
weaknesses. I t  m ay occur to you now 
and then  th a t the banker is perhaps too 
exacting in  his demands fo r inform a­
tion, fac ts  and figures, but please sym­
pathize w ith the difficulties of his prob­
lem.
I t  is only fa ir  to say th a t bankers, as 
a class, have done more than any others 
to create the p resen t large demand fo r  
the services of public accountants. 
H ardly a  day goes by when the busy 
loaning officer does not find an oppor­
tun ity  to suggest to a  borrower or pro­
spective borrow er th a t the report of a 
public accountant is necessary or de­
sirable. I  believe you will concede w ith­
out much hesitation th a t the banker is 
your best salesman. Assum ing th a t you 
agree w ith th is proposition, will you not 
also agree th a t the tim e has arrived fo r 
your undertaking to, educate your client 
to an appreciation of the fac t th a t you 
will be best prom oting his in terests if  
he will perm it you to call on his banks 
in advance of an audit, fo r the purpose 
of finding out from  them w hat special 
inform ation they feel the need of fo r  a 
be tte r understanding of your client’s po­
sition, o r fo r the removal of doubts re ­
garding it. By the same token, your 
client should perm it you to discuss the 
completed report w ith his banks. A fter 
all, the banker is literally  the  ultim ate 
consumer of the report you produce, and 
little  or nothing is gained unless your 
report im presses him  as adequate.
R ather than  discuss w ith you a t g rea t 
length the question of the public ac­
countant’s technique and physical m eth­
ods, I  believe I  can serve you b e tte r by 
pointing out certain  intangibles involved 
in the work of the public accountant as 
they appear to  the bank credit man. 
Please rem em ber th a t the banker’s prob­
lem is not simplified by the fac t th a t 
financial statem ents are  now designed 
not only fo r credit purposes, bu t also 
fo r tax  purposes, investm ent purposes, 
and sometimes fo r the private use of the 
individual, firm, or corporation owning 
the business. This varie ty  of design 
creates confusion, because it is not a l­
ways possible under the circumstances 
fo r the banker to  know w ith any degree 
of su rety  w hat the figures placed before 
him really mean.
The bank is also puzzled because there 
is a fundam ental question to  which he 
can frequently  find no answer. T hat 
question is—W hat is the a ttitude of the 
public accountant? Is he an  advocate 
fo r his client, engaged to  pu t his client’s 
best foot forw ard, o r is he w hat he 
should be—a  so rt of combination camera 
man and engineer who realizes th a t de­
spite the source of h is fee i t  is his duty 
to ga ther fac ts and figures which give a 
complete picture stric tly  in  accordance 
w ith the tru th , the  whole tru th  and noth­
ing bu t the tru th , “In  a  sp irit of fa ir ­
ness and justice to th e ir  clients and the 
public?”
I t  should be said to  the credit of the 
public accountant th a t we have all seen 
innumerable reports, accompanied by 
unqualified certificates, which have im ­
pressed us forcibly w ith the fac t th a t 
the accountant appreciated and realized 
his whole duty and had, therefore, pre­
sented a  set of figures accompanied by 
explanatory te x t which completely m et 
the needs of th e  banker. Such reports 
have not only enhanced the standing of 
the client w ith the bank, bu t have also 
impressed the banker w ith the fac t th a t 
the accountant no t only knew his busi­
ness bu t also his duty, and had ap­
proached the ta sk  w ith a  professional 
attitude which m eant a  degree of thor­
oughness not necessarily governed by 
the size of the fee and the instructions 
of his clients.
On the other hand, m any of us have 
seen public accountant’s reports which 
on the surface appeared to be complete 
but when dissected and analyzed showed 
unm istakably th a t the  picture was taken 
in a very dim light. Such reports, lack­
ing essential detail but not always ap ­
pearing to lack ha lf tru th s, gave the im ­
pression of deception and concealment, 
to the detrim ent of both the account­
an t and his client. I  have no doubt th a t 
not m any such cases were deliberately 
intended to be deceptive, but allowing 
fo r the purest motive, the  effect is the 
same.
There seems to prevail, particularly  
am ong the younger men of your profes­
sion, a belief th a t when the nam e of any 
prom inent accountant who is known to 
have a  la rge practice is attached to a 
certificate, the report is accepted uni­
versally and w ithout question by bank 
credit men and, inversely, when the nam e 
of any  less prom inent accountant is  a t­
tached to a  certificate, the report is de­
spised and rejected. This means, in 
other words, th a t some of you think the 
bank credit m an is overawed by mere 
size, regards i t  as synonymous w ith all 
the virtues and th a t because an account­
an t’s nam e is unfam iliar his work, per 
se, is not dependable.
I t  goes w ithout saying th a t th is r i -  
diculous and un fair situation does not 
exist. N evertheless, i t  is true, th a t all 
th ings being equal, i t  is perfectly  n a­
tu ra l fo r  the banker to allow fo r the 
fac t th a t an  accountant w ith whom he 
has had contact is more than  a  nam e and 
readily acceptable or not, regardless of 
the accountant’s size or prominence, ac­
cording to w hat the  banker knows of his 
ability and dependability.
W ithin the la s t few  days a  business 
m an presented to me w hat in  m y judg­
m ent is a  complete and competent re ­
port accompanied by an  unqualified cer­
tificate signed by a  Certified Public Ac­
countant whose nam e I had never even 
heard before. This business man, who 
is an  active borrow er a t  several banks, 
told me ra th e r  indignantly  th a t it  had 
been suggested to  him  th a t his present 
accountant be replaced by one better 
known. The very adequate character of 
the  report and the apparen t appreciation 
on the p a r t of the accountant th a t his 
duty extended beyond his client im ­
pressed me so favorably th a t, w ithout 
having m et the  accountant m yself, I  told 
our custom er th a t so f a r  as we are con­
cerned there was no accasion fo r m ak­
ing the change. I  did, however, take ad­
vantage of the opportunity to  suggest 
th a t the accountant make him self known 
to the banks by calling on them. This 
p articu lar case em phasizes the need of 
establishing such contacts. This is 
ra th e r im portant, not as m y point of 
view, bu t i t  indicates w hat business 
men are constantly telling us when we 
ta lk  accountancy to them.
Incidentally, our custom er told me th a t 
his p resen t accountant, who is a young 
man, charges a  fee which is in keeping 
w ith the capital and volume of the busi­
ness and he could see no good reason
for changing to  an accountant who, a l­
though b e tte r known is no b e tte r quali­
fied and no more capable, in fact, one 
who would probably delegate the assign­
m ent to a  m inor subordinate and per­
haps produce an inferior report.
W e often wonder if  public account­
ants, particu larly  those w ith large prac­
tices requiring  la rge organizations, have 
not allowed the ir practices to become 
too impersonal. Frequently  business 
m en complain th a t too m any audits are 
turned over by public accountants to  
assistan ts some of lim ited experience, 
w ith the  personal touch of th e  partners 
of these accountant’s firm s largely, if  
not wholly, lacking. This suggests the 
necessity fo r getting  back to f irs t  p rin ­
ciples by placing definite responsibility 
fo r each audit on a specific partne r 
whose individual signature should appear 
on the certificate, along w ith the signa­
tu re  of his firm.
I f  I  appear to have been severely 
frank, please lay th is to my desire to 
help you comprehend the problem as 
seen from  the  banker’s point of view. 
Assume th a t the bank credit m an is co­
operative, make i t  your business to be­
come acquainted w ith him and I  am  sure 
th a t your problem and his will ultim ately 
be one.
FROM THE POINT OF VIEW  OF THE 
COMMERCIAL PA PER  CREDIT 
MAN
A. S. Prescott, A ssistant M anager 
and Credit M anager of the Com­
m ercial P aper D epartm ent o f Mer­
rill, Lynch & Co.
When Dr. Klein asked me to come up 
here ton ight and ta lk  on the subject m a t­
te r, I told him frank ly  th a t I would have 
to confine my rem arks to the details of 
a  balance sheet as desired by the broker, 
as I  thought th a t would outline be tte r 
the m utual relations between the com­
m ercial paper broker and the certified 
public accountant.
I t  m ight not be out of line a t the be­
ginning of th is ta lk  to  sta te  some facts 
and figures concerning the business of 
the commercial paper broker as the 
natu re and m agnitude thereof m ay not 
be known to all of you. The funds fu r­
nished by brokers are fo r m ercantile 
purposes only; in other words, fo r the 
discounting of merchandise bills, or the 
retirem ent of current bank loans, and 
not fo r the purchase of real estate and 
buildings or any fixed asset.
W ith very few  exceptions the paper 
purchased by them  represents the un­
secured notes of partnerships and cor­
porations. In  other words, fo r the dis­
counting of bills, or fo r  th e  retirem ent 
of curren t bank loans. Therefore, the ir 
dealings are  based upon credit alone 
which involves upon them  quite a  re ­
sponsibility, and not upon security and 
credit. In  other words, the commercial 
paper broker deals in credit, buying and 
selling this intangible item  in  the form  
of notes of the ir clients. Sales of com­
mercial paper in 1920 reached the  m axi­
mum, $3,263,000,000—-a lot of money. I t  
is stated  th a t ninety-five per cent of the 
volume of purchases is based upon cer­
tified balance sheets. This fac t is 
brought out to le t you see how much 
reliance is pu t in the certified public 
accountant and the responsibility th a t 
rests  upon him. N inety per cent of 
brokers’ clients present an audited s ta te ­
ment. I speak fo r all commercial paper 
brokers when I m ake the statem ent th a t 
your profession is whole-heartedly sup­
ported by them. Clients who do not 
fu rn ish  certified balance sheets are  re ­
quested to do so, and the m ajority  meet 
the  views of th e ir  broker.
Please bear in m ind th a t the com­
m ercial paper brokers are, in  a  certain 
sense, m erchants, and the  only exhibits 
of the ir commodity are  the balance 
sheets of th e ir  clients. Therefore, fo r 
sales purposes they are m ost attractive 
when the item s therein are  self-explana­
tory. The old saying, “merchandise well 
bought is half sold” certainly applies to 
th is  particu lar business, which explains 
the reasons of the broker fo r requiring 
m any details.
Therefore, I  will try  ton igh t to  point 
out to you the  value of these item s in a 
balance sheet and th e ir  relationship to 
the judgm ent of the commercial paper 
broker who determ ines w hether the 
credit is sufficiently high fo r the  borrow­
ing  concern to pay off its  notes a t m a­
tu rity .
CURRENT AND WORKING AS­
SETS—CASH ON HAND AND IN 
BANKS: This item  is worth its  stated  
am ount. However, the detailed report 
sometimes discloses a  bank overdraft, 
which item  is not noted in  the liabilities. 
When such a  situation exists such bal­
ance sheet does not show the tru e  con­
dition of affairs. In  our recent negotia­
tions w ith a concern th a t had never had 
its  paper on the m arket the certified bal­
ance sheet called fo r a  to ta l of $62,000 
and the balance sheet reflected a  strong 
ratio  of two and one-half fo r  one of cur­
ren t assets to  curren t debt. We re­
quested the concern to  send us the audi­
to r ’s detailed report which disclosed an 
overdraft w ith one of th e ir  banks of 
approxim ately $18,000.
The cash was stated  as a net item  and 
the  overdraft was om itted from  the lia­
bilities.
ACCOUNTS AND NOTES RECEIV­
ABLE: These two item s are somewhat 
deceiving if  not stated  properly. Those 
representing  merchandise sales should be 
so stated  by following each item  with 
the  word “custom ers” or “trade,” and
if in these item s the re  a re  large am ounts 
due by affiliated or subsidiary concerns, 
such accounts should be shown as sepa­
ra te  item s, and, regardless of am ount 
owing, fully  explained in the detailed re ­
port.
You have no idea the num ber of bal­
ance sheets th a t reach us. They will 
s ta te  “accounts receivable” properly, but 
when i t  comes to  “notes receivable,” it  
seems th a t the broker is to take it fo r 
gran ted  th a t they represent merchandise 
sales. Furtherm ore, the open accounts 
should in the detailed report be segre­
gated as to age, fo r  only by so doing can 
a true picture be gathered as to their 
status.
I had an experience w ith a concern 
th a t did a  volume of $4,000,000. They 
had collected w ithin nine per cent of 
the ir yearly  sales on term s of two, ten, 
net sixty. A segregation of the ir re ­
ceivables brought out the fac t th a t there 
was nearly  two per cent of the  nine th a t 
was six m onths pas t due. Of course, the 
statem ent showed a  beautiful exhibit 
compared to the volume.
The m ajor portion of bills receivable 
represent p as t due accounts closed by 
notes, mention of which sta tus is very 
seldom made in the detailed report. H av­
ing merchandised, I  know something 
about bills receivable. Ninety-nine per 
cent of them  represent p as t due ac­
counts. I  have never yet seen a balance 
sheet th a t referred  to  such a sta tus of 
these items. They give the position of 
the bills receivable as f a r  as the ir m a­
tu rity  is concerned w ith respect to being 
current, due dates and those p as t due, 
bu t I  have never seen reference yet made 
in  a  report wherein they covered past 
due accounts. I  know positively they 
do, fo r th a t is the only reason th a t they 
ask  fo r bills receivable to  close an open 
account th a t is p as t due.
This statem ent will also apply to trade 
acceptances of customer, although this 
instrum ent is  used fo r curren t transac­
tions in  a  few  lines of business. In  the 
event th a t the scope of your w ork does 
not cover a  complete audit, which would 
call fo r an exhibit of the profit and loss 
account, the am ount of bad debt charged 
off should be stated  in the report.
INVENTORY: A very confusing item 
because of the fac t th a t in the m ajority  
of cases the word of your client is taken 
fo r the correctness of quantity. A pe­
culiar case came up wherein a  converting 
concern subm itted figures based on the 
raw  g ray  m aterial a t  its  stretched yard­
age. The excess yardage resulted in a 
shortage fo r the  reason th a t the m a­
teria l shrunk and was sold a t  the shrunk­
en yardage. In  th is particu lar case, the 
auditors accepted the inventory quantity  
as prepared by an  officer b u t failed to re ­
quire o f the officer a  sworn statem ent, or 
even his signature as to its  correctness.
To give the tru e  situation of the in­
ventory of a  m anufacturer or a  con­
v erte r there should be noted on the bal­
ance sheet the respective am ount of raw  
m aterials, goods in process, finished m er­
chandise and p arts  and accessories. I  
have run  across a  good m any inven­
tories especially m anufacturers of m a­
chinery, wherein accessories and parts  
which were included were quite old. The 
particu lar machines to which they ap­
plied the m anufacturer discontinued 
some years ago.
The inventory of the jobber speaks fo r 
itself usually. However, there is more 
or less obsolete merchandise in the in­
ventory of every jobber, and where 
change of style enters into the business 
the merchandise item s should be scruti­
nized quite closely.
In  reviewing the statem ent of a  dealer 
in  ladies ready-to-w ear apparel, there 
was a charge off of $100,000 fo r obsolete 
merchandise, which had gone out of 
style two years p rior to the date of the 
balance sheet review, bu t had been 
carried as a  current item  in the previous 
inventories.
The basis of valuation of the m erchan­
dise should be stated  following the item, 
or mention thereof made in the certifi­
cate w ith comments as to omissions 
of obsolete merchandise. Now, of course, 
th a t brings up a  question. We take  the 
privilege in our transactions w ith our 
clients of asking them  the direct ques­
tion as to conditions of the ir inventory 
and especially do we dwell upon the word 
“obsolete.” The tim e will arrive, and 
w ithin the next ten  years, when the lead­
ing banks will require th e ir  la rge bor­
rowing clients to  have the ir physical in­
ventory taken and priced under the 
supervision of auditors.
SECURITIES, STOCKS AND BONDS: 
Occasionally such item s are included in 
the curren t assets w ithout any reference 
as to w hat they consist of. All right, if 
they are  Government, Municipal, or New 
York Exchange securities; b u t even so, 
the ir natu re  should be so stated.
CASH SURRENDER VALUE, L IF E  
INSURANCE: W hereas th is is not a 
working asset i t  can be made p a r t of 
the w orking capital w ithin a  very short 
period of tim e—th a t is, of course, from  
the viewpoint of the  broker—and on ac­
count of its  quick convertibility into cash 
it  can be regarded as a  curren t item , in 
the event th a t the borrowing privilege is 
confined to the beneficiary.
I had a  direct experience w ith a  w est­
ern  concern th a t got into a  little  trouble. 
A t the m eeting the m a tte r of the life 
insurance was discussed. The cash sur­
render value was carried in the la s t bal­
ance sheet and th a t am ounted to some 
$5,000. We, of course, asked him to 
borrow on the policy. The insu rer was 
the President of the concern and th e  cor­
poration the beneficiary. He stated  th a t 
there was no loan value on the policy, 
for the reason th a t  he had obtained the 
money fo r his personal use. Upon in­
vestigation we found th a t he was. per­
fectly w ithin his legal righ ts when he 
did so. I have never seen th a t point 
brought out in a  detailed report. I  have 
seen the verification of the am ount of the 
policy, and the usual details about it  be­
ing current, b u t I  have never seen i t  
stated th a t the borrowing privilege was 
confined to the beneficiary. Of course, 
I  understand th a t the standard  policies 
in large am ounts have these large cor­
porations in  the body- of the policy.
As to the slow assets, i t  is hardly  
necessary to m ake any comment. How­
ever, miscellaneous stocks and bonds 
sometimes disclose quite an unusual con­
dition. A lis t thereof should appear in 
the report; furtherm ore, stocks and bonds 
of a subsidiary or an affiliated concern 
should be listed on the balance sheet.
In a  statem ent recently examined by 
us there was an item  of $4,500 under 
stocks and bonds. Investigation de­
veloped th a t th e  company whose stock 
was owned by the  concern was owing it  
the large am ount of approxim ately $150,-
000 against to ta l receivable of some 
$600,000 and both agencies, B radstreet 
and Dun, gave the  custom er a  shaded 
credit rating. No m ention was made in 
the report of the  particu lar stock or the 
transactions between the two concerns.
FIXED ASSETS: Many balance sheets 
do not show the tru e  facts. When ad­
ditions thereto have been due to  appre­
ciation through appraisal o r otherwise— 
many balance sheets reach us m aking no 
note of addition by appraisal—the in­
crease should be noted in the certificate 
even though the am ount does not appear 
in the balance sheet figures. Deprecia­
tion is usually shown on the statem ent, 
and when not, is shown in the profit and 
loss account; and when th is charge is 
omitted, note thereof in the report should 
be made even though the scope of the 
work m ay not include the verification 
of this item.
GOOD W ILL, TRADE MARKS, ETC.: 
These intangible item s do not come un­
der the scope of th is ta lk ; however, in 
some instances they  are  w orth fully  the 
amount stated.
CURRENT LIA B ILITIES, BILLS 
PAYABLE: To whom owing should be 
stated on the balance sheet. An odd 
amount in  th is item  often brings up the 
thought th a t some portions m ay have 
been given fo r  merchandise, w hereas it 
represents monies placed by individuals. 
This item  is always detailed in  the re ­
port.
As Mr. W right said, th is should be 
itemized—am ount due to banks, am ount 
due fo r merchandise, am ount due to in ­
dividuals—fo r the reason th a t when they
combine there is not th a t amount. I t  
also brings up the thought from  the 
standpoint of the broker th a t the con­
cern is giving notes fo r merchandise, 
w hereas the odd am ount m ay represent 
monies placed by individuals. In all 
of our experience w ith certified public 
accountants, we have yet to have one of 
them  overlook the verification of the 
bills payable representing  the money 
th a t is outstanding through use. I f  they 
would be ju s t as careful about every­
th ing  else and about verifying the clients 
transactions w ith us, I  think full de­
pendence could be placed upon their 
statem ents.
ACCOUNTS PAYABLE: Due fo r 
merchandise should be separately  stated, 
and if  any am ount has passed the dis­
count period mention thereof should be 
made in the report, especially if  your 
client is a  client of a  brokerage house, 
fo r the reason th a t concerns cannot sell 
the ir paper on the open m arket unless 
they accept each and every discount 
w ithin the sta ted  period. In  th is  busi­
ness, ten  days does not m ean eleven days 
and i t  does not m ean twelve days. They 
are supposed to  take i t  in ten  days.
RESERVE FOR FED ERA L INCOME 
TAXES: Many detailed reports reach 
us wherein no reference w hatsoever is 
made to the revision of the ta x  returns 
by federal representatives. This point 
is im portant as the revision m ay dis­
close quite an am ount to be paid. One 
of our custom ers several years ago, 
much to our surprise, was assessed the 
la rge am ount of $165,000. No mention 
of th is was made in the report or in 
the certificate.
BONDS AND MORTGAGES: The 
am ount due w ithin the fiscal year should 
be sta ted  and included in the current 
liabilities. The necessary data can be 
gathered from  the indenture. Occas- 
sionally statem ents reach us th a t do 
not show the am ount m aturing  in the 
curren t year. This should be shown on 
all statem ents and the necessary data 
surrounding bonds and m ortgages can 
be secured from  the indenture. Some 
issues cover all assets. P articu lar note 
of such a  provision should be mentioned 
in the report.
In our negotiations w ith a  concern 
several years ago, the gentlem an th a t 
negotiated w ith us was Vice President 
of h is concern. There was a  m ortgage 
of $700,000 on the statem ent. We asked 
him  w hat i t  covered. He said simply 
the  factory, real es ta te , and so forth . 
W e asked him  to  send us a  copy of the 
indenture, and much to our surprise he 
came back w ith an  apology to the effect 
th a t he w as no t conversant w ith it. 
Upon investigation i t  developed th a t it  
covered every asset of the company, even 
the cash on hand and in  bank.
DEBENTURES AND OTHER LONG 
TIM E OBLIGATIONS: The m atu rity  
should be stated  in the balance sheet.
RESERVE FOR CONTINGENCIES: 
This can m ean alm ost anything. An in­
vestigation of an am ount of $65,000 
brought out t he fac t th a t the concern 
had set th is up in anticipation of a 
judgm ent aga inst them. They paid the 
am ount w ithin the current year. No 
comments thereon were in the detailed 
report.
CAPITAL LIA B ILITIES: In  the 
case of a  partnership , we occasionally 
get certified public accountants’ s ta te ­
m ents th a t do not mention anything as 
to the lim it of the partnership  or of 
any special capital or the expiration 
thereof. We find i t  necessary in  our 
dealings w ith partnerships to b ring  it 
out quite often. I  have never yet seen 
i t  mentioned in a detailed report th a t the 
partnership  was unlim ited as to  the tim e 
and the capital.
The item  of undivided profits and su r­
plus earned and appropriated, should be 
combined with the respective am ounts 
of the preferred  or preference and com­
mon stocks to the end th a t the ne t w orth 
or to ta l resources can be seen a t a 
glance.
Mr. W right brought out a  very splen­
did point. I  do w ant to m ention es­
pecially the elim ination of intercom pany 
sales. A large concern here the early  
p a r t of the year reported a  to ta l of 
$8,000,000. The profits were very small. 
He could not understand w hat the 
trouble was. I t  was on the income ac­
count. Investigation developed th a t 
there was $38,000 of intercom pany sales. 
A fter he discovered i t  he was quite sa tis­
fied w ith the am ount of money he had 
made on his volume.
CONTINGENT LIABILITY: A very 
im portant item, especially concerning 
outside endorsements or guarantees. 
Also commitments of merchandise fo r 
fu tu re  delivery. The year 1921 brought 
about m any surprises and i t  m ay happen 
again.
MAXIMUM AND MINIMUM DEBT: 
This is an item  th a t you very seldom see 
in the detailed report. However, i t  is of 
quite a g rea t deal of guidance, not only 
to your clients’ banker, bu t to his broker. 
The gathering  of these item s would re ­
quire very little  tim e.
Now we come to the certificate. There 
has been quite a  b it of discussion by 
credit men and also by the Robert Mor­
ris Associates as to w hat a  certificate 
means. All I  can say is th a t i t  should 
be so worded as to indicate the  tru e  na­
tu re  of the audit. I  consider th a t I  am 
a  fa irly  intelligent fellow, bu t I  have 
had to  read  over a  good m any tim es the 
phraseology of some certificates in order 
to  arrive a t  w hat the accountant meant. 
T hat m ay seem strange, bu t several of
them  have reached us which I  did not 
ju s t exactly understand. Of course, the 
scope of it, the scope of your work, de­
pends upon your sales ability. The dif­
ficulties experienced in your contacts are 
fu lly  appreciated. Sometimes we have 
to w orry along w ith a  client fo r  five 
years in order to convince him of the 
necessity of an  audit. I t  is the opinion 
of m any th a t some m erchants and m anu­
facturers view a  detailed audit w ith the 
same fea r  th a t an  individual does a 
m ajor operation. In  other words, as the 
old doctor said, “His operation was en­
tire ly  successful, but the patien t died.”
FROM TH E POIN T OF VIEW  OF THE
INVESTM ENT BANK CREDIT MAN:
Mr. W illiam B. Weston, H arris, 
Forbes & Co.
I have been very much interested  and 
considerably pleased to note th a t in the 
addresses which have preceded me the 
technical side of accountancy in a  g rea t 
m any of its  ram ifications has been very 
thoroughly covered. I  cannot lay  any 
pretense to  being an accountant, nor has 
m y somewhat extended experience in the 
bond business ever throw n me im ­
m ediately in contact w ith m atte rs  of di­
rect accountancy. I  was led, therefore, 
to accept the very p leasan t invitation to 
m eet you th is evening, only by the 
thought th a t m y viewpoint is so detached 
from  the professional viewpoint of an 
accountant, i t  is possible th a t some m es­
sage which I  have, im m aterial though it 
m ay be, would be of possible in te rest to 
you.
The investm ent banker has two fun­
dam ental blessings. He has no problem 
of production as such, nor has he any 
problem of credit which has to do with 
those to whom he distributes his m er­
chandise. In  the public utility , and in 
the railroad, foreign governm ent in p a r­
ticular, and municipal field, the investi­
gation of the investm ent banker, of 
course, is based prim arily  and solely on 
those same fea tu res which are investi­
gated by such organizations as have been 
represented by the gentlem en who p re­
ceded me.
The reports on both railroads and pub­
lic u tilities have become so standardized 
of la te  years by the edicts of the In te r­
s ta te  Commerce Commission and of the 
various Public Service Commissions, th a t 
i t  is hardly necessary fo r me to  touch 
upon them  in any form , in  th a t they are 
uniform ly produced by the accountants 
who have served the banking in terests 
in  those regards and demand only in­
terpretative trea tm en t on the p a r t of the 
investm ent banker.
In  the municipal field, however, the 
situation is somewhat different. I  think 
perhaps i t  will be w orth m y while and I 
shall hope possibly yours, to  say a word
with regard  to municipal accountancy.
I assum e th a t th a t is a  field in which 
m ost of you have had no particu lar ac­
tiv ity ; a  field which as yet has not 
demanded to any g rea t degree the 
attentions of the certified public ac­
countant. B ut from  the viewpoint of 
the investm ent banker and from  fairly  
close association w ith those who have to 
do w ith the distribution of municipal 
bonds, I  can sense i t  as a  growing and 
fa s t approaching development th a t the 
financial affairs of our m unicipalities 
throughout the country require badly 
now, have always required, and will tend 
to continue to require in  the fu tu re  the 
services of certified public accountants.
In m atte rs of municipal finance, the 
investm ent banker has not quite the con­
tro l th a t he has in the financing of cor­
porate accounts, the securities of which 
he handles, because in the  distribution 
and in  the sale of municipal bonds they 
are on the basis of competitive bidding, 
the bonds going to the highest bidder 
and the obligation of any municipality is 
not dealt in one house, solely to  the  ex­
clusion of all others.
I t  is, therefore, not possible, as i t  is 
possible in the case of draw ing up an 
indenture supporting a  corporate issue, 
fo r the banker to insist on m any tech­
nical details th a t he would like to  see 
included in those th ings which go to hold 
up the safe ty  of the investm ent which he 
is considering. I  re fer particularly  to 
the question of consolidated debts on the 
p a rt of municipal subdivisions. A t the 
present tim e, even from  the viewpoint 
of the circulars which are distributed by 
investm ent bankers to their customer in­
stitutions, there is hardly  such a th ing  
as a  reference to the  consolidated in ­
debtedness of any given district. I t  is 
all w rong th a t i t  should be done in th a t 
way. I t  is  hoped, I  am  sure, by a  g rea t 
m ajority  of municipal bond men th a t 
eventually steps will be taken to remedy 
th a t defect.
A city m ay advertise school bonds, 
fo r example, on the basis of a school 
d istrict, and publish the debt of the 
school d istrict as, we will say, two per 
cent of th a t district. The bonds will be 
bought by bankers, will be advertised 
in the new spapers and offered by cir­
cular on the basis of a two per cent debt, 
as aga inst assessed valuation. When 
as a  m a tte r of fact, in order to  ge t any­
th ing  like a  clear conception of the 
standing of those bonds, one should con­
sider not only the indebtedness of the 
school district, b u t th a t of the city itself 
and of the county of which the city is a 
p art, and of any subdivision, such as 
p ark  d istricts, sewer distric ts, and so 
fo rth , fo r the debt of which the city m ay 
be held liable.
I have not the tim e nor the opportun­
ity  a t  the mom ent to go into th a t more
fully. I  p u t i t  out as a  suggestion to 
be watched. I f  the municipal houses 
have th e ir  way, I  am  sure in the com­
paratively  near fu tu re  there will be a 
very much m ore candid m anner of f i­
nance established on the  p a r t of m uni­
cipalities.
Ju s t one more word and I  am through. 
No profession th a t I know of—I am  sure 
there is no profession—has the oppor­
tun ity  fo r such observation of the de­
ta ils of our corporate and partnership  
business in America, as has th a t pro­
fession of which you gentlemen are  
members. Let me couple w ith th a t 
thought the fac t th a t perhaps the out­
standing problems to investm ent houses 
a t the presen t tim e is the question of 
supply of securities over the next five 
years or decade.
The sales problem has been fo r some 
years and undoubtedly will continue to  
be a  ra th e r  simple  one. The supply of 
securities, however, is one which m ust 
be dealt w ith very serious considera­
tion, i f  not concern. I  had  merely this 
thought in mind—and I  hope there is 
nothing unethical in  its  suggestion— 
th a t you gentlem en, who come closely in 
touch with the financial affairs of such 
a broad diversification of institutions, 
m ust find I  should think, from  tim e to 
time, situations where the best in terests 
of your client will be served by some 
form  of perm anent financing.
I  am  aw are of the fac t th a t above 
everything else, i t  is the best in terests 
of your clients th a t you serve, and I 
make no other suggestion, of course. 
B ut in cases where those possibilities 
do show themselves, either w ith regard  
to some particu lar client, or in connec­
tion with  th a t particu lar client who is 
associated w ith certain  other concerns 
th a t m ay be in the same line of indus­
tria l or commercial effort, I th ink an 
opportunity lies a t  your door to co­
operate w ith investm ent bankers by way 
of developing a perm anent plan of f i ­
nance.
Gentlemen, I do not th ink there is any 
profession in  the world, in so f a r  as my 
observations go, tha t, enjoys the unparal­
leled reputation  fo r in teg rity  th a t is en­
joyed by your profession. I  think per­
haps th a t I  can symbolize best by telling 
of the advancement th a t has been made 
by you, as well as by other professions, 
over the last fifteen  or tw enty years, 
by referring  to the fac t th a t even in my 
early  days, i t  was custom ary not only to 
have one auditor, b u t two and sometimes 
th ree go over the books of a  corporation 
in  order to assure us th a t m atte rs were 
as they should be. A t the present tim e— 
and th a t is the tribu te  I  would like to 
pay  you in  m ore m aterial form —our is­
sues of ten ’s and tw enty’s and even 
hundred’s of millions are  accepted w ith­
out a word or a  thought of going behind 
the figures th a t are  subm itted by the 
certified public accountants.
DISCUSSION
MR. FEIGUS, a fo rm er president of the  
Raw and Thrown Silk Credit Men’s A s­
sociation: I haven’t  much more to say 
than has already been said by Mr. W right. 
We have a  little  grudge aga inst the com­
mission houses in  the same way. When 
we get a  sta tem ent from  a  certified pub­
lic accountant, they generally  do not 
elaborate ju s t w hat the  commission 
house has as security. They do sta te  the 
equity in  m erchandise b u t they  do not 
sta te  th e  advances on th a t merchandise. 
T hat is som ething we would like to  get 
from  them. W e also like to have them  
give us a  certificate which m eans some­
thing.
They sim ply s ta te  they have gone over 
the books of the company and th a t the 
statem ent, the verification, is in  accord­
ance w ith the records. T hat to m y mind 
does not m ean a  th ing , because a  m an 
m ay have alm ost anything in  his record 
which the accountant, unless he verifies 
by actual verification w ith the creditors, 
w ith the  custom ers, does no t know 
w hether o r not the  m an has in his books 
w hat h is assets and liabilities actually 
are.
I  happen to have been an accountant 
fo r seven years. As Mr. W right says, I 
piled up enough money to  pay  my debts 
as a  credit m an. I t  was the hab it of the 
concern I  was w ith, when they  made a 
verification of a  m an’s books, to really 
verify ju s t w hat he had. There is no 
use of telling us th a t a  m an has $100,-
000 of accounts receivable, if  $40,000 are 
past due. T hat does not m ean a  th ing  
to us. We would like to  g e t a  real veri­
fication of every report. When we get 
it, le t  i t  m ean w hat the  accountant w ants 
i t  to mean. Money does no t m ean every­
thing.
MR. SHERWOOD: I  fu lly  agree w ith 
the statem ents of all the credit men. 
They should be entitled to all the infor­
m ation they can obtain about the m an 
to whom they  are  giving credit. I, my­
self, consider them  the best partne rs my 
clients have got, fo r  I  haven’t  got a 
single client who could be in the busi­
ness more than  five m inutes on his own 
capital. The reason why he stays in 
business a t  all is  because the credit men 
give him m any tim es as much capital 
and the  banks give him  the  rest.
I  am perfectly  fra n k  w ith m y clients. 
When the credit men ask  fo r inform a­
tion, I  tell them  they can not g e t a  bet­
te r  p a rtn e r than  a  credit m an, who in the 
aggregate gives them  nine tim es the ir 
capital and all he asks is th a t you pay 
your debts no t la te r  than  ten  days a f te r
they are  due. And they can no t get a 
p artn e r nearly  as good as th e ir  banks, 
which, on notes, give you a  lo t of money 
and m ake a t  least seven per cent on it 
when they are  paid. Certainly such men 
as the credit men in  the banks and in 
the commission houses are  entitled to all 
the inform ation th a t they  w ant. B ut do 
they  ask  fo r i t?  Do they  ask fo r i t  in 
the  rig h t w ay?
My difficulty is th a t I  g e t a  le tte r  from  
various credit men, “We have a  s ta te ­
m ent of such and such a  firm ,” m ention­
ing the nam e of one of m y clients. “You 
audited the  books and his statem ent says, 
‘Total assets, to ta l liabilities,' please 
verify .” I  w rite them  to tell me w hat 
they w ant.
In the second place, if  you asked the 
client o r told him  th a t you were going 
to  ask  m e about it, everything would be 
all righ t. T hat is where the real dif­
ficulty comes in. I f  a  credit m an w rites 
me a  le tte r  o r the bank w rites me—the 
banks do not do th a t because the banks 
usually ask me fo r  a copy of the s ta te ­
m ent th a t I  give the  client, and I  give 
i t  to  them —then they have all the in­
form ation th a t I  give the client, and as 
f a r  as I  can see, I  t ry  to make i t  com­
plete. The credit m en do no t get that. 
W hat they ge t is a  very nicely condensed 
set of figures th a t the client gives them, 
and they  condense i t  fu rther.
I had occasion to re tu rn  th ree le tters 
w ithin the pas t week to  some of the very 
large houses. F ortunate ly  in one case I 
knew the head of the credit departm ent, 
so I  pu t on the le tte r, “Will you please 
send me the re s t of the f ig u re s?”
He answered, “W hat figures are you 
looking fo r? ”
Now, the point th a t I  am try ing  to 
im press upon the credit fra te rn ity  is th a t 
if  they  w ant to help us as accountants 
they should relieve us of the em barrass­
m ent of appearing to be in the position 
where the client says to us, “Who the 
h— are you working fo r? ”
You will excuse m y frankness. Now 
one of the  banks solved the  question w ith 
respect to one of m y clients in th is way: 
They invited the client to call a t  ten 
o’clock and then they called me and said 
they would like to see me a t ten. When 
I  came in, they were both sitting  there. 
The banker said, “Now here is w hat I 
would like to know,” speaking to the 
client. “Have you any objection to  te ll­
ing  your auditor th a t a t  any tim e we 
w ant inform ation we will notify  you, but 
we will go to  h im ?” Well, you know 
th a t was a  fine th ing  fo r me, because the 
client did not dare say no. He said, 
“Why certainly,” but, of course, he did 
not m ean it. On the  way out he told 
me very bluntly, “When they w ant in for­
m ation you first le t me know.” I  said, 
“No, they are  going to le t you know 
first.” T hat is exactly w hat happens.
I  will say th is much fo r the bank, th a t 
if  the bank had not taken th a t precau­
tion the m an would not be in business 
today, because th a t maw, like a  g rea t 
m any other first-class business men made 
some money and was a  good business 
man and even tried  to tell the president 
of th a t bank how he ought to  extend 
credit. The bank took the position th a t 
whenever he asks fo r  a  loan they say, 
“We are  going to  ask Mr. Sherwood fo r 
your tria l balance,” which they do. Now 
so f a r  as giving you a ll th a t you would 
like to  have in the m a tte r of verifica­
tion—they do not pay us enough money 
and I  am sorry.
In  the  second place, I  am not compet­
en t to  give you a  fu ll verification of 
every kind of an inventory th a t can be 
taken, and I  adm it I  cannot do it. Phy­
sically I  cannot do it, and m entally I  
cannot do it. I  do not know enough 
about cloaks and suits, hardw are of v a ri­
ous kinds to actually take an inventory 
and know w hat I  am  doing. I  cannot do 
it, so you have go t to m ake allowances. 
I  th ink w hat you can do is to send some­
body around who knows som ething about 
the merchandise to  check up on the in­
ventory. You are interested as well as 
we are.
Furtherm ore, you folks have been ta lk ­
ing  about uniform  balance sheets. I  
have seen uniform s, but never saw one 
th a t fitted . I t  is very easy fo r m y ta ilo r 
to see me and f i t  me, bu t he cannot f i t  
m y mind. The same th ing  is true  w ith 
balance sheets. W hy is a  balance sheet 
prepared? Is i t  prepared fo r the credit 
m an who is supplying the m aterial o r 
fo r the banker who is  supplying the 
money, or fo r  the relative who has asked 
fo r a loan? Who is i t  being prepared 
fo r?
I f  w hat you are looking fo r is a  veri­
fication of w hat he has got a t  a  certain 
tim e, th a t is all righ t, w ith the exception 
of such things as the inventory. I  am 
sorry  to have taken the liberty  of tak ing  
so much of your time. W hat I  w ant to 
say is simply th is : I f  you w an t the ac­
countants to give you w hat you ask for, 
go to the client about it. T hat is the 
f ir s t  thing. Ge t a  le tte r  of au thority  or 
direction from  the client to the account­
ant. When th a t has happened w ith me, 
I  invite the  credit m an to  come up and 
I hand him the file. You see, I  am  in a  
lovely position and I  have no t said any­
thing. W hatever he does is his business. 
If  he asks me a  question, then  I  will 
answ er him, bu t the client can not com­
plain. I  handed him the file, th a t is all 
I  did.
MR. ROSSMAN: I  th ink th a t the 
credit men, especially in  the textile line, 
a re  extrem ely unfair. I  can also stretch  
th a t to the clothing industry. I  have on 
numerous occasions been called up by 
credit men to  express an  opinion of a
client’s business. Take the m illinery 
line, fo r instance, on December 31 they 
m ay be in splendid shape. We m ay have 
verified everything to the f in e s t detail, 
but somewhere about June, they ask  fo r 
an expression of opinion as to how the 
business is going. We have not been in 
the place since Jan u ary  or February. 
We cannot give an opinion as to fu tu re  
trend of any business. They are ex­
trem ely un fair in  asking us to express 
such an opinion. We can te ll them  th a t 
we have made a complete exam ination 
and we found th e ir  condition to  be as our 
statem ent a t a  certain  date.
They will also call up and ask us to 
give details without having told us th a t 
the client w ants us to do tha t. We are 
serving the client. I  think if the sug­
gestion Mr. Sherwood made is adopted, 
th a t th e  accountants will ge t along bet­
te r  w ith the credit men.
PRESIDENT K LEIN : I f  my recol­
lections are correct, you and Mr. W right 
seem to be in  thorough accord. I  think 
he very strongly recommended from  the 
wisdom of h is experience th a t he advises 
you not to do w hat you o b je c t to  doing, 
namely, giving expressions of opinion on 
the credit w orth of one of your clients.
MR. W EISS: I  would like to ask a 
question, if  I may, of Mr. P rescott as to 
certain  m easures of percentage, relative 
percentages, th a t are applied to s ta te ­
m ents in m easuring the credit risk. I t  
m ay be helpful to  some of us. We have 
all had some experience to  the extent 
perhaps, broadly speaking, th a t a  sta te ­
m ent is not entertained fo r credit a t  all, 
unless perhaps you have above two and 
one-half to th ree per cent of curren t as­
sets against curren t liabilities. An in­
teresting  question, although perhaps not 
settled, excepting by an a rb itra ry  m a tte r 
of judgm ent on the p a r t of individual 
bankers or paper men, is the relation of 
the to ta l current assets, curren t assets 
to the liabilities.
I t  has been said th a t there is a  m ini­
mum of twelve and one-half per cent of 
cash to to ta l liabilities. I  have heard 
tha t. W hat the practice is, I  do n ot 
know. W hat should be or is considered 
a  fa ir  ratio  of receivables, which may 
include both notes and open accounts to 
curren t liabilities. I t  is very largely, of 
course, m easured b y sales and com para­
tive to  turnover which has considerable 
weight. These percentages are very 
much applied. We have m et institutions 
where these questions were brought be­
fore us. A t tim es they  a r e  helpful in 
advice to  the  client as to how to m aintain 
his current assets in order to  keep under 
good consideration and the proper stand­
ing fo r credit, A little enlightenm ent on 
th a t, I  think, Mr. P rescott can give us 
very nicely.
M R. P RESCOTT: Mr. W eiss has 
asked a  p re tty  big question.
I was ju s t going over a  book here a 
few days ago to try  to  ascertain  the  num ­
ber of different lines of business th a t 
are handled by commercial paper brok­
ers. As to the ratio  of current assets 
to curren t debts, th a t varies from  one to 
one and on up. Take the commission 
factory. I f  he shows a ratio  of one and 
one-half to one, th a t will pass w ith the 
m ost exacting banks. Well, i t  goes on 
up the scale to the wholesale grocer. 
He handles a staple commodity, and two 
or one suffices there.
In  the departm ent store, especially 
where small, they ought to  show a  ratio  
of two and one-half to one.
As to the working capital, why th a t 
varies also in different lines. A small 
staple business showing a  w orking capi­
ta l of $150,000 to  $175,000 is not p re­
ferred  by the big banks, bu t by the small 
out-of-town banks. I t  is a  very liquid 
business.
About the cash on hand; well, you 
know, the m ajority  of people window 
dress. They try  to  m ake the best ap ­
pearance possible. U sually the cash on
hand from  our viewpoint is proportionate 
to the am ount of the ir bills payable and 
the ir bank allowance. I f  the concern has 
$5,000,000, they  should not have less than 
$500,000, whereas the  average balances 
would be on the ratio  of tw enty per cent.
About the  receivables, th a t is always 
based on the  line of business and the 
volume and the term s. You asked a 
p re tty  broad question. I  hope I  have 
covered i t  all.
MR. W RIGHT: A gentlem an ju st sale 
th a t some credit men are unfair. I sup­
pose you find  some stupid credit men 
and some stupid accountants. I  hardly 
think m yself th a t a  credit m an has a 
r ig h t to address an accountant fo r in ­
form ation w ithout the consent before­
hand of the client. Your relation with 
the client is of such a  confidential nature 
th a t I  th ink you would trespass upon 
th a t relationship if  you were to  give in­
form ation promiscuously w ithout au ­
thority  from  those whom you serve.
I  did no t say th a t accountants should 
give inform ation about the ir clients.
I  said when accountants have the au­
thority  of th e ir  clients, the accountants 
should be free  and open and give all the 
inform ation th a t the credit m an seeks.
I  ju s t w ant to  m ake th a t statem ent as a 
correction.
ROBERT H. MONTGOMERY: I 
think th a t all of us tonight have learned 
more than  a t  any sim ilar gathering  we 
have held fo r  a s  m any years back as I  
can remember. I t  is no t necessary to go 
into any of the details, because there 
are too m any of them , in  th a t we are  
very fortunate.
I  th ink  also th a t we have been fo rtun ­
ate  in hearing from  one of our own mem­
bers. I  do not know th a t a t  any one of
our previous m eetings I  have heard from  
one of our members and enjoyed i t  as 
much as I  enjoyed the  speech of Mr. 
Sherwood. I  th ink  we can go out th is 
evening having profited trem endously by 
the m essage which has come to us from  
our friends, the credit men. I f  they will 
say to  us th a t they will come again and 
th a t they will m ake i t  easy fo r us to  
continue the contact, then I  feel th a t th is 
will be one of the best days and one of 
the best evenings in  the h istory  of the 
New York S tate  Society.
PRESID ENT K LEIN : Do any of the 
credit men who have delighted us and 
edified us once th is  evening care to  re ­
peat, illu stra ting  th a t one good tu rn  de­
serves another?
I f  not, on behalf of the Society, I 
w ant to sta te  again w hat was so clearly 
implied by Colonel M ontgomery’s com­
plim ent, th a t we are very much obliged 
to you men fo r coming here and fo r the 
m essages you delivered. I  w ant also to 
thank  you fo r  th is  opportunity to  m eet 
w ith you, and tru s t th a t m any other 
contacts and ways of m utual understand­
ing will be found. Thus ends the credit 
symposium fo r  the tim e being.
SOLUTION TO PROBLEM NO. 4 
OF VIRGINIA EXAMINATION 
QUESTIONS
( P u b l i s h e d  o n  p a g e  308  o f  O c to b e r , 1926 , 
i s s u e . )
By JOHN B. TANNER, C. P . A. (Ohio 
and W isconsin), President, In te rna­
tional Accountants Society.
PROCEDURE OF SOLUTION
In solving th is  problem, i t  is to be ob­
served th a t one of the conditions is 
th a t the original capital of the firm  re ­
m ains unchanged. A nother condition 
is th a t A and B change the ir in te rests  
from  five-eighths and three-eighths re ­
spectively to one-third each.
There are two assum ptions w arranted  
by the problem as stated. One is th a t 
C acquired his one-third in te rest from  
A and B as individuals, in which case 
the $16,000 received from  C would not 
appear on the partnership  books. The 
only entries necessary on the books 
would be a  credit to C of $5,333.33 and 
debits to A and B to reduce the ir capital 
accounts to $5,333.33 and $5,333.34. The 
receipt of $16,000 from  C makes a  total 
of $32,000 in the hands of the partn e r­
ship and A and B. Of this am ount C 
owns $5,333.33. The balance of $26,- 
666.67 belongs to  A  and B, five-eighths 
($16,666.67) belonging to A and three- 
eighths ($10,000) to  B. Of the am ount 
owned by A  $5,333.33 is in  the partn e r­
ship and the  balance of $11,333.34 
($16,666.67 — $5,333.34) is in  cash. B has 
( C o n t in u e d  o n  p a g e  26. )
Present Tendencies in Commercial Education
ONE should never become so engrossed in his work tha t 
he fails to observe the signs of the 
times. In other words, it is folly 
to “keep on goin’ somewheres” 
without having some idea of the 
road traveled and the ultimate 
destination. For this reason we 
who are interested in commercial 
education will from time to time 
benefit from an attem pt to discover 
the prevailing tendencies in our 
work.
It is not always an easy task. 
Some of this m aterial may or may 
not be new to you. In attem pting 
to pick out the m ajor tendencies in 
our work I have found myself 
somewhat in the position of the 
hero who “rushed out, mounted his 
steed and rode away in all direc­
tions a t once.”
Elbert Hubbard a t one time had 
this to  say of business: “Am I a 
business man? If so, I am glad. 
To refer to me as ‘commercial’ does 
not hu rt my feelings. The world 
of commerce is ju s t as honorable 
as the world of a rt and a trifle 
more necessary. A rt exists on the 
surplus tha t business men accumu­
late.”
President Lowell of Harvard has 
recently termed business “the old­
est of the a rts  and the newest of 
the professions.”
Either of these statements, 
though they disagree slightly in 
terminology, advances the thought 
tha t business is honorable, th a t it 
is of long standing, th a t it is de­
veloping a technique of its own. 
Herein may be found the key to 
some of the tendencies in business 
training through an investigation 
of some of the opportunities af­
forded by business itself.
I am sure th a t we are all familiar 
with the history of business. We 
can not be certain of the begin­
nings of business activity because 
they are lost in th a t haze which 
spreads over antiquity. We do
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know th a t transactions were re­
corded in the days of the Pharaoh’s 
some three thousand years before 
the advent of the Christian era. 
The Babylonians, Syrians, Arabi­
ans, the Persians, Phoenicians and 
Carthaginians have handed down 
to us not only traditions of busi­
ness activity but actual records of 
business transactions.
We know th a t the course of Em­
pire has been westward.
The Galleys of Greece and Rome 
supervised the commerce of the 
great inland sea. Commercial and 
accounting and legal procedures 
were developed to meet the needs 
of the day. W ith the falling of the 
powers ju s t mentioned came the 
rise of the merchants of Florence, 
Genoa and Naples.
Still la ter the crest of the wave 
of commercial activity reached 
westward to Spain, to the low 
countries and to the British Isles. 
Finally—yet it may not be the 
end—came the greatest urge, th a t 
of the discovery of America open­
ing boundless possibilities and un­
told rewards to those who dared.
As we have progressed from the 
fishing smacks of the Mediter­
ranean harbors to the ocean liners 
of our present century so have we 
advanced in business from barter 
to  the complex transactions of the 
day. Much of this advance has oc­
curred recently, has come upon us 
without our suspecting it.
Modern business with its billions 
of invested capital, its millions of 
laborers, its hundreds of thousands 
of stockholders spreads itself like 
an octopus over all our affairs. Not 
only our troubles but our pleasures, 
our philosophies, our religions are 
being colored by this growing and, 
a t times, unwieldly monster.
I t is in the controlling and co­
ordinating of its activities th a t we 
find those tasks which are worthy 
of our finest efforts. Recently I 
read a description of a modern busi­
ness executive. This summary may 
give you some idea of his task : 
150,000 stockholders above him de­
manding dividends, 260,000 work­
men beneath him demanding 
wages—
“He presides over an industrial em­
pire, owning a  land area g rea ter than  
th a t of M assachusetts, New Hampshire, 
and Vermont combined; supporting more 
people than inhabit N ebraska; employing 
more men than  fought a t  G ettysburg; 
sailing a  navy la rger than  th a t of Ita ly ; 
gathering  in a  la rger revenue than the 
United S tates T reasury  before the  W orld 
W ar; and representing more capital than  
all the banks in New York City a t th a t 
time.
“While no t a  practical m anufacturer, 
he is overlord of more than  140 p lants 
and 1,700 industrial communities; though 
neither a  railroad nor steam ship au­
thority , he directs a  trackage of approxi­
m ately 4,000 miles and a  fleet of m ore 
than  450 units. He is not a  m iner, ye t 
his company excavates iron ore and coal 
w ith an arm y of 40,000 men; he is no 
expert steel m aker, yet his furnaces and 
m ills produce trem enduous tonnage each 
year.”— Quoted by J . Hugh Jackson in  
“Accounting Review,” June, 1926.
Who would trade such a task fo r 
a principality. Is there not here all 
the romance of a petty kingdom? 
Who would prefer political ad­
vancement to the control exercised 
by a captain of indust r y? Here 
surely are the spirit of adventure, 
the daring of countless unknowns, 
the demand for courage and for in­
ventive genius.
But our interest is in education. 
How is the schoolroom to be linked 
with this giant, Business? A steel 
mill without human control is less 
productive than a silkworm. It has 
been demonstrated repeatedly th a t 
the needs of business are as yet un­
filled in the m atter of leadership. 
And business pays lavishly fo r 
services of leaders, in the glorious 
thrills of adventure, of pioneering,
of the conquest of failure—and if 
you will, in money.
W hat is the relation of education 
to this remarkable and responsible 
part of the world’s endeavor? You 
may agree with me th a t the aim 
of education is the preparing of in­
dividuals to cope more successfully 
with the problems of life whenever 
and however met. These problems 
may be social, ethical or economic.
Early business education was a 
m atter of the sons following the 
father. The next step was th a t of 
the apprenticeship which gave the 
son access to other fields than tha t 
in which the fa ther labored. E ither 
of these systems was expected to 
supply the learner w ith technical 
training and with some insight into 
the economic problems of a par­
ticular field.
The most recent development 
was probably begun by General 
Robert E. Lee who outlined a plan 
for a commerce college which he 
expected to establish a t Washing­
ton College (now Washington and 
Lee University) about 1870. Gen­
eral Lee who was then president 
of the university made the follow­
ing suggestion to his Board of 
T rustees:
“In recommending a Commerical 
School, it is proposed not merely 
to give instruction in bookkeeping 
and the form s and details of busi­
ness, but to teach the principles of 
commerce, economy, trade and 
mercantile law. Such a school may 
with great advantage be added to 
the schools of the college, as many 
students may, by its means, pre­
pare themselves for business pur­
suits while obtaining such scien­
tific and literary culture in the 
other schools as time and oppor­
tunity  allow.” . . .  “The great object 
of the whole plan is to provide the 
facilities required by a large class 
of our young men who, looking to 
an early entrance into the practical 
pursuits of life, need a more direct 
training to this end than the usual 
literary courses.” (C. S. Marsh in 
“Journal of Political Economy,” 
Oct., 1926.)
The most recent development in 
education for business is found in
the attem pt of educational institu­
tions to supply business with a 
more or less finished product. One 
to the most im portant tenden­
cies is th a t toward training the 
student not only in the technique 
of a limited sphere but in the basic 
principles of economics and gen­
eral business. A knowledge of 
principles of economics, of account­
ing, of the law merchant, of labor 
problems, of banking, is a boon to 
any man engaged in any business. 
The full aim of th is tendency is to­
ward the shortening of the appren­
ticeship which m ust be served by 
every man who enters into the 
business field.
Along th is same line we find a 
tendency toward the teaching of 
principles ra ther than empirical 
rules. I t  is desirable for example, 
th a t the student have an under­
standing of the fundamentals un­
derlying all accounting ra ther than 
a knowledge of the accounting pro­
cedures of the X Company or the 
Y Company. This is true also in 
advertising, in selling, in labor con­
trol and for this reason an attem pt 
is made to broaden the student’s 
viewpoint by bringing him into 
contact with the natural and social 
sciences, w ith history and litera­
ture. The valuable man is he who 
has acquired and organized a fund 
of experience.
Some of our collegiate schools of 
business enjoying exceptionally 
high ratings have been criticized 
roundly of late for producing men 
who are “trained technicians— 
nothing more.” That tendency is 
being altered and corrected and it 
is well th a t the humanities are not 
wholly sacrificed to the commer- 
cialists.
The broader outlooks are being 
developed to a considerable degree 
by the use of th a t teaching proced­
ure commonly known as th e  “case 
method.” The harangues of the 
older college lecturer are passing; 
in many instances have passed 
completely from our college class­
rooms.
The “case” places before the stu­
dent a full set of facts, sometimes 
hypothetical, sometimes taken
from actual business situations. A 
conclusion may or may not be pre­
sented. The task of the student is 
th e  analyzing and interpreting of 
the facts and the making of an in­
dependent decision. This affords 
the student an opportunity to place 
his business knowledge under the 
acid te st of making a decision. I t 
is easy for him to allow his imagi­
nation to “run rio t," if you please. 
The welfare of stockholders, of em­
ployees, of creditors—or w hat is 
nearer home—of his own family, 
may be dependent on his yes or no. 
I t forces him to assume the view­
point of the executive ra ther than 
th a t of the routine servant.
This scheme, and in fact much 
of our commercial teaching, has 
been criticized on the ground th a t 
there is not room for so many exec­
utives, th a t the demand is for 
bookkeepers not accountants, fo r 
filing clerks not office supervisors, 
for craftsm en not foremen, for 
clerks not branch house managers.
Perhaps my judgm ent is over- 
stimulated, but I can not refrain 
from pitying those who share th is 
point of view. Such persons I am 
confident would preach a philos­
ophy of fear and of personal abase­
ment ra th e r than one of splendid 
independent conquest. Each year 
I interview dozens of men repre­
senting some of our larger corpora­
tions. They come to us looking fo r 
men. Are they searching for book­
keepers, filing clerks, office boys?
Not exactly!
Many of these great corpora­
tions, industrial, distributing, fi­
nancial, are maintaining schools 
for their employees. I t is undesir­
able to train  a university man or 
woman, a high school boy or girl, 
to work for the A Company or fo r 
B Incorporated. But such a person 
well disciplined in business funda­
mentals is an apt student when 
training under the guidance of the 
organization employing him. This 
routine training, th is  going 
through the departments, th is 
learning from the bottom up is an 
aid in acquiring th a t background 
which is so essential to the success­
ful executive. During the past five
or ten years several large com­
panies have realized their error in 
losing sight of college graduates. 
These potential junior executives 
were for many years buried in the 
routine of checking, filing, routing 
and posting. No opportunity to ad­
vance presented itself and the men 
gradually left the company. Now 
these companies are using library 
methods and a card catalog of em­
ployees reduces the personnel man­
ager’s chance of overlooking a de­
sirable and capable employee.
So these representatives of great 
business concerns come to us year 
after year, looking patiently—or is 
it impatiently—for those men and 
women who have the inherent qual­
ities of leadership—of standing out 
from the crowd. I t is a selective 
scheme.
Education itself is a selective 
scheme. We are told th a t from the 
thousands who finish elementary 
schools, hundreds finish the secon­
dary schools and less than tens 
complete a course of collegiate or 
university grade. Do not be mis­
led by the exceptions. The cream 
is thickest a t the top. To my mind 
it is folly to train  a high school 
or university student for any job 
which he could fill without such 
training. I am fully aware th a t 
there are those who disagree 
heartily with me on this point.
Still another tendency of modern 
commercial education is th a t of 
broadening the commerce field. 
New subjects are introduced and 
more intensive work is applied to 
old subjects. Not long ago ac­
counting was permitted a few 
hours in the commerce course in 
order th a t the prospective gradu­
ate in commerce might acquire 
some idea of bookkeeping funda­
mentals, debits, credits, assets, lia­
bilities, when to use red ink, when 
black, when a pencil.
A glance through the course 
book of any leading college of com­
merce will convince you th a t the 
times have changed. We, a t Iowa, 
make no pretense of training book­
keepers. On the contrary we a t­
tem pt to give our students an idea 
of the bookkeeping mechanism in 
order th a t they may more fully 
comprehend the accounting and 
managerial problems which will 
beset any business with which they 
later make contract. Stress is 
placed on the Analysis of Finan­
cial Statements, on Cost Account­
ing for Production and on the new­
er field of Costing for Retail Or­
ganizations, on the relationship be­
tween accounting and manage­
ment, on the problems of govern­
mental and institutional control 
through the media of accounts and 
statem ents and reports, on the pro­
duction and installation of account­
ing systems. I have chosen ac­
counting as an example of this 
change simply because I am more 
familiar with it than with other 
subjects. Similar cases could be 
developed for many other com­
merce subjects.
Another tendency centers around 
changes which have been taking 
place in secondary schools. An a t­
tem pt is being made to train  work­
ers for business and students for 
colleges. To fu rther both of these 
ends new subjects are being intro­
duced. Courses in advertising, in 
business fundamentals, in sales- 
manship and in industrial geog­
raphy now find a place beside 
courses in economics, business 
English, bookkeeping and stenog­
raphy.
A most im portant change is in 
the preparation of commercial 
teachers for secondary schools. It 
seems reasonable to  conclude th a t 
any improvement here will be re­
flected in students better prepared 
to take a place in the captivating 
game of business, with or without 
collegiate training. Those com­
mercial teachers who have volun­
tarily attem pted to increase their 
knowledge of their particular fields 
are to be highly Commended. And, 
too, I would commend those super­
intendents who have prevailed up­
on the less willing to better them ­
selves in similar fashion. These 
men may continue a good work by
continuing to prefer the well 
trained teacher to the less well 
trained teacher. This is a service 
not alone to one’s own community 
but indirectly to the welfare of the 
nation’s business. I do not believe 
th a t good training is wholly re­
sponsible for good teachers, nor do 
I believe th a t a college education 
is essential to good commercial 
teaching, but I do believe absolute­
ly th a t a good teacher or a poor 
teacher is made better by collegiate 
training in his or her chosen field.
There is yet another trend, one 
whose direction is perhaps less 
definitely known. I t originates in 
any consideration of business eth­
ics. A business man asked me less 
than a year ago, this question: 
“Do you teach your students to be 
honest in their business dealings 
or do you teach them to adopt the 
methods of their competitors?” A 
nice question, indeed! I t  reminds 
one of th a t older question, “Have 
you stopped beating your wife 
yet?”
There m ust be a trend because 
we are all facing the problem. My 
personal reaction is ju st th is : I be­
lieve th a t our students should be 
taugh t th a t honesty and fa ir deal­
ing, like service and a willingness 
to arb itrate are the great founda­
tion stones of success. If my choice 
m ust be between business and 
ethics, give me ethics. I t  is pos­
sible to warn students against 
sharp practices without conveying 
to them the erroneous impression 
th a t all business men m ust be pi­
rates in disguise. On the other 
hand, I do not believe in turning 
out of our institutions “ethical 
lambs” who m ust dwell among 
“business wolves.” I t m ight be bet­
te r  to specialize on “ethical wolf­
hounds !”
In conclusion it may be well to 
summarize these few tendencies 
which I have attempted to place 
before you. The schools and col­
leges of the land are responding to 
the demand of business for increas­
ing numbers of potential junior 
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International Accountants Congress
Mr. President, Fellow Members, 
and Visitors:
Having been accompanied a t the 
Congress by other delegates of 
longer experience and much dis­
tinction in the profession, I feel 
somewhat unqualified to report 
adequately upon w hat transpired. 
However, in the absence of our 
President it fell to my lot to repre­
sent our Society in the Presiding 
Council of the Congress. So it be­
comes by duty to report upon the 
proceedings.
The International Accountants 
Congress was called by “net Neder- 
landsch Instituut van Account­
ants” (The Netherlands Institute 
of Accountants) in cooperation 
with “de Nederlandsche Bond van 
Accountants” (The Netherlands 
Union of Accountants) and “de 
Nederlandsche Organisatie van Ac­
countants” (The Netherlands Or­
ganization of A ccountants). It 
convened on July 5th and ran until 
the 9th. Its object was laid down 
in the following statem ent:
“The In ternational A ccountants Con­
gress desires to create the opportunity 
fo r international exchange of views on 
subjects rela ting  to  Accountancy and E f­
ficiency, hoping thereby to work towards 
international approachm ent, in  order: 
“ (a) T hat the knowledge and experi­
ence acquired by the Public Accountants 
and Efficiency Organizers in all coun­
tries shall benefit the g rea test possible 
number of concerns:
“ (b) T hat the Public Accountants in 
the various countries shall become ac­
quainted w ith each other’s methods, thus 
prom oting a sim ilarity  of practice;
“ (c) To propagate views and opinions 
which should be adopted internationally  
on problems rela ting  to  the science of 
costs-calculation and principles of ef­
ficiency.”
The Congress was well attended. 
I haven’t  the correct data as to 
registrants but think there were 
about three hundred. A t any rate 
there were eighteen countries rep­
resented, as follows:
Austria, Belgium, Czecho-Slo- 
vakia, Denmark, Finland, France, 
Germany, Great Britain, Ireland,
Report of T. COLEMAN ANDREWS on 
M eeting held a t Amsterdam, Holland, 
Ju ly  5th to  July 9th, inclusive, 1926.
Italy, Norway, Poland, Roumania, 
Russia, Spain, Sweden, Switzer­
land, United States.
The proceedings were conducted 
in four languages: Dutch, German, 
French, and English, in all four of 
which our Dutch colleagues were 
remarkably proficient. The facility 
with which the President of the 
Congress, de Heer E. van Dien, was 
so admirable as to evoke a story 
from one of our British colleagues 
which I’m sure will bear repeti­
tion a t this point:
An English visitor in Paris lost 
his way, and being unable to speak 
French attached a sign to  his coat 
with the legend “I want to go to 
the Hotel Grande” thereon. A fter 
a time a man approached him and 
by signs indicated th a t he would 
lead him. So they set out and af­
te r awhile arrived a t their desti­
nation, where upon the guided one 
said to his leader, “Thanks, old 
man, awfully,” and shook his hand 
warmly. The leader with great 
astonishment replied, “My word, 
old chap, are you an Englishman? 
I thought you were deaf and 
dumb.” Quite obviously de Heer 
van Dien will hardly ever find him­
self in th a t predicament.
The direction of the proceedings 
was placed in the hands of a Pre­
siding Council, the members of 
which were elected promptly after 
the organization meeting of the 
Congress and were as follows:
de Heer E. van Dien, President 
of the Executive Committee of the 
Congress, Amsterdam.
Sir A rthur Whinney, R. B. E.,
F. C. A., President of The Institute 
of Chartered Accountants in Eng­
land and Wales, London.
Mr. Thomas Keens, F. S. A. A., 
Vice President of The Society of 
Incorporated Accountants and Au­
ditors, London.
Mr. Friedrich Bunger, President 
of The Verband Deutscher Bucher- 
revisoren e V., Leipzig.
Kommerzialrat Prof. Eugen Schi- 
gut, President of The Gremium de 
Buchsachverstandigen and Bucher- 
revisoren, Vienna.
Professor O. Sillen, President of 
The Foreningen Auktoriserade Re- 
visoren, Stockholm.
Mr. G. Reymondin, of the Fed­
eration des Compagnies des Ex­
perts Comptables de France et des 
Colonies, Lyons.
Mr. A. S. Fedde, C. P. A., of The 
American Institute of Accountants, 
New York City, and
Mr. T. Coleman Andrews, C. P. 
A., of The American Society of 
Certified Public Accountants, Rich­
mond, Va.
The papers presented were print­
ed in the four languages of the 
Congress and distributed in booklet 
form in advance of the meeting. 
The authors were thus relieved of 
the necessity of reading their pa­
pers in full and the Presiding 
Officer was enabled to require 
those wishing to talk from the  
floor to give notice to th a t effect 
in advance. Under this procedure 
the purposes of each session were 
accomplished with great dispatch. 
The papers read, their authors, and 
the names of the officers presiding 
were as follows:
“The Accountant’s Certificate in 
Connection with the Accountant’s 
Responsibility.” Authors, Sir Wil­
liam Plender, Bart., G. B. E.,
F. C. A., London; H err Friedrich 
Bunger, Leipzig; and Prof. Th. 
Limperg, Jr., Amsterdam. Chair­
man, Sir A rthur Whinney, K. B.
E., F. C. A., London.
“Industrial Organization and 
Management.” Author, Monsieur 
J. Carlioz, Paris. Chairman, Mon­
sieur Georges Pannard, Paris.
“Legislation of the Profession.” 
Authors, Prof. Robert H. Mont­
gomery, C. P. A., New York City, 
and Dr. I. Goudeket, Amsterdam.
Chairman, de Heer E. van Dien, 
Amsterdam.
“Standard Costs as a Basis of 
Management and Industrial Con­
trol.” Authors, Mr. C. Hewetson 
Nelson, J. P., F. S. A. A., Liver­
pool ; Prof. J. Anton de Haas, New 
York C ity; and Prof. J. G. Ch. Vol- 
mer, Rotterdam. Chairman, Mr. 
Thomas Keens, F. S. A. A., Lon­
don.
“Valuation for the B a l a n c e  
Sheet and Profit.” Authors, Prof. 
J. M. Clark, Chicago, and Prof. Dr. 
F. Schmidt, F rankfort o/M. Chair­
man, Heer Friedrich Bunger, Leip­
zig.
“The Accounts of Local Authori­
ties.” Authors, F. Ogden White- 
ley, O. B. E., F. S. A. A., B radford; 
Herr W alter Meywald, B erlin; 
Monsieur L. Bethoux, Lyons; and 
de Heer H. A. Verhey, Amsterdam. 
Chairman, Prof. Eugen Schigut, 
Vienna.
“Education fo r the Profession.” 
Authors, Prof. John T. Madden, 
New York City; Mr. E. E. Spicer,
F. C. A., London, and de Heer W. 
H. Elles, Amsterdam. Chairman, 
Mr. T. Coleman Andrews, C. P. A., 
Richmond, Va.
“Increasing and Diminishing Re­
turns in Connection with Cost 
Price.” Authors, Mr. William S. 
Kemp, Boston; Dr. Th. M. Vogel- 
stein, Berlin, and Prof. Dr. N. J. 
Polak, Rotterdam. Chairman, de 
Heer G. P. J. Hogeweg, Amster­
dam.
“Office Machines, Appliances 
and Methods.” Authors, Mr. W. 
Desborough, F. C. L, London; Mon­
sieur Gabriel Faure, Paris, and 
Prof. Dr. Balduin Penndorf, Leip­
zig. Chairman, Prof. O. Sillen, 
Stockholm.
“The Organization of Large Ac­
countants’ Offices in Connection 
with the Accountant’s Responsi­
bility.” Authors, Sir Albert Wil­
liam Wyon, K. B. E., F. C. A., Lon­
don, and de Heer H. R. Reder, 
Amsterdam. Chairman, Mr. A. S. 
Fedde, C. P. A., New York City.
As the entire proceedings of the 
Congress will, I understand, be 
published by A. W. Shaw Company
I shall not comment upon any of 
the papers specifically. As would 
be expected some of them were 
more interesting than others and 
some contained more constructive 
material than others. But, taken 
as a whole along with the com­
ments and criticisms from the 
floor and the authors’ replies 
thereto, they were the source of 
much valuable information, which 
will make the reading of the fo rth ­
coming publication well w o r t h  
while.
To say th a t we were well taken 
care of by our hosts would be to 
put it mildly. I have the honor to 
be a native of the state in our 
Union famed the world over for 
the hospitality of its people, but I 
am happy to acknowledge th a t the 
degree of hospitality accorded us 
by our Dutch hosts exceeded any 
th a t I have ever before witnessed. 
Quite naturally, most of the dele­
gates to the Congress came from 
countries more or less adjacent to 
Holland, and there existed among 
them a most pleasant atmosphere 
of fellowship and good-will. And 
the neighbors of our Dutch col­
leagues (not meaning to exclude 
ourselves as “neighbors,” in this 
advanced age) seemed to feel a 
part of the responsibility of hosts 
and joined heartily in every offort 
to promote our comfort and pleas­
ure.
N either time nor space permit 
me to recite in detail the many en­
tertainm ent features offered. We 
never found ourselves w ith idle 
time on our hands; yet we were 
never rushed. Throughout the 
course of the meeting there existed 
th a t deliberate yet not overexert­
ing atmosphere so characteristic 
of European folk.
A special tribute is due the 
ladies, who so unselfishly devoted 
their time to the entertainment of 
the visiting ladies.
Following is a complete program 
of the entertainm ent provided:
Monday, Ju ly  5th: Non-official recep­
tion fo r delegates and th e ir  ladies a t the 
conclusion of the opening session. Official 
reception by the City of Am sterdam  a t 
the Municipal Building.
Tuesday, Ju ly  6 th: V isit to the dia­
mond polishing factory of Messrs. I. J . 
Asscher.
Concert in the evening a t  the Concert 
H all by the Municipal O rchestra of 
Am sterdam . This orchestra is reputed 
to  be one of the finest in  all Europe, and 
its  reputation w as m ost adm irably w ar­
ran ted  by the very excellent program  
rendered.
Thursday, Ju ly  8th: Reception by the 
City of R otterdam  in the new Municipal 
Building, a  m ost beautiful example of 
modern  Dutch architecture.
S ightseeing tr ip  about the harbor of 
Rotterdam  to  the p lan t of Rotterdam  
D ry Dock Company, which through its  
P resident tendered a m ost sumptious and 
delightful luncheon.
V isit to Scheveningen, a  charm ing re­
sort on the N orth Sea comparable in  the 
beauty of its  buildings and excellence of 
its  facilities fo r  recreation and pleasure 
w ith our best resorts, although not so 
large. This visit to Scheveningen in­
cluded a  convivial dinner a t the Kurhaus, 
an occasion which will no doubt linger 
long in the memories of those present.
This day’s journey was made by special 
tra in  from  A m sterdam  to Rotterdam , 
through The Hague to Scheveningen and 
return.
Friday, Ju ly  9th: Official dinner. This 
was indeed a m ost fitting climax to a  
memorable series of events. I t  was held 
in the Municipal Concert Hall, and will 
be long remembered generally fo r  the 
fine sp irit of fellowship and cordiality 
th a t  prevailed—and by the Americans 
particularly  fo r the presence of th a t 
which, if  not extant, is forbidden in 
America, and fo r the absence of long 
speeches, an  evil w ith which America is 
sorely afflicted. A ppropriate toasts were 
offered during the course of the evening, 
bu t no addresses w ere perm itted. The 
guests were received by the President of 
the Congress, de H eer E. van Dien, and 
his charm ing consort, a f te r  which the 
p arty  retired  to the dining hall. A t the 
conclusion of the dinner a  short oppor­
tun ity  fo r dancing was afforded.
Saturday, Ju ly  10th: W ith all business 
done with, our hosts took us by the hand, 
so to speak, on a journey by rail and 
steam er to  Volendam and the Isle of 
Marken, th a t section of Holland where, 
as you all no doubt know, the natives 
still w ear the quaint costumes of yore. 
No visit to  Holland is complete unless 
this section is visited. The trip  was had 
under m ost favorable w eather conditions 
and thoroughly enjoyed by all who were 
fo rtunate enough to be able to make it.
I would not conclude my account 
of the entertainm ent afforded us 
without acknowledging with much 
gratefulness the cordial hospi­
ta lity  of our British colleagues, 
which was in evidence a t all times 
bu t especially on the occasion of a 
luncheon tendered us during the 
early part of the Congress by the 
members of The Society of Incor­
porated Accountants and Auditors. 
A toast to “Our American Col­
leagues” proposed by Mr. C. Hew- 
etson Nelson, was gratefully re­
sponded to by our Prof. John T. 
Madden, who arose to the occasion 
in a fitting  manner.
A special tribu te is due the Exe­
cutive Committee for the excel­
lent manner in which the Congress 
was organized. Great thorough­
ness in the preparation for the 
meeting was evidenced by the re­
markable dispatch and absence of 
confusion with which every ses­
sion and event was executed. Our 
Dutch colleagues have set a stand­
ard of management fo r such meet­
ings which I feel sure will not be 
easily excelled. W ithout meaning 
in any sense to detract from the 
excellence of the individual efforts 
of everyone concerned, I feel duty 
bound to acknowledge the excel­
lent work of de Heer E. van Dien 
and de Heer G. W. Frese, whose 
tireless and unselfish devotion to 
their duties received the hearty 
thanks and applause of all present.
A t a meeting called by the Pres­
ident the question of holding fu­
ture congresses was brought up 
and discussed, and afte r thorough 
consideration it was decided th a t 
de Heer van Dien and his secre­
tary , de Heer Frese, would con­
tinue as a sort of skeleton or­
ganization to lay the ground 
work for the next meeting, it be­
ing the sense of those present th a t 
such meetings should be held not 
more frequently than every three 
years nor less frequently than 
every five years.
W hether or not there will be an­
other Congress will, of course, de­
pend upon whether an invitation is 
extended. However, regarding 
th is phase of the question, I be­
lieve it may fairly  be deduced 
from  the expressions of those pres­
ent th a t there will be such an in­
vitation, so th a t the fine work of 
our Dutch colleagues will no doubt 
be carried on.
I t  is, I think, too little merely 
to say th a t the Congress achieved 
its purposes. I t appeared to be the 
concensus of opinion th a t the high­
est expectations were exceded. So 
the excellent accomplishments al­
ready achieved should and, I feel 
sure, will be perpetuated.
In conclusion I  would apologize 
for any mistakes th a t I have made 
in stating the names and titles of 
our foreign colleagues, as I am 
not sufficiently versed in foreign 
languages, etc., to feel positive of 
my designations. However, it is 
believed th a t they are substantial­
ly correct as stated.
I would also say in conclusion 
th a t I appreciate most highly the 
honor and privilege of having been 
chosen to  represent this Society a t 
so im portant a meeting of the 
members of the profession. I feel 
th a t 1 was personally very greatly 
benefited by the associations made 
a t the Congress, and th a t the study 
of the proceedings will be of great 
good to any member of the profes­
sion.
CORRECTION
In the article “Wm. Shakespeare, 
C. P. A.,” by L. Gluick, page 303 of 
our October issue, reference is
PROCEDURE OF SOLUTION
This problem presents several unusual 
features. The principal complication 
lies in  the fac t th a t each of the sub­
sidiaries owns stock in the other and 
th a t one subsidiary has a  deficit while 
the other has a  surplus. W here such a  
situation exists i t  is not possible to  elim­
ina te  the inter-com pany stock invest­
m ents by the ordinary procedure of can­
cellation of the  stock investm ents “as 
shown by the books.” In  th is problem,
made to “Laertes’ advice to Polo- 
nius.” This should, of course, 
have read “Polonius’ advice to 
Laertes.” We thank Mr. Oliver K. 
Hand, New York City, one of our 
readers, for calling this error to 
our attention.
PRESENT TENDENCIES IN 
COMMERCIAL EDUCATION
(Continued from  page 17)
and senior executives. This de­
mand is in itself a direct result of 
the enormous development of the 
corporate form of organization. An 
analysis of the response being 
made brings to  light the following 
tendencies:
F irst, the supplanting of empiri­
cal rules by a knowledge of under­
lying principles; second, the de­
velopment of the “case method” 
in order th a t the student may be 
forced to adopt the viewpoint of an 
executive; third, the broadening 
of the commercial education field 
in both secondary and collegiate in­
stitutions; fourth, the better pre­
paration of teachers in secondary 
schools; fifth, the attem pt on the 
p art of the various universities to 
develop a business technique, and 
in certain fields, a professional a t­
titude; and sixth, the attem pt of 
all concerned to adopt a funda­
mentally sane attitude of mind to­
ward instruction in business ethics.
fo r example, B’s deficit of $10,000 will be 
a t  least partia lly  reduced by reason of 
the fac t th a t B owns one-fifth of C’s sur­
plus. C’s surplus in  tu rn  will be reduced 
by reason of the fac t th a t some of B’s 
deficit will be shared by C. Hence the 
valuation of $5,000 of C’s stock held by 
B is too low and the book value fo r B’s 
stock held by C is too high. The de­
term ination  of the tru e  values of the 
inter-com pany stock holdings is the prin ­
cipal problem involved.
I t  is believed the  clearest method of
SOLUTION TO PROBLEM NO. 3 OF THE MARY­
LAND C. P. A. EXAMINATION QUESTIONS
(P rin ted  on page 343 of November issue.)
By JOHN B. TANNER, C. P . A. (Ohio and W isconsin), President, International
Accountants Society
making the  determ ination is the one 
based on an assum ption th a t the equities 
of stockholers are equivalent to the divi­
dends they would receive if  the corpora­
tions were liquidated a t  the values shown 
on the balance sheets, excluding from  
the assets in such liquidation the in te r­
company shares.
A fter the first distribution B and C 
would each have additional funds sub­
ject to distribution, bu t the am ounts re ­
ceived by A and the m inority would re ­
main in the ir hands undistributed. The 
distribution and redistribution by B and 
C would go on until nothing rem ained in 
either. How th is would work out is 
shown in the “S tatem ent Showing the 
Distribution of the N et W orth of B and 
C.”
The net worths of B and C form  the 
basis of th is statem ent. B has $50,000 
of assets exclusive of stock in C; its  
liabilities are  $40,000, and net w orth is 
therefore $10,000 exclusive of stock in C. 
Similarly, C has $40,000 of net worth 
exclusive of stock in B.
If  these net w orths are distributed, 
the distribution would be as follows: 
N et W orth of B:
60 per cent to A.
20 per cent to Minority.
20 per cent to C.
N et W orth of C:
60 per cent to A.
20 per cent to Minority.
20 per cent to  B.
The statem ent shows th a t the m inority 
receives $3,750 from  B and $8,750 from  
C. This indicates th a t the m inority’s 
share of B’s deficit is $1,250 ($5,000 — 
$3,750), and th a t the m inority’s share of 
C’s surplus is $3,750 ($8,750 — $5,000).
The sta tem ent also shows th a t A re­
ceives $11,250 from  B (a  deficit of $3,750 
on stock of $15,000) and $26,250 from  
C (a surplus of $11,250 over $15,000 of 
stock). This m akes a  ne t surplus from  
B and C of $11,250 — $3,750 or $7,500. 
Added to A ’s surplus of $5,000 gives a 
surplus of $12,500 fo r A.
This is confirmed by substitu ting  fo r 
the investm ents in B and C shown in A’s 
balance sheet the $37,500 received as 
shown in the column “60 per cent to A.” 
This gives to ta l assets fo r A of $137,500. 
Deducting liabilities and capital $125,000 
gives a  surplus of $12,500 fo r A.
F o r convenience in  following the elimi­
nations a  consolidated work sheet is 
shown.
The method of solution here shown is 
applicable to any sim ilar problem no 
m atte r w hat the percentage of in ter­
company holdings m ay be. In  th is p a r­
ticular problem an  extrem ely simple so­
lution is possible, owing to  the fac t th a t 
B and C have equal capitals, B owns the 
sam e percentage of C th a t C owns of
B, and A owns 60 per cent of each sub­
sidiary. We can, therefore, combine the 
net w orths of B and C, which results in a 
combined surplus of $10,000. Since 20 
p er cent of B and C is inter-com pany 
capital the rem ainder of 80 per cent is 
divisable between m ajo rity  and m inority. 
The m inority of 20 per cent is one-fourth 
of the to ta l of 80 per cent and the re ­
m ainder of 60 per cent is m ajority  in­
terest.
E lim inating the inter-com pany capital 
of B and C leaves $40,000 to be divided 
between m ajority  and minority.
From  these figures we can determine 
th a t the m inority stock is $10,000 (one- 
fourth  of $40,000) and m inority surplus
$2,500 (one-fourth of $10,000). The bal­
ance of $7,500 of the surplus of the  sub­
sidiaries belongs to A, which, with  A’s 
surplus of $5,000, m akes to ta l m ajority  
surplus of $12,500. M ajority stock of 
$75,000 is given in the problem.
Both solutions are predicated on the 
assum ption th a t the purchases of in te r­
company stock a t p ar have been made a t 
book values and th a t no problems of 
good will or negative good will are  
involved.
This method of solution has the ad­
vantage of brevity  and of requiring no 
working sheets, bu t i t  has the disad­
vantage of no t giving separately the  
m inority in terests in B and C.
S tatem ent Showing the D istribution of the N et W orth of B and C
60 pr. ct. 20 pr. ct. 20 pr. ct. 20 pr. ct. 
to A. to Min’ty . to B. to  C.
F irs t distribution of B:
Total ne t w orth (ex. of stock).
To A—60 per c e n t .............
To M inority—20 per cent .
(a) To C—20 per c e n t ............
F irs t distribution of C:
Total net worth (ex. of stock)
To A—60 per cent ............
To M inority—20 per c e n t .
(b) To B—20 per c e n t ...............
Second distribution of C:
(a) Total ..................................... .
To A—60 per c e n t ............
To M inority—20 per cent .
(c) To B—20 per cent ........ ....
Second distribution of B:
(b-c) Total ..................................
To A—60 per c e n t .......... ....
To M inority—20 per cent .
(d) To C—20 per c e n t .............
Third distribution of C:
(d) Total ......................... ............
To A—60 per c e n t .............
To M inority—20 per cent .
(e) To B—-20 per c e n t .... .........
Third distribution of B:
(e) Total ............................ .........
To A—60 per c e n t ....... .....
To M inority—20 per cent .
(f) To C—20 per cent .............
F ourth  distribution of C:
(f) Total ......................... .........
To A—60 per cent .... .........
To M inority—20 per cent ..
(g) To B—20 per cent .............
F ourth  distribution of B:
(g) Total ......................................
To A—60 per c e n t .............
To Minority—20 per cent ..
(h) To C—20 per c e n t .............
F ifth  distribution of C:
(h) Total .................. ...................
To A—60 per cent .............
To M inority—20 per cent ..
(i) To B—20 per c e n t ...............
F ifth  distribution of B:
(i) Total ........ ..............................
To A—60 per c e n t .............
To M inority—20 per cent ..
( j) To C—20 per cent .............
Sixth distribution of C:
(j) Total ............... .......................
To A—60 per c e n t ..............
To M inority—20 per cent ..
(k) To B—20 per cent ..............
Sixth distribution of B :
(k) Total .......................................
To A—60 per c e n t ...............
$10,000.00
$6,000.00
$2,000.00
$2,000.00
40,000.00
24,000.00
8 ,000.00
8 ,000.00
2 ,000.00
1 ,200.00
400.00
400.00
8,400.00
5,040.00
1,680.00
1,680.00
1,680.00
1,008.00
336.00
336.00
336.00
201.60
67.20
67.20
67.20
40.32
13.44
13.44
13.44
8.06
2.69
2.69
2.69
1.61
.54
.54
.54
.32
.11 
.11 
.11
.07
.02
.02
.02
37,500.00 12,500.00 8,750.00 3,750.00
A—B—C—Consolidated W orking Sheet-—(date)
A djustm ents. Consolidated 
A B C  Dr. Cr. Bal. Sheet.
Assets ......................................$100,000 $50,000 $50,000 $200,000
Stock of B ( p a r ) ................... 15,000 5,000 (1) 20,000
Stock of C (par) ................  15,000 5,000 (1) 20,000
Deficit ................... ................ 10,000 (2) 10,000
130,000 65,000 55,000 200,000
Liabilities ...................... ........  $50,000 $40,000 $10,000 $100,000
Capital Stock ....................... 75,000 25,000 25,000 (1) 40,000 75,000
(3) 10,000
Surplus _______ ______ _
M inority In terests:
In B:
Capital S to ck ...........
Deficit ...................
In C:
Capital S to c k .......
Surplus .... ............
5,000 20,000 (2) 10,000 (5) 1,250 12,500
(4) 3,750
(3) 5,000 5,000
(5) 1,250 *1,250
(3) 5,000 5,000
(4) 3,750 3,750
130,000 65,000 55,000 200,000
*Deduction.
A—B— C—Consolidated Balance Sheet— (date)
A ssets ............... ......................................................... .............. $200,000
Liabilities ............................................................. .................  100,000
N et W orth 
M ajority  In te re s ts :
Capital S to c k ...................................... ..... ......................... $75,000
Surplus ......................................................... ......................  12,500 $87,500
M inority In terests:
In B:
Capital S to c k ................................................................. 5,000
Less—Deficit ................................................................  1,250 3,750
In  C:
Capital S to c k ......... .......................................................  5,000
Surplus ........... .......................... .....................................  3,750 8,750
Total N et W o r th ....... .................. .......................  100,000
Total Liabilities and N et W o r th ..................... 200,000
C. P. A. EXAMINATION QUESTIONS, 
CONNECTICUT, 1926
EXAM INATION IN  ACCOUNTING, 
THEORY AND PRACTICE
PART I
November 17, 1926—1 P . M. to  6 P. M.
W eight of Questions
F irs t 6 questions, 8 points each.
L ast 2 questions, 26 points each. 
Necessary to  pass, 75 points.
1. A corporation spends $350,000 on 
an  advertising campaign during the  first 
six  m onths of 1925. I t  expects to  begin 
to  secure benefits therefrom  on and a fte r 
Ju ly  1st, 1925, and fo r three succeeding 
years.
How would you handle th is expendi­
tu re  on the published balance sheet? On 
the  income ta x  re tu rn  fo r 1925 ?
2. A and B form  a  partnership . A 
contributes $100,000 and B contributes 
$50,000. The enterprise is expected to 
he  a  flourishing one although there is a 
g re a t deal of r isk  experienced. B is to
run  the business. According to the  a r ti­
cles of copartnership they are to be  re ­
imbursed as follows:
A fter all expenses a re  paid and a s­
sum ing adequate profits, A is to receive 
$100,000; then B is to receive $50,000; 
then A is to receive $25,000; then B to 
receive $25,000. A fter tha t, they  are 
both to share equally.
How should the  profits be divided on 
the books and how should the paym ents 
to  A and B be recorded?
3. You are the  auditor fo r  a  store 
whose business is ta iloring  and haber­
dashery. You m ake semi-annual audits. 
A t June 30, 1925, your report showed a  
net profit fo r  six m onths of $6,000 and 
a t  December 31, 1925, a net profit fo r 
the year of $4,000. Expenses and other 
item s of miscellaneous income are equal 
in  both periods. You discuss the figures 
w ith the owner of the store and he sta tes 
th a t your figures surely are not correct 
as a t December 31, 1925, and even in
view of th e  fac t th a t they hold a  la rge  
haberdashery clearance sale in  Decem­
ber they did not lose $2,000 in the  la s t 
six months.
S tate  in detail how you would proceed 
to prove th a t your figures are correct 
or to find the apparen t discrepancy, if  
any. W rite th a t p a r t of your report 
covering this.
4. (a) I f  the  value of p roperty  insured 
is $10,000, the policy carry ing an  80 per 
cent coinsurance clause, and the actual 
insurance a t  the tim e of a  fire is 80 per 
cent, w hat should be the settlem ent if  
the loss was 50 per cent of the  to ta l 
value?
(b) I f  the property  value was $10,000 
w ith an 80 per cent coinsurance clause 
and the actual insurance in force a t the 
tim e of the fire was $6,000, w hat would 
be the owner’s deficiency?
(c) How much if  the  loss w as only 
40 per cent of the to ta l ?
5. The profits of a  corporation with 
a  paid-up capital stock of $5,000,000 
am ount to $337,193.08 fo r a  given year 
w ithout allowing fo r its  m ortgage in­
terest.
I t s 4 per cent m ortgages are $500,000 
and its  6 per cent m ortgages are $750,000.
How much m ust be taken from  the 
previous year’s surplus balance to pay  
the stockholders a  dividend of 6 per 
cent ? Show computation.
6. A m an in  New Haven owns and 
operates a  stone quarry, which is oper­
ated from  March 1st to  November 30th, 
inclusive, of each year.
D uring th is period there is a  fixed 
overhead charge of $10,000 regardless 
of the am ount of stone taken out. One 
of the employees of a  com petitor dam ­
aged the quarry, which held up the oper­
ations from  M arch 1st to A pril 14th, in ­
clusive, and although the com petitor re­
p a ire d  the dam age the operator brought 
su it fo r the  money value of the  loss of 
production.
From  A pril 14th to November 30th 
the quarry  produced 71,000 cubic yards 
a t  a cost of 29c per cubic yard, which 
cost included the value of the  stone be­
fore quarry ing  and did not include any 
overhead expense.
The quarry  would have produced the 
same average am ount of stone from  
March 1st to  A pril 14th, inclusive, and 
a t  the same production price and also 
a t  a  selling price, which selling price 
was 77c per cubic yard  fo r  the  stone 
quarried, the entire production of the 
quarry  being sold. This quarry  oper­
ates upon a  daily basis including Sun­
days and holidays. The owner has em­
ployed you to work out a  sta tem ent to 
show fo r the  period the quarry  was 
dam aged:
(a) The loss of production in  cubic 
yards.
(b) The financial loss.
In  w orking out the above statem ents 
show all of your w orking figures.
7. In January , 1925, A and B form  a  
partnership fo r the purpose of buying 
a tract of land, developing same and 
selling i t  in  individual building lots. 
They each invest $20,000 and they  pur­
chase a tra c t fo r  $30,000, paying cash 
therefor.
They en ter into an agreem ent w ith 
Jones, whereby fo r a  consideration of 
50 per cent of gross receipts he is to 
pay fo r all subagents’ commissions and 
all advertising and selling expenses. All 
collections are to be made by him and he 
is to re ta in  therefrom  his commission 
of 50 per cent and to tu rn  over to A and 
B each month the  balance, together w ith 
a complete detailed lis t of h is collections. 
He is also to tu rn  over to them  weekly 
a detailed lis t of all sales.
The land was developed very speedily, 
streets laid out, and lots staked off. I t  
was found th a t there were 200 lots all 
of equal value in the trac t, and i t  was 
decided to sell them  all fo r $1,500 each. 
The term s to purchasers were 10 per 
cent down and 2 per cent a month until 
lot was paid for, a t  which tim e deed 
would be given.
A t December 31, 1925, A and B called 
you in to discuss th e ir  accounting prob­
lem. They adm itted th a t the ir account­
ing records were very  lax, in fac t all 
they had were the reports from  Jones 
together w ith th e ir  check book stubs. 
They engaged you to w rite up the ir 
books and prepare th e ir  ta x  re tu rns and 
informed you th a t while you were to set 
up the books and prepare th e ir  tax  re ­
tu rns in conformity w ith Income Tax 
Regulations, they did not w ant to pay a  
huge am ount of tax  if  i t  could be avoided.
Your exam ination revealed the  follow­
ing:
150 lots were sold.
$26,625 w as received from  Jones. 
$20,000 was paid fo r developments. 
$1,000 was paid fo r  sundry expenses, 
clerk hire, etc.
Required:
1. Journal entries necessary to record 
all transactions.
2. S tatem ent of earnings and ex­
penses.
3. Balance sheet.
4. W hat tax  re tu rn s m ust be filed with 
the Collector of In ternal Revenue? W ith 
the S tate  of Connecticut?
5. Under the Revenue A ct of 1926 how 
much tax  will A  have to pay, the follow­
ing facts considered (show com puta­
tion) ?
Salary received from  Corp. X.... $10,000
Profit sale of s to c k s___ ________ 1,000
Dividends from  Domestic Corp.... 225
Taxes paid (municipal) __ ____  1,250
Contributions ........................... ......  1,250
Loss-sale of personal automobile 800
M arried and has two children under 18.
8. From  the following item s, prepare 
the  tr ia l balance of the Connecticut T rust 
Company a t  December 31, 1925, a f te r  
closing, and a  condensed statem ent of 
condition as of th a t date. The surplus 
account balance has been om itted and 
m ust be supplied by the candidate.
Demand certificates of deposit... $3,000
On deposit w ith Fed’l Res’ve Bk. 55,000
Time loans ... ................... .................  106,500
Securities o w n ed ........ ....................  220,000
Coupon deposits ............................. 3,800
Due to banks .................. ............... 800,000
Due from  banks ............... .............  85,000
Banking house ...............................  150,000
F urn itu re  and eq u ip m en t............  20,000
Demand loans ................------------- 130,000
Capital stock outstanding ..........  600,000
In terest purchased ......................... 200
T ransit departm ent ..................... 100,000
Cashier’s checks ....... ...................... 450,000
Rediscounts ...................... ...............  420,000
Customer’s loans ..................... .......  450,000
Exchanges fo r  clearing h o u se .... 325,000
Certified checks .............................  13,000
Cash ... .......................................... ....  950,000
Depositors .......................................  730,000
Accrued in terest receivable ........ 1,000
• U nearned d isc o u n t.........................  5,000
Bills purchased .............................  600,000
EXAM INATION IN  AUDITING
Nov. 17, 1926—9 A. M. to  12.30 P. M.
Weight of Questions
F irs t 5 questions, 6 points each.
L ast 10 questions, 7 points each.
N ecessary to  pass, 75 points.
1. In  auditing the records of a  cor­
poration, you find th a t all of the ac­
counts receivable have been assigned 
to a  finance company on a  20 per cent 
guaran tee basis.
(a) How would you express same in 
prepairing  a  balance sheet?
(b) W hat would you do fo r verifica­
tion purposes?
2. A preferred  stock indenture pro­
vides fo r the annual paym ent of an 
am ount equal to  2½ p er cent of th e  p re­
ferred  capital stock, originally issued, 
into a  redemption fund. I t  fu rth e r  di­
rects th a t th is fund is to  be utilized in 
purchase of the p referred  stock a t  not 
exceeding 10 per cent premium, and can­
cellation and retirem ent of such stock 
purchased.
(a) W hat entries expressed in  journal 
en try  form  should be made to  reflect 
transactions under th is provision assum ­
ing stock was purchased a t a discount 
of 5 per cent?
(b) A t a  premium of 10 per cent?
3. W hat entries, i f  any, would you ex­
pect to find in the accounts to reflect the 
following:
(a) In  accounts of bank to reflect is­
sue of le tte rs  of credit on the strength  
of a  custom er’s general financial stand­
ing?
(b) In  accounts of a  m anufacturing 
concern to  record am ount sued fo r  under 
a sales contract?
(c) In  accounts of a  town m aintain­
ing a general ledger to record estim ated 
indirect revenues a t beginning of year?
(d) In  accounts of an educational in ­
stitu tion  to record funds received fo r  
endowment purposes ?
(e) In  accounts of a  club to record 
charges aga inst members fo r sinking 
fund purposes ?
4. In  auditing the accounts of a college 
society corporation, you find th a t society 
buildings were originally bu ilt from  
funds received on selling society long­
term  notes to graduates, and the liability 
fo r the notes properly recorded on the 
books. Subsequent operations failed to 
produce sufficient revenues to cover the 
operating  expenses and to  m eet the oper­
ating  deficiency from  year to year, a  
fund was established by donations from  
graduates under agreem ents which pro­
vided fo r restriction of principal, but 
income to be used fo r operating p u r­
poses. The fund was reflected on the 
books by debits to “O perating Fund” 
and credits to “Liability fo r O perating 
Fund.” Several of the graduates wished 
to  contribute to the operating fund and 
did so, by surrendering notes of the so­
ciety acquired a t tim e buildings were 
erected. Such surrendered notes were 
recorded on the books of the society by 
debiting the “notes payable” account 
and crediting “Liability fo r O perating 
Fund” account. Comment on the fore­
going situation in detail and sta te  w hat 
recommendations, if  any, you would 
m ake in your report.
5. How should the following be valued 
fo r balance sheet purposes?
1. Leaseholds.
2. T reasury  stock.
3. P atents.
4. Franchises.
5. M achinery additions, built by own 
employees.
6. Unproductive land acquired fo r pu r­
pose of resale.
7. P roperty  paid in fo r capital stock 
w ithout p a r  value.
8. Im provem ent to leased property.
6. Does the provision in a  sinking fund 
tru s t agreem ent in  connection w ith the 
issue of m ortgage bonds, th a t a  reserve 
shall be created out of profits fo r the 
redemption of the  bonds, relieve the  
company issuing the bonds from  provid­
ing  a  reserve fo r depreciation of the as­
sets m ortgaged? Give reasons.
7. In  a  case of municipal serial bonds 
fo r the construction of a  town hall fo r 
which annual appropriations a re  made 
fo r redemption, should a  depreciation 
appropriation fo r the  hall be made? 
Discuss fully.
8. In  your exam ination of a  university 
a t  a  given date you find an  account 
called “The John Jones Endowment” 
w ith a  credit balance of $100,000. E x­
plain the na tu re  of the account and the
audit procedure which should be adopted 
in connection therew ith.
9. In  auditing the accounts of a  m an­
ufacturing corporation a t  December 31, 
1925, you find the following en try :
Bad debts ............................... $5,000
Reserve fo r doubtful ac­
counts ...................................  $5,000
F or an estim ated am ount of
doubtful accounts.
In  previous years only actual bad 
debts were w ritten  off.
In  respect to its  Income Tax return , 
w hat would be your procedure and how 
would you handle th is item ?
10. Nam e eight different “frauds” th a t 
m ight be perpetra ted  in a  cash account 
and which the auditor should look fo r in 
an audit.
11. When notes receivable are dis­
counted a t  a  bank, w hat liability, if  any, 
is incurred by the company discounting? 
I f  any, how would you show same? De­
scribe in Journal E n try  form  the proper 
entries fo r the receipt of a  6 m onths’ 
$1,000 note w ith in te rest a t  7 per cent 
received from  a  customer, the discount­
ing of same a t  a bank, and the  paym ent 
of same by the m aker.
12. A large m anufacturing company 
has 100 salesmen scattered all over the 
United States. They each have a  work­
ing fund of from  $50 to  $250, which is 
handled on an im prest basis. The to tal 
am ounts to  $30,000.
How would you verify  these balances ?
How would you tre a t th is account on 
the balance sheet?
13. You find on the  books of a  cor­
poration, whose books you are  auditing, 
the  following account: “New Products 
Research,” $15,271.10. Upon investiga­
tion you learn  th a t the company has, 
w ithin the p as t year, pu t on the m arket 
several new products, which they ex­
perim ented w ith and developed them ­
selves. Sales are only nominal and have 
not as yet come up to expectations.
The president inform s you th a t while 
the products are estimable and perfect 
in every respect there is keen competi­
tion in the particu lar line and a t any 
tim e they m ight have to take one or 
more off the m arket because of unprofit­
able business.
You find th a t the account is composed 
of the following:
(a) Salary paid a  professional m an 
well versed in  all phases of the new line.
(b) A rticles used or given to friends, 
employees, and custom ers as “feelers” 
or “Trial orders” fo r the ir viewpoint of 
the usefulness, m erit, etc., of the articles.
(c) Raw m aterials used fo r experi­
m ental work. W hat is you r recommen­
dation as to  the proper m ethod of hand­
ling this account? Give reasons the re­
for.
14. In auditing a  branch office you find 
the local m anager had overdrawn his
salary  on several different occasions, but 
not m ore th an  $500 each tim e.
You also find he returned the am ount 
each tim e before an audit was made. 
In  w hat way, if  a t  all, would you report 
th is fac t?
If  you would report, give reasons in 
full. I f  not, why no t?
15. A firm of Accountants examine the 
accounts of an Electric L ight Company 
m aking a  balance sheet audit.
They find satisfactory  conditions with 
the exception of insufficient allowances 
fo r losses in the collection of accounts 
receivable. The E lectric L ight Company 
officials will not consent to  an ad ju st­
ment. You are  required to  d ra ft form  
of certificate th a t would be proper under 
the  circumstances.
EXAM INATION IN  COMMERCIAL 
LAW
Nov. 18, 1926—9 A. M. to 12.30 P. M.
W eight of Questions
5 points each. 
Necessary to pass, 75 points.
1. W hat is the  difference between a 
share of stock in a  corporation and a 
bond?
2. The A corporation opened books fo r 
subscriptions, placing one of them  in B’s 
hands fo r  solicitation of subscriptions. 
B entered his own nam e on the book as 
a  subscriber and kep t the book fo r six 
m onths w ithout attem pting  to w ithdraw  
his name. B then cut his name out and 
returned the book to  A claiming th a t he 
had a rig h t to w ithdraw  a t any tim e be­
fore he returned the book. Can A re­
cover from  B fo r the am ount of the sub­
scription ?
3. A, the owner of shares in a  corpor­
ation, delivered to his brokers to secure 
a balance of account, the certificates of 
the  shares, indorsed w ith a  blank assign­
m ent and irrevocable power to transfe r 
the same in the books of the corpora­
tion, signed and sealed by himself, and 
expressed to  be “fo r value received,” and 
the brokers, w ithout his knowledge or 
consent, pledged the shares fo r the ir own 
indebtedness to  C who had no actual 
knowledge of the title  under which they 
held. A  sued C fo r the value of the  
shares. Can he recover?
4. U nder the Federal Income Tax law 
are foreign partnersh ips subject to tax  ?
5. A, a  m inor of 18 years, and B, an 
adult, conduct a  partnership  under nam e 
of A. B. & Company. A and B pu t into 
the partnersh ip  $10,000 each. A con­
trac ts  a  bill w ith C fo r goods used in 
the partnersh ip  business. C sues the 
partnersh ip  fo r the value of the goods. 
The defense is th a t A, being a minor, 
could not bind the partnership. Is this 
a  good defense? W hy?
6. A advertises a  rew ard of $100 to  
anyone who will re tu rn  his dog. B, not
knowing of the rew ard offered, finds the 
dog and from  the address on the dog’s  
collar learns th a t i t  belongs to A and 
re tu rns th e  dog. B la te r  is told of th e  
rew ard offered and asks A fo r  the $100. 
Can B recover?
7. A received fo r collection a d raft 
w ith instructions to re tu rn  a t once if not 
paid. A instead held the d ra ft until th e  
drawee wrote fo r some explanation. A 
then  failed to  presen t i t  fo r two days 
a f te r  the drawee had received a reply 
from  the drawer, and a t this tim e the 
drawee became insolvent. Is A liable 
fo r the am ount of the collection ? Why ?
8. A borrows a  horse of B w ith which 
to work his garden. He keeps the horse 
two days and then sends i t  back. While 
A had th e  horse he cared fo r i t  and  
furnished its  feed. One shoe was off 
and he had the horse shod. The horse 
was injured during the bailm ent through 
the slight negligence of A. W as A 
liable? Can A recover fo r the expense
 of keeping the  horse?
9. The rules of a  certain social club 
in H artford  provide fo r yearly  dues o f 
fifty dollars ($50). This is the only 
provision in the by-laws in reference to 
membership dues.
Some of the members are in a rrea rs  
fo r dues and refuse to  pay, merely s ta t­
ing  th a t they are not liable. W hat pro­
vision should the directors or officers 
have included in the rules in order to be 
in a  position to  collect the a rrea rs  from  
the m em bers?
10. Jones purchased an automobile 
from  Brown fo r $3,000 and made a cash 
paym ent of $2,000, leaving a  balance due 
Brown of $1,000. Jones in order to se­
cure Brown agreed to take out a life in­
surance policy fo r $2,000 in favor of 
Brown, which policy Brown accepted 
w ithout fu rth e r security.
Two years la te r  Jones paid Brown the 
balance of $1,000, bu t did nothing in 
regard  to  the insurance policy. One 
month la te r  Jones died, the insurance 
policy being in force a t the time. Who 
is entitled to  the insurance, Jones’ heirs 
or estate, or is Brown entitled to it?  
Give your answer and full reason fo r 
your answer.
11. W hen persons associate themselves 
together as a  corporation and the in­
corporation is defective or incomplete, 
w hat is th e ir  positions as against the 
creditors of the corporation?
12. The president of a  company holds 
office fo r five years and renders con­
siderable active service w ithout asking 
fo r  or receiving compensation. A new 
m anagem ent takes possession of the a f ­
fa irs  of the company and elects a new 
president. The form er president claims 
th a t he is  entitled to an  allowance fo r 
salary. Would an action fo r compensa­
tion fo r the services be sustained? Give 
reasons.
13. In a  certain  stock corporation only 
50 per cent of the subscribed capital has 
been paid. A has paid all the install­
ments called and has loaned to the com­
pany an additional sum, fo r which he 
has taken its  prom issory note, and has 
transferred  the note to  B. B demands 
payment. May the company call fu rth e r 
installm ents on A ’s stock and offset the 
amount so called aga in st the prom issory 
note held by B? Explain your answers.
14. W hat accounting is necessary in 
the declaration of a  stock dividend, and 
can any Connecticut corporation declare 
a  stock dividend?
A t w hat tim e is the declaration of a 
dividend an obligation?
15. A D irector m akes a  contract w ith 
his own corporation. Is the contract 
binding? W hat is the  situation of the 
D irector?
16. T hirty  days a f te r  m y decease I 
promise to pay to the m an in  the moon, 
$5,000 w ith in te rest a t  the ra te  of 6 
per cent. Smith.
A t the death of Smith the note is  held 
by one who paid value in  the ordinary 
course of business w ith no notice beyond 
the face of the note, but p resents i t  to 
the A dm inistrator and demands pay­
ment.
Advise A dm inistrator as to  liability of 
estate and give reasons.
17. A and B agree to form  a  partn er­
ship and do form  a  partnership  without 
any fu rth e r  agreem ent.
A loans the partnersh ip  fo r two years 
$10,000.
B in two years draw s from  the p a r t­
nership $10,000.
Upon winding up the partnership , 
there is $10,000 from  the operation of 
the partnership.
Account between A  and B showing 
what the final situation is.
18. The Singer Sewing Machine Com­
pany and its  affiliated companies, in re f­
erence to its  S tate  tax  to the  S tate  of 
Connecticut fo r the fiscal year of 1920, 
showed profit of $14,377,231.91. Of th is 
8.2932 per cent is apportioned as the 
amount on which the tax  fo r this S tate 
is to be assessed. The excess of ne t loss 
of the Corporation fo r the year 1919 
over the net income fo r  the year 1918 
amounts to  $11,500,794.07. W hat is the 
amount of the tax  due the S ta te  of Con­
necticut ?
19. A purchased $100,000 w orth of 
the common stock having a p a r  value of 
the Corporation B, and pays therefor by 
the tran sfe r of property  to th e  B Cor­
poration, w orth $50,000. The necessary 
sta tu tory  steps fo r the paym ent fo r the 
stock in property have been taken in  this 
case. Is anybody liable to the Corpora­
tion B fo r the difference between $100,-
000, the par value of stock, and $50,000, 
the value of the property  received in 
payment therefo r?
W hat are the necessary s ta tu to ry  steps 
to be taken  when stock is purchased and 
paid fo r by the  tran sfe r  of property  to 
the corporation ?
20. Sm ith gives Brown the following 
notes secured by a  m ortgage:
$5,000.
New Haven, Conn., Oct. 1, 1924.
Two years from  date I  promise to pay 
to the order of B $5,000 w ith in te rest a t 
the ra te  of 6 per cent payable annually, 
together w ith all taxes assessed upon 
said sum, aga in st said payee or the 
holder of th is note. Smith.
Brown assigns the Smith m ortgage 
and note to the M Bank as collateral fo r 
his own note of $8,000, and the  bank 
records the  assignm ent fo r  which Smith 
paid Brown two paym ents of $2,000 each. 
Brown tu rns over these paym ents to the 
bank, as paym ent on his own note. 
Later, and before October 1st, 1926, 
Brown gives the bank a  new note fo r 
$5,000 and a  new assignm ent of the 
Smith m ortgage and note. Brown is 
bankrupt w ithout assets a t  the m aturity  
of the Smith note. The security of the 
Smith note is good.
Account fo r  the bank on the Smith 
and Brown note.
EXAM INATION IN  ACCOUNTING, 
THEORY AND PRACTICE
PART II 
Nov. 18, 1926—1 P. M. to 6 P. M.
Weight of Questions.
F irs t five, 8 points each.
L ast two, 30 points each. 
Necessary to pass, 75 points.
1. W hat is the proper method of hand­
ling a to ta l fire loss in the accounts of a 
trad ing  concern?
Discuss in  detail how you would de­
term ine the inventory valuation.
2. Define the  following:
(a) Earned surplus.
(b) Paid-in  surplus.
(c) A ppropriated surplus.
(d) T reasury  stock.
(e) Deferred asset.
(f) Deferred charge.
(g) Donated surplus.
(h) Funded debt.
(i) Sinking fund.
(j)  Redemption fund.
3. W hat entries would you make in 
the books of accounts of a  municipality 
to record the  following:
(a) Expenditures made from  funds, 
provided to m eet expenses omitted from  
the annual budget?
(b) The construction of sewers when 
the proceeds of a  bond sale are used, the 
p roperty  owned being assessed fo r the 
entire cost of construction and the funds 
so raised used fo r the redemption of 
the bonds?
(d) When budget money is contributed
to  a  sinking fund fo r  the  retirem ent of 
bonds?
4. On w hat basis or ra tes should the 
tr ia l balance values of the London, Eng­
land, branch office of a  United S tates 
corporation be converted fo r statem ent 
purposes ?
(a) Fixed assets.
(b) Rem ittances.
(c) Inventory beginning of period.
(d) C urrent assets.
(e) C urren t liabilities.
(f)  C urrent account w ith home office.
(g) Inventory end of period.
5. The New Haven Community Chest 
has ju s t completed a  drive fo r $650,000. 
The drive has been successful and the 
to ta l am ount secured e ither in  cash or 
pledges. The expenditures from  the 
Chest will be entirely  fo r  charitable p u r -  
poses, in  other words, the Community 
Chest is a  charitable organization. You 
a re  engaged to  audit the accounts.
(a) W hat attitude would you take 
w ith respect to  certifying to the receipts 
of the New Haven Community C hest?
(b) D ra ft the certificate you would 
a ttach  to your report certifying to the 
receipts of this chest.
6. You are engaged to  prepare a s ta te ­
m ent of affairs and a  deficiency account 
fo r the X. Y. M anufacturing Company.
The books as a t December 31, 1925, 
disclose the  following tr ia l balance:
Cash .............................. ...............  $43,840.75
Accounts receivable ................  200,676.93
Notes receivable ....................... 11,462.50
Dividends paid in form er
years ........ ...... ........................  14,585.36
Good will .............. ...... .............  75,000.00
Inventory, goods, etc................ 75,693.07
P lan t and machinery ..............  33,860.49
F ix tures, etc................................  9,197.26
C urrent year loss ..................... 39,104.50
Loss—P rio r years .................. 172,431.89
Real estate  ................................  2,565.25
678,418.00
140,263.10
1,816.20 
146,707.55 
39,631.15
200,000.00
150,000.00
678,418.00
Your exam ination discloses the follow­
ing:
T hat the original issue of common 
$100,000 and preferred  $150,000 has 
been fu lly  paid. A subsequent issue of 
$100,000 common w as authorized. Only 
$3,600 w as actually  paid although the 
cash book showed th a t the company re ­
ceived $100,000. The actual bank recon­
ciliation shows a  balance of $5,207.50. 
Cash advances to employees of $2,657.44 
were made and not entered in cash book. 
The balance due from  the subscribers to 
capital stock is due from  wholly insolv­
ent subscribers. F rom  m emoranda i t  is 
found th a t notes w ere issued in  th e  
am ount of $42,955.96 the  proceeds not
Creditors ............ .
Creditors preferred
Notes payable .......
Surplus ..................
Common stock ......
P referred  stock ....
being entered and also loans of $1,957.13 
were secured and no t entered.
Checks draw n to creditors in the 
am ount of $15,511.10 and entered in cash 
book have not been sent out.
$24,072.08 of its  accounts receivable 
were assigned to a  creditor although 
th is fac t does not appear on the books. 
The company estim ates th a t i t  still has 
an equity of $2,661.81 therein.
The company has been losing money 
fo r some years, and on December 31, 
1925, charged good will w ith $75,000 and 
credited surplus. On the same day i t  
declared a dividend of $25,000 and on 
th a t day dividend account, a f te r  having 
been credited w ith the  $25,000, is charged 
therew ith and the overdrawn accounts 
of the stockholders, am ounting to $28,- 
500 and deemed good, are credited with 
the dividend.
Of the accounts receivable, which in­
clude the accounts of stockholders, di­
rectors, officers and employees, $46,706 
are barred  by the S tatu te  of Lim itations 
and th a t $36,584.03 are more than doubt­
fu l assets.
There has been a shrinkage in values, 
to w it:
Stock in trade , $9,996.42; p lan t and 
m achinery, $22,088.38; real estate, 
$830.25; fixtures, etc., $6,697.26; notes 
receivable, $9,823.40.
Expenses and dividends paid on pre­
ferred  stock has not been charged out.
7. A corporation was organized and 
began business Jan u ary  1, 1924. On De­
cember 31, 1925, i t  closed its  books and 
presented a statem ent, embodying the 
accounts as follows:
T rial Balance.
M achinery ..............  $85,000
Land .........................  8,000
Buildings, brick .... 38,000
Buildings, wood .... 28,000
P aten ts ............. ....  400,000
Accounts p ay ab le ... $178,000
Notes payable ...... 200,000
M ortgage payable... 54,000
Finished g o o d s
(selling value) ... 100,000 
Prepaid insurance 7,850
Cash ............. ...........  55,000
Dies and patterns... 34,000
Prepaid interest.... 4,400
Accounts receiv­
able—Customers 189,500 
Salesmen’s p e r ­
sonal accounts ... 4,500 
Officer’s personal
accounts ............  4,000
Goods in process
(cost) ..................  40,000
Raw m a t e r i a l s
(cost) ....... ..........  170,000
Supplies ..... ........... 2,500
Preferred  stock re­
tired ........... ......... 37,950
Accou n t s  p a y ­
able — Officers... 2,200 
Accou n t s  p a y ­
able— Salesmen ... 3,000
P referred  stock .... 250,000
Common stock ...... 400,000
Accrued payroll .... 4,000
Surplus ..................  117,500
1,208,700 1,208,700
The bank is not satisfied with the s ta te ­
m ent and you are  engaged to prepare 
and certify  a new one. You find th a t 
the depreciation reserves on buildings 
and property  have never been set up. 
In connection w ith the machinery, dies 
and pattern s you find th a t the business 
operates under valuable paten ts granted 
Jan u ary  1, 1924, and th a t the machinery 
dies, and pattern s are planned and ex­
pected to la s t during the life of the p a t­
ents. The paten ts will not be subject to 
renewal.
The product is sold on a 20 per cent 
m argin of gross profit, 5 per cent is 
allowed to all customers fo r cash dis­
count, and all custom ers’ accounts are 
collectible. Salesmen sell goods on com­
mission and are allowed to draw in ad­
vance as required.
P referred  stock dividends were paid 
sem i-annually a t the ra te  of 7 per cent. 
P referred  stock was retired  on December
30, 1925, a t  115, the January  1, 1926, 
dividend not yet paid, to go to  the stock­
holders. Common stock dividends have 
been a t  the  ra te  of 5 per cent each year 
on December 1.
A judgm ent was recorded aga inst the 
corporation fo r $5,000 in December and 
the trea su re r does not wish it  to appear 
on the statem ent.
There is a  law suit pending aga inst the 
corporation fo r $20,000 based, according 
to the corporation’s attorney, on grounds 
hard  to  defend.
Required:
(a) Revised balance sheet.
(b) S tate the  profits fo r the las t two 
years a f te r  paying preferred  stock divi­
dends.
(c) The expense of selling and d istri­
buting  the product have a  m argin of net 
profit equivalent to 1-4 of the gross 
profit. W hat w ere the to ta l gross sales 
in the two years?
Depreciation ra tes:
Buildings—brick, 2 per cent.
Buildings—wood, 4 per cent.
SOLUTION TO PROBLEM NO. 4 
OF VIRGINIA EXAMINATION 
QUESTIONS
( C o n t in u e d  f r o m  p a g e  14 .)
$5,333.34 in the partnership  and the bal­
ance of $4,666.66 ($10,000 — $5,333.34) in 
cash. This indicates th a t the division of 
$16,000 received from  C gives A $11,- 
333.34 and B $4,666.66.
Another hypothesis is th a t the sale of 
a  one-third in te rest to C was a p artn e r­
ship transaction on which the business 
realized a  p ro fit of the difference be­
tween $16,000 and the book value of a 
one-third interest. Of this p ro fit A 
receives five-eighths and B three-eighths. 
In addition each p artn e r w ithdraw s suf­
ficient cash to reduce his capital ac­
count to one-third of $16,000. The solu­
tion based on th is hypothesis is as 
follow s:
Solution
Received from  sale of one- 
th ird  in te rest in  p artn e r­
ship ....... .......... .........................  $16,000.00
Book value of one-third in te r­
est in partnership  ................  5,333.33
Profit on sale of one-third 
in te rest ............. .....................  10,666.67
A’s share of profit on sale,
5-8 of $10,666.67 ..................  6,666.67
B’s share of p rofit on sale,
3-8 of $10,666.67 ..... .............  4,000.00
A’s w ithdrawal to reduce cap­
ita l to  $5,333.33 ($10,000 —
$5,333.33) ....... .......................  4,666.67
B’s withdrawal to reduce cap­
ital to $5,333.34 ($6,000 —
$5,333.34) ...............................  666.67
Sum m ary:
A’s share of profit... $6,666.67 
A’s w ithdraw al of 
capital ......... ........  4,666.67
Total paym ent to A $11,333.34 
B’s share of profit... 4,000.00 
B’s w ithdraw al of 
capital ................... 666.66
Total paym ent to B 4,666.66
Total rec’d from  C... 16,000.00
STATE SOCIETY NEWS
Connecticut
Arbitration of commercial dis­
putes was the topic of discussion a t 
a  regular meeting of the Connecti­
cut Society of Certified Public Ac­
countants, held Thursday evening, 
December 9, 1926, in New Haven, 
Connecticut.
Professor W. A. Sturgis, asso­
ciate professor of law of Yale Uni­
versity, read a paper “The Develop­
ment of Commercial Arbitration,” 
wherein he traced its history from 
its inception down to the present
day. I t was pointed out tha t the 
appalling volume of litigation 
pending before various courts usu­
ally meant a delay of three years 
before litigated cases are finally 
decided.
Mr. J. Pryse Goodwin, C. P. A., 
of New York City, also spoke on 
the subject and cited numerous 
cases showing the great value of 
the use of arbitration.
Experience has demonstrated 
th a t this method of amicably set­
tling disputes outside of court, re­
suited not only in a huge saving of 
expense and delay, bu t also had the 
effect of preserving business 
friendship and good will.
At the conclusion of the meeting 
the Society endorsed the movement 
and affiliated itself with other or­
ganizations for the furtherance of 
the movement. I t has already been 
approved by bankers, credit men, 
attorneys, chambers of commerce, 
and numerous trade associations.
Maryland
The November meeting of the 
Maryland Association of Certified 
Public Accountants was held in the 
Hotel Belvedere, Baltimore, on 
November 9, 1926. The meeting 
was given over to a very interest­
ing and instructive demonstration 
of the National Accounting Ma­
chines through the courtesy of the 
National Cash Register Company. 
There were about one hundred 
guests present including those in­
vited by the members. Mr. Barney 
Wolf, the Baltimore agent of the 
company, and Mr. G. G. Cole, in 
charge of the accounting machine 
division, lectured on the construc­
tion, operation and utilization of 
the machines. The manner in 
which such machines may be used 
in installment houses and in sav­
ings banks was thoroughly illus­
trated.
Massachusetts
The November meeting of the 
Massachusetts Society of Certi­
fied Public Accountants was held 
November 22, in the Chamber of 
Commerce building.
A fter the usual dinner Franklin 
W. Ganse, General agent of the 
Columbian National Life Insurance 
Company, addressed the meeting 
on “How to Minimize Inheritance 
Taxes.” Mr. Ganse had prepared 
an analysis of a M assachusetts es­
tate valued a t $381,000, containing 
different forms of assets such as 
are ordinarily left by active busi­
ness or professional men who have 
a considerable amount invested in 
securities, real estate, etc., outside
of the  securities of the corporation 
with which they are connected.
A careful analysis of this estate 
from the viewpoint of inheritance 
taxes had been prepared and was 
in the hands of the members and 
Mr. Ganse followed th is through 
to show how the various assets 
were either taxable or  exempt, not 
only as to M assachusetts Succes­
sion taxes and Federal Estate 
taxes, but particularly as to the 
inheritance taxes of outside states 
in which the property or securities 
might be either situated or incor­
porated. This was followed by an 
estimate of the inheritance taxes 
in detail, whereupon it appeared 
th a t a considerable number of as­
sets were especially undesirable, 
and the speaker pointed out how 
the total of inheritance taxes pay­
able by the estate would be practi­
cally cut in half by eliminating 
these investment mistakes, as he 
called them. Mr. Ganse insisted 
th a t no changes were recommended 
or should be recommended which 
amounted to tax evasion, but th a t 
they consisted in switching se­
curities, changes in wills and in 
beneficiary clauses under life in­
surance policies, such as are 
practically invited by the laws of 
the states in question.
In the estate in question the 
gross inheritances taxes as the 
estate exists amount to $16,924, 
which it is entirely possible to re­
duce to $8,000, or even less, by 
accepting the simple recommenda­
tions which the inheritance tax 
opportunities offer and, in fact, 
would seem to make incumbent 
upon any owner of such an estate 
who understood the real facts.
Mr. Ganse emphasized very 
strongly the splendid work th a t is 
done by certified public account­
ants in tax m atters and also by 
lawyers who have made a special 
study of these questions, and urged 
th a t more attention be given to 
work of a preventive character so 
th a t the executors and beneficiar­
ies of clients would not be burdened 
with paying entirely unnecessary 
inheritance taxes.
Michigan
A special meeting of the Michi­
gan Association of Certified Public 
Accountants was held a t the Savoy 
Hotel, Detroit, Michigan, on Thurs­
day evening, December 2 ,  1926.
There were present thirty-five 
members and four guests—Mr. H. 
H. Emmons, Mr. H. T. Harrington, 
Mr. H. A. Harrington, Mr. A. C. 
Lappin.
A very excellent dinner and gen­
eral sociability were enjoyed by all, 
a fte r which the meeting was called 
to order by the President, Mr. M. B. 
Walsh.
The speaker of the evening was 
Mr. H. H. Emmons, who is Vice 
President of the American Arbi­
tration Association, his subject 
being Commercial Arbitration. Mr. 
Emmons delivered an excellent ad­
dress, after which some discussion 
of the question followed, including 
remarks by Mr. H. A. Harrington, 
Chairman, and Mr. A. C. Lappin, 
and Mr. Richard FitzGerald, mem­
bers of the Arbitration Committee 
of the Detroit Board of Commerce.
I t was then moved and seconded 
th a t the President appoint a com­
m ittee to draw a resolution to be 
sent to the Detroit Board of Com­
merce approving their work along 
the lines which had been discussed.
Missouri
The November meeting of the 
St. Louis Chapter of the Missouri 
Society of Certified Public Account­
ants was held jointly with the St. 
Louis Chapter of the Robert 
Morris Associates on Tuesday eve­
ning, November 28, 1926.
The joint meeting was called for 
the purpose of discussing certified 
public accountants’ certificates. 
The general discussion which fol­
lowed indicated th a t the bankers 
were not clear as to the scope of 
the accountants’ services covered 
in the  introductory paragraph of 
their certificates when using such 
phrases as “we have examined,” 
“we have audited,” or “we have 
verified.”
Three of the certificates pre­
sented a t the meeting, classified 
by a m ajority of the accountants 
present as unqualified certificates, 
used different phraseology in cer­
tifying to the accompanying state­
ments. The m ajority of the mem­
bership of the Robert Morris As­
sociates who w ere present indi­
cated th a t each of the three cer­
tificates under discussion, in their 
opinion represented a different 
class of service.
Several of the bankers present 
stated tha t, in their opinion, the 
first step in cooperation between 
bankers and accountants was ac­
complished by the issuance of the 
Federal Reserve Bulletin in April, 
1917, but th a t fu rther cooperation 
could be accomplished by some uni­
form  classification of accountants’ 
services. They fu rther stated tha t 
the banker could then determine 
the scope of the accountant’s work 
by referring to  the uniform classi­
fication, and expressed the hope 
th a t such classification would re­
sult in more uniform phraseology 
in accountants’ certificates.
were present a t th a t meeting to 
aid in the discussion on arb itra­
tion, Mr. Edwin Walmuth, Secre­
ta ry  of the Newark Chamber of 
Commerce, the Committee on Ar­
bitration of the Newark Chamber 
of Commerce and several members 
of the Board of Directors of the 
Newark Chamber of Commerce, 
Honorable Moses H. Grossman, 
Honorary President of the Ameri­
can Arbitration Association, Dr. 
Joseph J. Klein, President of the 
New York State Society of Certi­
fied Public Accountants, Charles 
M. Myers, President of the Essex 
County Bar Association, Homer A. 
Dunn, J. Pryse Goodwin and S. 
Whitney Landon of the New Jer­
sey Law School, who is making a 
survey of commercial arbitration 
in the State of New Jersey.
New Jersey
A t a meeting of the Society of 
Certified Public Accountants of 
the  State of New Jersey held on 
Tuesday evening, December 14,
1926, a resolution was adopted 
calling for the appointment of a 
Committee on Arbitration. There
Ohio
A t the request of the Committee 
of the State Bar Association, 
which is a t work on the revision 
of the State Corporation Laws of 
Ohio, the President of the Ohio 
Society of Certified Public Account­
ants has appointed a committee 
composed of R. A. Hurst, G. W. 
Eckelberry and H. C. Slagle, for 
the purpose of cooperating with 
the Bar Committee on the project. 
The Bar Committee is desirous of 
making the law as nearly perfect 
from the accounting standpoint as 
possible.
ANNOUNCEMENTS
Joseph Raymond Eder and Alon­
zo Lee Miles of the firm  of Eder & 
Miles, Certified Public Account­
ants, Continental Building, Balti­
more, Md., announce the organiza­
tion of a Public U tility Depart­
ment. Mr. John H. Bickley, Chief 
A uditor of The Public Service 
Commission of Maryland will be­
come associated with the firm  on 
January 1, 1927.
James Frederick White & Co., 
342 Madison Ave., New York City, 
announce the opening of an office 
in the U. S. Mortgage Co., Bldg., 
Mineola, New York.
James R. Graham, formerly of 
Columbia, S. C., has joined the staff 
of W alter Charnley & Co., 138 
Brevard Court, Charlotte, N. C.
consolidation of their practices un­
der the firm  name of McCall-Jor- 
dan Company with offices continu­
ing a t 824-825 B arnett National 
Bank Building, Jacksonville, Fla., 
301 City National Bank Building, 
Miami, Fla., and 623-625 Dixon 
Building, Norfolk, Va.
W alter Charnley & Company, 
Certified Public A c c o u n t a n t s ,  
Charlotte, N. C., announce th a t 
they are now located in their own. 
building, 138 Brevard Court, Char­
lotte, N. C.
Miller, Franklin, Basset & Com­
pany, Engineers and Accountants, 
announce the opening of an office 
in the Lincoln-Alliance Bank Bldg., 
Rochester, New York, with Thomas 
L. McLeod, C. P. A., as Resident 
Manager.
Announcement is made of the 
dissolution of the partnership of 
Kendrick, P ra tt & Co., Certified 
Public Accountants, effective De­
cember 1, 1926. Wayne Kendrick 
will continue the practice of gen­
eral accounting under his own 
name a t Suite 20 Rust Building, 
Washington, D. C.
H erbert S. Greenwood, C. P. A., 
announces th a t the accounting 
practice heretofore conducted by 
him and his son, H erbert P. Green­
wood, under the firm name of Her­
bert S. Greenwood will hereafter 
be conducted under the firm  name 
of Greenwood and Greenwood. 
The firm  announces the removal of 
offices to 1503 Evening Post Build­
ing, 75 West Street, New York.
W alter B. Bailey, C. P. A., and 
Murdo MacKenzie, C. P. A., an­
nounce the formation of a partner­
ship to continue the public ac­
counting practice of W alter B. 
Bailey, Certified Public Account­
ants, with office a t 255 California 
Street, San Francisco, Calif.
Frank Hempstead and Company, 
Accountants and Tax Counsellors, 
Washington, A tlanta and Miami, 
announce th a t C. F. Seeger, C. P. 
A., of A tlanta, has become a mem­
ber of the firm.
J. M. Jordan, C. P. A., and 
George F. McCall announce the
Joseph B. Stamp, Jr., C. P. A., 
announces the opening of an office 
for the general practice of account­
ing a t 296 Broadway, New York 
City.
Thompson, Cooper & Thompson, 
Certified Public Accountants, an­
nounce the removal of their offices 
to 1428 Charles C. Chapman Build­
ing, 756 South Broadway, Los An­
geles, California.
W. H. Teasley and John L. Reim­
er, Certified Public Accountants, 
announce the  dissolution of their 
partnership heretofore existing 
under the firm  name of Teasley, 
Reimer & Company, Los Angeles, 
California.
John L. Reimer, C. P. A., an­
nounces the opening of an office 
in Suite 1010 Western Pacific 
Building, Los Angeles, California, 
for the continuation of his public 
accounting practice.
Altschuler, Melvoin & Co., Cer­
tified Public Accountants, an­
nounce the removal of their offices 
from the W estminister Building to 
the Metropolitan Building, 134 
North La Salle Street, Chicago, 
Illinois.
J. O. Peavey, C. P. A., announces 
the opening of offices a t 386-387 
Shrine Building, Memphis, Ten­
nessee.
Robert O. Delin, C. P. A., and 
Frederick R. Coyle, C. P. A., an­
nounce the consolidation of their 
practices under the firm name of 
Delin & Coyle, 55 West 42nd Street, 
New York City, where they will 
continue in the general practice of 
accounting.
W alter E. Barton, attorney a t 
law, Investment Building, Wash­
ington, D. C., announces the 1926 
edition of Barton and Browning’s 
“Federal Income and E state Tax 
Laws.”
The Income Tax Index Service, 
Inc., of Newark, N. J., asks its  sub­
scribers to check their files now 
and if they are missing any copies 
of any of the Cumulative Bulletins 
or any copies of the Regulations of 
the Treasury Department, they 
will be glad to furnish them with­
out charge.
Ralph R. Trimarco, C. P. A., has 
recently been appointed Controller 
of Grigsby-Grunow-Hinds Co., 
m anufacturers of Electrical and 
Radio equipment a t 4540 Armitage 
Avenue, Chicago, Ill.
IN MEMORIAM
J. J. Bernard, C. P. A., (N. C.
No. 2, August 27, 1913) died a t his 
home in Raleigh, North Carolina, 
on December 16, 1926, following 
an illness of several weeks, during 
which he suffered with angina pec­
toris.
Major Bernard, who was one of 
the pioneers of the accounting pro­
fession in N orth Carolina, was a 
highly influencial factor in the re­
ligious and civic life of his city 
and State. For a number of years 
he was secretary of the North Car­
olina State Board of Accountancy 
and was president of the North Car­
olina Association of Certified Pub­
lic Accountants a t the time of his 
death. He was a charter member 
of The American Society of Cer­
tified Public Accountants.
Frank Proctor Rivers, C. P. A., 
(Georgia No. 90, November 25, 
1922) died a t his home in Valdosta, 
Georgia, on October 6, 1926.
Mr.. Rivers, who was bom in 
Genoa, Florida in 1893, received 
his Ph. B., a t Emory University 
and took postgraduate work a t the 
University of Georgia and a t Col­
umbia University. He was an En­
sign in the U. S. N. R. F., and in 
1917-1919 he was an accounting 
officer, U. S. N. Fleet Supply Base. 
For a number of years he was a 
member of the firm of Seeger, Riv­
ers & Pixton, H urt Building, Atlan­
ta, Georgia. About a year ago he 
retired from practice in an effort 
to regain his health. He is sur­
vived by his widow, Mrs. Ruth 
Christopher Rivers and a daughter, 
Frances. He was a member of the 
Georgia Society of Certified Public 
Accountants, having served as its 
Secretary during 1925, and of The 
American Society of Certified Pub­
lic Accountants.
THE SECRETARY VISITS TEN­
NESSEE
On the formal request of the 
President and the Secretary of the 
Tennessee Institute of Account­
ants, the Secretary of The Ameri­
can Society visited Memphis, Ten­
nessee for a special meeting held 
on Friday, December 10, 1926. 
This meeting had been arranged 
so as to permit the Secretary to 
meet the members of the State 
Board of Accountancy as well as 
the members of the Tennessee In­
stitu te and la ter to attend an open 
meeting to which all public ac­
countants in the State had been 
invited.
Tennessee is one of the elong­
ated states in the Union where dis­
tances are greater than in some 
others and where there has not de­
veloped as closely knit co-operation 
between the accountants of the dif­
ferent cities in the State as there 
should be. Memphis, its largest 
city, has only a bare m ajority of 
the public accountants of the State 
and it has heretofore seemed im­
possible to work out a strong state 
wide organization.
An effort is being made to rem­
edy this condition and the Secre­
ta ry  made the trip  for the purpose 
of lending encouragement to these 
plans.
A t the meeting on Friday afte r­
noon i t  was formally decided to 
effect an amalgamation of the old 
State organization, which is still 
in existence, but has been dormant 
since 1917, with the Tennessee 
Institute. I t was also decided to 
then amend the name of the Ten­
nessee Institute so as to include 
only certified public accountants. 
I t was also decided th a t while the 
closest possible working relations 
should be established with the 
registered accountants of the 
State, th a t it was not advisable 
to make associate memberships 
open to them, bu t ra ther to en­
courage them to take the examina­
tions and secure C. P. A. certifi­
cates, thus making them eligible 
to active membership. Provision 
was made for a State organization
with city chapters and one ques­
tion was left unsettled. Following 
the meeting the Secretary, togeth­
er with two of the Tennessee mem­
bers, secured the application for 
membership in the Tennessee In­
stitu te of a leading accountant in 
the city who up to this time had 
not joined the state  organization.
During the day the Secretary 
called a t the office of the Commer­
cial Appeal, one of the largest and 
most influential dailies in the 
South, and also a t the office of the 
Vice-Mayor of the city. W ith Mr. 
Mooney, the editor of the Com­
mercial Appeal up to six weeks 
ago when he died, and with Mr. 
Allen, the Vice-Mayor of the city, 
the  Secretary was acquainted by 
reason of the fact th a t each of 
them was a member of the Board 
of Trustees of the University of 
Tennessee, which institution is a 
member of the Association of Gov­
erning Boards of State Universi­
ties. The Secretary also called on 
a number of the leading bankers 
of the city, which city has been 
recently passing through a series 
of bank defalcations.
The dinner a t the Peabody Hotel 
in the evening was said to be the 
most largely attended accountants 
dinner ever held in Tennessee. 
The Commercial Appeal had th e  
following to say in its Saturday 
(December 11) issue:
BANK SAFEGUARDED BY PRIVATE 
AUDITS
N ational Accountant Talks to Local 
O rganization
“Banks and other financial institutions 
are coming more and more to  recognize 
the need of and good resu lts th a t follow 
from  the auditing of the ir books by p ri­
vate certified public accountants. Many 
of the la rger institutions a re  getting  
away from  audits conducted by the ir 
own auditing departm ents and calling in 
private certified accountants fo r the 
work. In  Memphis a t  the presen t tim e, 
i t  seems to me, the need fo r such check­
ing up of the books of banks by succeed­
ing and different firms of certified pub­
lic accountants should be obvious.”
Thus spoke D. W. Springer, Secre­
ta ry  of The Am erican Society of Certi­
fied Public Accountants, a t  a  dinner 
tendered him by the local organization
of the Tennessee In stitu te  of Certified 
Public Accountants a t the Peabody Hotel 
la s t night. Mr. Springer used the above 
pertinent and tim ely words a f te r  he had 
sketched the progress m ade by the n a ­
tional and sta te  organizations of certified 
accountants during the la s t ten  years.
He told of the laws the certified ac­
countants had procured in  the various 
sta te  legislatures th a t made fo r the up­
lifting  of the profession and fo r the pro­
tection of the public. In  view of the 
fac t th a t the need fo r accurate and tru s t­
w orthy inspection of the books of public 
corporations is increasing. Mr. Spring­
er pleaded fo r the highest development 
and closest co-operation between the  va­
rious organizations of accountants.
He was introduced to the  dinner by 
Jam es A. M atthews, of the local firm 
of certified public accountants bearing 
his nam e, who presided m ost gracefully 
as toastm aster. Mr. M atthews was m ost 
felicitous, indeed, in his introductions 
and embellished each w ith an ap t story 
th a t kep t the diners in good humor.
Maj. Thomas H. Allen, commissioner 
of fire and police, welcomed Mr. Springer 
to the city. He was followed by Abe 
Lewis, of the Bank of  Commerce, in  a 
brief bu t happy address. O thers who 
spoke were J . A. Grannis, secretary of 
the sta te  board of accountants, Hale 
Jones, of the Homer K. Jones concern, 
and others.
Mr. Springer arrived yesterday and 
was shown through the city by Maj. 
Allen and local accountants. He spoke 
on problems of public accounting a t a 
business m eeting of the local organiza­
tion during the afternoon.
One of the editorial writers, 
Wm. H. Adler, who had been with 
the Commercial Appeal for twenty- 
five years, was present and made 
a few interesting remarks, but 
with becoming modesty did not list 
himself among those who spoke. 
Mr. Lewis to whom he referred is 
Vice-President of the Bank of 
Commerce and Trust Company.
A NUTTY BALANCE SHEET
By de squoilles he made inquirriz 
How’ll gonna be de weenter.
Gave de squoilles a henswer proutly, 
“ Hall de signs w itt hindications 
Pointing to a beezy sizzon,
Reech w itt prosperous a hera,
W itt a houtlook hoptimeestic.
In  de trizz we got depositts,
W ot i t  feegures opp a  tu ttle  
Feefty-savan tousand hacom s;
Ulso from  seex tousand wallnots 
Stends a  K epital w itt Soiploss.
—H iaw atta, W itt No Odder Poems.
MILT GROSS.
THE SECRETARY VISITS 
MARYLAND
On Tuesday evening, December 
14, the certified public accountants 
and public accountants of Mary­
land gathered for a dinner in the 
ball room of the Southern Hotel, 
Baltimore, under the auspices of 
the Maryland Association of Cer­
tified Public Accountants. About 
150 responded to the invitation 
which was extended to all persons 
registered by the Board of Exami­
ners of Public Accountants of the 
State of Maryland.
A fter doing justice to the very 
excellent menu which had been 
prepared, Charles C. Croggon, 
President of the Maryland Asso­
ciation of Certified Public Account­
ants, acting as toastm aster, s ta r t­
ed the program of the evening by 
introducing John T. McCaslin, an 
entertainer. Mr. McCaslin placed 
the entire audience in a good hu­
mor preparatory to the introduc­
tion of the Secretary of The Am­
erican Society of Certified Public 
Accountants, who spoke on the 
general topic, “Public Account­
ancy.”
The Secretary in discussing this 
subject, dwelt on the four-fold re­
lation of the public accountant to 
the public, to his client, to the pro­
fession a t large, and to his com­
petitor, in an effort to show the 
various responsibilities which the 
state-recognized public account­
ant should consider in his dealings 
with each of the four groups men­
tioned. He endeavored to present 
a setting calling for the highest 
esprit de corps on the part of those 
whom the State of Maryland had 
officially granted the right to prac­
tice under the first state regula­
tory accounting law enacted in 
this country.
F. L. Sweetser, Vice President 
of the National Association of Cost 
Accountants, whose regular occu­
pation is th a t of General Manager 
of the Duchess Manufacturing 
Company of Poughkeepsie, New 
York, discussed “W hat the Execu­
tive Expects his Cost System to
Do.” His first suggestion was tha t 
all information which is furnished 
should arouse enthusiasm in the 
organization. Information which 
does not arouse enthusiasm is val­
ueless. Sufficient time and effort 
should, therefore, be taken to so 
explain the m aterial which the 
cost system has produced as tha t 
it will carry with it a punch.
The second point stressed was 
that any transaction which is nec­
essary, following a revelation of 
the cost system, should be carried 
through without a disagreeable 
situation arising. When a change 
has been found necessary, there­
fore, the method by which it can 
be sucessfully effected is import­
ant and suggestions as to method 
are as im portant in a cost system 
report as presentation of facts.
The plan of accounting in any 
cost system should follow the or­
ganization and if it does not, any 
reports presented should carefully 
show where it does not.
The prime object of a cost ac­
counting system should be to make 
people think. They will not think 
unless they have accurate informa­
tion. Cost systems, in order to 
give accurate information, should 
be sufficiently broad to control the 
situation as well as to present an 
analysis based on proper distribu­
tion and, in order to be of the 
greatest value, m ust be compara­
tive in form. The lack of compari­
sons has ofttimes vitiated an other­
wise good cost system.
A system th a t does not insure 
accuracy and induce action is faul­
ty. Pride is a fru itfu l source of 
action. A proper presentation, 
therefore, of departmental costs, 
is apt to furnish the several de­
partm ent managers w ith the need­
ed prod.
Hope is one of the greatest ene­
mies of inaction. The man with­
out hope does not care to know 
the facts. Standards should, there­
fore, be established and compari­
sons made on w hat conditions 
should be, and not entirely based 
on past averages. Past averages
are of value only insofar as they 
point to fu ture action.
In closing, he stressed the idea 
th a t persons dealing with costs 
should always keep in touch with 
outside affairs in order th a t they 
may better be able to humanize 
the data which is presented. Mere 
figures are lifeless, but figures plus 
the proper relationship settings 
are vital.
J. Thomas Lyons, Sales Manager 
of the Finance Service Company 
of Baltimore, presented an ex­
tremely interesting talk on “The 
Unaccountable.” It was of ex­
treme value to those who heard it 
but, lacking the personality of the 
presentation, as it must in cold 
type, the address readily falls into 
the realm of the “unreportable.” 
He introduced his remarks by a 
series of illustrations and stories, 
all of which showed th a t many of 
our most common occurrences can 
readily be classed as “unaccount­
able.”
He spoke of Americans as a na­
tion of bluffers, continually en­
gaged in the business of running 
away from the man lower down 
in either the business, social or 
political scale, and chasing the man 
higher up. Most of us are en­
gaged in getting ready to live next 
month, or next year, or ten years 
from now instead of being engaged 
in the very pleasant occupation of 
living today.
He averred th a t cooperation is 
the only thing th a t will solve all 
the problems with which mankind 
is surrounded and tha t it  is im­
possible for anyone to get any­
thing out of any situation unless 
he is willing to put something in 
it. The battle of business is no 
longer fought with merchandise 
but now it is being fought with 
organization. Organizations are 
good or bad ju st in proportion as 
cooperation is present or absent. 
Physical ability is usually regu­
lated by the opinion of our family 
doctor. Confidence in our legal 
status is usually regulated by the 
opinion of our attorney and confi­
dence in our financial condition is
coming more and more to be regu­
lated by the opinion of our account­
ant. The stigm a of one man’s acts 
is felt by the entire organization, 
therefore, each man should give to 
his job, no m atter what it is, the 
best th a t he has. We should all 
be thinking men. Only our own in­
dividual life, wrongly lived, can 
make any of us miserable.
Hon. Charles R. Arundell, mem­
ber United States Board of Tax
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A d v e r t i s i n g  c o p y  f o r  t h i s  p a g e  s h o u ld  
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ACCOUNTANTS.—Leading firm of cer­
tified public accountants desires to ob­
ta in  several in charge, tax, senior as­
sistant, and jun ior assistan t account­
ants. Replies m ust be concise and 
sta te  in  order—Name, address, te le­
phone, age, religion, education, experi­
ence, p resen t connection, sa lary  ex­
pectation, and how soon available. Box 
158 TH E CERTIFIED  PUBLIC AC­
COUNTANT.
LEADING FIRM  OF N EW  YORK CER­
T IF IE D  PUBLIC ACCOUNTANTS 
offer th e ir  New York City offices, well 
located, as resident office fo r Account­
an ts of other S tates, or the use of 
the ir organization to  handle Account­
an ts’ E astern  engagem ents.—Box 159 
THE CER TIFIED  PUBLIC AC­
COUNTANT.
PAR TNER SH IP CONNECTION: C. P.
A. w ith fifteen years’ experience in  ac­
counting and holding a Wisconsin cer­
tificate, desires to m ake partnersh ip  
connections w ith a  firm in Wisconsin, 
Illinois, Ohio, or Oklahoma. Is now 
a  member of the staff of a  la rge firm 
in Chicago. Qualified in  audit, system, 
and tax  work. Can furnish  from  
$2,000 to $3,000 cash, as additional 
working capital.—Box 160, TH E CER­
T IF IED  PUBLIC ACCOUNTANT.
CER TIFIED  PUBLIC ACCOUNTANT— 
OHIO—Member American Society of 
Certified Public Accountants and Ohio 
Society of Certified Public Account­
ants, wishes position on staff of C erti­
fied Public Accountant. Now practic­
ing. Excellent reasons fo r desiring 
change. Box 161, CERTIFIED PUB­
LIC ACCOUNTANT.
JUNIOR AUDITING
By Samuel F. Racine, C. P. A.
Dean of the W estern Institu te  of 
Accountancy, Commerce and 
Finance.
A new te x t on Auditing of Jun ior 
grade, w ritten  by a Certified Pub­
lic Accountant who has been em­
ploying and teaching accountants 
fo r nearly  tw enty years and who 
is exceptionally well qualified to 
guide and advise persons ju s t en­
te ring  the profession.
The bulletin issued by the Fed- 
deral Reserve Board outlining the 
requirem ents of a  balance sheet 
audit is the  basis of the tex t; all 
im portant parts  thereof being 
quoted in detail. This has been 
amplified by a  fu ll and complete 
discussion of each topic by Mr. 
Racine.
Colleges and schools requiring a 
non-technical book of Jun ior grade 
will find th is tex t adm irably su it­
able to the ir needs.
P racticing accountants will wel­
come the tex t and find i t  valuable 
as a m anual fo r the ir Juniors.
Small compact type has been 
used to make the book convenient 
to carry.
236 pages—6 x 9
$3.00 prepaid from Seattle Office.
THE WESTERN INSTITUTE OF 
ACCOUNTANCY, COMMERCE & FINANCE
Leary Bldg.
Seattle, W ash.
T a co m a  B ld g .  U n d e r w o o d  B ld g .  
T a c o m a , W a s h . S a n  F r a n s ic o ,  C a lif .
HOTEL LAFAYETTE
Sixteenth and I Streets 
Washington, D. C.
CENTRALLY LOCATED
Within three blocks of Treasury Department
A Complete Tax Library 
Available for use of guests.
W rite or Wire for Reservations.
MODERATE RATES
Appeals, spoke on “The Work of 
the Board of Tax Appeals,” out­
lining the efforts which had been 
made by the government, through 
this medium, to afford the tax ­
payer an opportunity to present 
his cases with as little formality 
as is possible, in order to permit 
the case to be taken to a court 
for review if thought advisable.
Between each of the talks the
Peerless Trio furnished delightful 
musical selections. Both before 
and afte r the dinner and program 
opportunity was presented for so­
cial mingling, and the meeting to­
gether of both certified and uncer­
tified public accountants on occa­
sions like this is heartily commend­
ed to all State Societies as worthy 
of emulation in such manner as 
local conditions permit.
N o w  R eady \
“The Income Tax H andbook For A ccountants” 
Robert H. Montgomery’s
1927 Income Tax Procedure
E v e r y t h i n g  needed toprepare, safeguard, and defend the most compli­
cated return. It embodies all 
the  merits th a t have made the 
volume so widely used by ac­
countants in previous years, plus 
notable improvements from ex­
perience.
Includes the new m aterial which 
bears on every question you have 
this year—the new 1926 law and the 
new Treasury regulations; Treasury 
rulings, Court and Board of Tax Ap­
peals decisions handed down in the 
past year.
The procedure before the Treasury 
Department, the Board of Tax Ap­
peals, and the Federal Courts is for 
convenience in use brought together 
in a separate volume. Covers papers, 
specimens of forms required, and type 
of evidence necessary.
Gives Everything You Need
W ith the new law in force, th is 11th 
annual edition of Mr. Montgomery’s 
famous tax book is of vital import­
ance to accountants and all -  —  
concerned w ith important 
tax questions. Meets every 
accounting and legal require­
ment. Two volumes, 2068 
pages.
It is the personal work of an ac­
countant and lawyer who is one of the 
very highest authorities in the field. 
Up to the minute in every respect; 
designed for use all through the year.
Interprets  the law and official rul­
ings into positive trustworthy, and 
easily followed statem ents of rights 
and procedure. The only tax publi­
cation which summarizes and weighs 
all the considerations involved and 
gives you a direct, decisive answer.
Order Your Copy Now
The books are now ready—enabling 
you to begin w ithout delay your work 
on 1926 returns. Price is $16.00—a 
small fraction of the value in prepar­
ing and safeguarding any return of 
importance.
You want your copy as soon as 
possible in order to secure the m axi­
mum benefit of the protection it 
affords. Your letter or the order 
form below w ill insure delivery  
promptly. Orders accompanied by 
cash w ill naturally  be the first ones 
to be filled.
“No other tax  publication 
replaces M ontgomery’s.”
_ _ E X A M I N A T I O N  O R D E R
The Ronald Press Company
Publishers 
15  E a s t  2 6 th  S t ., N e w  Y o r k , N . Y .
T H E  R O N A L D  P R E S S  C O M PA N Y  
15 E a s t  2 6 th  S tr e e t ,  N e w  Y o r k , N . Y .
Y o u  m a y  s e n d  m e , p o s tp a i d ,  a  c o p y  o f  
M o n tg o m e r y ’s  1927 IN C O M E  T A X  P R O C E D ­
U R E  ( in  tw o  v o lu m e s ) .  W i t h i n  f iv e  d a y s  
a f t e r  r e c e i v i n g  i t ,  I  w i l l  e i t h e r  r e t u r n  t h e  
b o o k  to  y o u  o r  w i l l  r e m i t  t h e  p r ic e ,  $16.00.
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NOTES
We hope that each reader will take to himself as 
a personal sentiment the quotation which we are car­
rying on our cover page. There is a worthy ideal for 
every public accountant. Find it and follow it.
Early in January Senator Couzens introduced a bill 
to transfer the authority to audit claims for tax re­
funds from the office of the Commissioner of Internal 
Revenue to the office of the Comptroller General of the 
United States.
There is now before the Senate an amendment to 
the Deficiency Appropriation bill, presented by Senator 
McKellar, which provides that no part of the appro­
priation shall be used to pay any claim in excess of 
$50,000 until such claim shall be approved by the 
Comptroller General of the United States in accord­
ance with existing law.
It is evident that some of the Senators, at least, 
are endeavoring to make it as hard as possible for 
Uncle Sam to pay his just debts.
Following conferences of committees representing 
the District of Columbia Institute of Certified Public 
Accountants and The American Society of Certified 
Public Accountants, a weekly luncheon has been ar­
ranged a t the City Club, 1320 G Street N. W., Wash­
ington, D. C. A C. P. A. table has been reserved for 
each Wednesday at half-past twelve. A cordial invi­
tation to be present is extended to all C. P. A’s who 
may be in the city that day. It is suggested that 
certified men from outside the city, if they do not 
have time to make a personal visit to the office of 
The American Society prior to the luncheon hour, call 
us by phone so that we may know of their expected 
presence.
OBSERVATIONS
I N 1924 a newly discovered and for the first time printed Journal or Diary of Nicholas Cresswell 
was published. He was a young Englishman who in 
April, 1774, then 24 years old, sailed to America. He 
remained in this country until the summer of 1777, 
when he returned to England. He was therefore in
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a personal sentiment the quotation which we are car­
rying on our cover page. There is a worthy ideal for 
every public accountant. Find i t  and follow it.
Early in January Senator Couzens introduced a bill 
to transfer the authority to audit claims for tax  re­
funds from the office of the Commissioner of Internal 
Revenue to the office of the Comptroller General of the 
United States.
There is now before the Senate an amendment to 
the Deficiency Appropriation bill, presented by Senator 
McKellar, which provides tha t no part of the appro­
priation shall be used to pay any claim in excess of 
$50,000 until such claim shall be approved by the 
Comptroller General of the United States in accord­
ance with existing law.
It is evident th a t some of the Senators, a t least, 
are endeavoring to make it  as hard as possible for 
Uncle Sam to pay his ju s t debts.
Following conferences of committees representing 
the District of Columbia Institute of Certified Public 
Accountants and The American Society of Certified 
Public Accountants, a weekly luncheon has been ar­
ranged a t the City Club, 1320 G Street N. W., Wash­
ington, D. C. A C. P. A. table has been reserved for 
each Wednesday a t half-past twelve. A cordial invi­
tation to be present is extended to all C. P. A’s who 
may be in the city th a t day. I t is suggested th a t 
certified men from outside the city, if they do not 
have time to make a personal visit to the office of 
The American Society prior to  the luncheon hour, call 
us by phone so th a t we may know of their expected 
presence.
OBSERVATIONS
I N 1924 a newly discovered and for the firs t time printed Journal or Diary of Nicholas Cresswell 
was published. He was a young Englishman who in 
April, 1774, then 24 years old, sailed to America. He 
remained in this country until the summer of 1777, 
when he returned to England. He was therefore in
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th is  country during the firs t two years of the Revolu­
tionary W ar and the trying period th a t preceded the 
war. His sympathies were entirely with his native 
land. His observation as to conditions in the Colonies 
was therefore from an entirely different viewpoint 
from th a t found in our American histories. While 
not directly so stated, it would appear th a t Cresswell’s 
education had been th a t of a young English gentle­
man with some specialization in mathematics and en­
gineering subjects. His observations were particular­
ly keen, as may be noted from the following quota­
tions:
Observation in respect to farming in M aryland:
“W ent to see them  reap W heat. The g rea test slovens I ever 
saw, believe th a t one-fourth p a r t  is le ft on th e  Field uncut. 
Some of them  mow i t  w ith sticks fixed on the scythe in  parallel 
lines to lay  the g rain  straigh t. This makes worse havoc than  
the  reapers. The g ra in  is bu t indifferent and the ir crop very 
ligh t, seldom th a t they get seven bushels from  an acre, but 
they  pu t i t  into the ground in  such a  slovenly m anner without 
any  m anure, i t  is a  wonder th a t they g e t any.”
Observation in respect to slavery:
“W ent ashore and saw a  Cargo of Slaves land. One of the 
m ost shocking sights I  ever saw. About 400 Men, Women and 
Children, brought from  th e ir  native country, deprived of the ir 
liberty , and themselves and posterity  become the property of 
cruel strangers Without a  probability of ever enjoying the 
Blessing of Freedom  again, or a rig h t of complaining, be the ir 
sufferings ever so g reat. The idea is horrid  and the Practice 
unjust. They were all naked, except a  small piece of blue 
cloth about a  foot broad to cover the ir nakedness, and appear 
much dejected.”
If Nicholas had lived 150 years later we would all 
have been glad to engage him as a Junior Accountant. 
He had the power of keen perception and close analy­
sis which is so necessary in our profession. In these 
days of universal accounting education there is no 
difficulty in obtaining Juniors thoroughly fam iliar 
w ith the theories of accounting practice. I t is also 
not difficult to obtain such applicants with actual 
bookkeeping experience. I t is, however, very difficult 
to obtain Juniors who, in addition to an accounting 
education and bookkeeping experience have eyes th a t
see all th a t they should see and ears th a t hear all th a t 
they should hear.
That young Nicholas also had a quality th a t is very 
much needed in our profession, namely, the faculty 
of disabusing oneself of preconceived notions is evi­
dent in his comment with respect to certain Scotch­
men with whom he came in contact:
“These are all Scotchmen, to which nation I  had a particu lar 
dislike, owing to the prejudice of my education. I  was tau g h t 
to  look upon them  as a  set of m en divested of common hu­
m anity, ungenerous and unprincipled. I  have always found 
them  the reverse of all this, and I m ost heartily  condemn this 
pernicious system  of education by which we are tau g h t to  look 
upon the inhabitants of a  different nation, language or com­
plexion, as a set of beings f a r  inferior to our own. This is a  
most illiberal and confined sentim ent, fo r hum an natu re  is in­
variably the same throughout the whole hum an species, from  
the sooty A fricans down to the fa ir  European, allowance being 
made fo r the ir different customs, m anners and education.”
Nicholas was in every sense a Nationalist. His love 
and his loyalty to his native England was so great 
tha t he was never able to appreciate the underlying 
principles which motivated the Colonists. His experi­
ences, therefore, were not always pleasant, and it was 
no wonder th a t he referred to the “Slebers,” (Rebels 
spelled backwards,) in very unflattering terms. A fter 
threatened arrest and a number of trying adventures, 
he managed in 1777 to reach the British Fleet and 
while there safe from the Colonists he obtained a Vir­
ginia paper containing an offer of reward for his cap­
ture and return to the Colonists. In spite of his ex­
periences he maintained the ability to judge fairly his 
opponents, as will be seen from the following com­
ments in respect to George W ashington:
“News th a t our A rm y has surprised W ashington and taken 
him prisoner. A fraid  i t  is too good to be authentic. H is 
g rea t caution will always prevent him  being made a  prisoner to 
our inactive General. W ashington is certainly a  m ost sur­
prising man, one of N atu re’s geniuses, a  Heaven-born General, 
if  there is any of th a t sort. T hat a  N egro-driver should, w ith 
a  ragged B anditti of undisciplined people, the scum and refuse 
of all nations on earth , so long keep a  British General a t  bay, 
nay, even, oblige him, w ith as fine an arm y of V eteran Soldiers 
as ever England had on the American Continent, to re trea t—it  
is astonishing. I t  is too much.
“He keeps an excellent table and a  stranger, le t him  be of 
w hat Country or nation, he will always m eet w ith a  m ost hos­
pitable reception a t  it. His entertainm ents were always con­
ducted w ith the m ost regu larity  and in  the genteelest m anner 
of any I  ever was a t  on the Continent (and I  have been a t  
several of them, th a t is, before he was made a  General.) Tem­
perance he always observed, w as always cool-headed and ex­
ceedingly cautious him self, bu t took g rea t pleasure in  seeing 
his friends entertained in  the  w ay m ost agreeable to them ­
selves. His lady is of a  hospitable disposition, always good- j 
humored and cheerful, and seems to  be actuated by the same 
motives w ith him self, but she is ra th e r of a more lively dis­
position. They are  to all appearances a happy pair.”
The observations w ritten during the period from 
1774 to 1777 do not bear out the statem ents of pres­
ent historians as to the drinking proclivities of Gen­
eral George Washington. Only a truly great charac- 
te r can judge fairly and generously of his opponents 
and antagonists. FRANK WILBUR MAIN.
Two Pioneers of Accountancy
T WO German authors, G. D. Augspurg, of Bremen, and 
George Kurzbauer, of Vienna, have 
hit upon the way to a  natural 
theory of double entry bookkeep­
ing which is in full agreement with 
the facts and is free from fictions 
and suppositions. 
G. D. Augspurg released a work 
in 1861(1) under the title, “Die 
Kaufmannische Buchhaltung, zu- 
nachst fu r den Geschaftsgang der 
Handestadte,” in which double en­
try  bookkeeping was considered in 
detail from a new standpoint. In 
the preface, which is dated Janu­
ary, 1852, Augspurg expresses him­
self in this noteworthy w ay:
“At the beginning of h is business 
career, the author eagerly sought in ­
structions w hich w ould unlock the sec­
rets of Journals and L edgers for him , 
but his search w as only partially  sa tis­
factory, if  not w holly fru itless. Am ong  
many w orks on bookkeeping there were 
some whose authors, as practical book­
keepers, understood how to use th e  
science, but not how to present it  co­
herently and who gave only a practical 
presentation w ith a few  rules more or 
less incomprehensible to the beginner, 
or criticism s of other sim ilar works still 
less su itable to the beginner. Other 
works w hich w ere w ritten  by schoolm en  
or other scholars necessarily  fe ll short 
in the treatm ent of practical m atters—  
were even erroneous here and there in  
spite of the au thors’ care in explaining  
the system — so that these books also 
would not be in  position to answer in a 
satisfactory way the questions and 
doubts of beginners. B oth kinds of 
textbooks in the end lim ited them selves 
to show ing “how it  was done” w ithout 
explaining to the student “w hy it was 
done th u s;” i. e. they sought, each in  
its own way, to m ake the student fam ­
iliar w ith the system , yet without 
placing clearly before him  the real 
basis thereof. E ven if  he finally  de­
veloped sk ill in  keeping books through  
practice, the real basic science w ould be 
still closed to him , and yet th is is  the 
only source from w hich the student can 
draw satisfactory gu idance.”
This book, which will be given
(1) According to Dr. Josef Schrott’s 
Lehrbuch der V errechungsw issenschaft, 
the first edition appeared in  1852. I 
have before me only the second edition
of 1872. (F ootnote by H u gli.)
T ranslated by A. C. LITTLETON, C. P.
A., University of Illinois.
W hen one first looks into the h is­
torical development of Accountancy he 
is lik ely  to be astonished by the com ­
pleteness of the double entry bookkeep­
ing of long ago, and also by the re­
cency of anything w hich could be called  
“A ccountancy.” Double E ntry is  
known to have been practiced early in  
the 15th century, but for over 400 years 
it  rem ained m erely bookkeeping— say 
from  1450 to 1850. B ut recent as this 
later date m ay seem  in com parison, it 
m arks only the beginning of those d is­
cussions concerning the fundam ental 
nature of double entry w hich led direct­
ly to much clearer concepts of book­
keeping processes and purposes, and 
thence, indirectly , into new  subject m at­
ter— Accountancy.
U ndoubtedly m any other factors con­
tributed to the form ulation of Ac­
countancy out of Bookkeeping as a 
base— and som e of them  may even have 
been present before 1850— but it was 
not until about that tim e that intim a­
tions of the com ing expansion of rou­
tine bookkeeping began to appear in  
the literature of the subject. Some of 
these early excursions into theory are 
reproduced in  the paragraphs to follow .
Shortly before 1900 a Sw iss govern­
m ental accountant nam ed H ugli made 
an extended exam ination of the book­
keeping literature then available in  
French, Ita lian  and German. H is ob­
servations w ere published from  tim e to 
tim e in numerous magazine articles and 
in several books. A m ong the articles 
was one published in 1898 entitled , 
“Zwei P adfinder,” in w hich the ac­
countant quoted extensively  from  tw o  
German bookkeeping texts w hich were 
dated in  the original ed itions about 
1850. The ideas of the earlier w riters 
w hich w ere quoted w ere very su gges­
tive of later developm ents in bookkeep­
ing theory, although  then apparently  
much in advance of the tim es.
T his article is  here reproduced al­
m ost in  its  entirety, the translation  be­
ing based upon a collection  of H u gli’s 
articles called “B uchhaltungsstud ien ,” 
published in  Sw itzerland in  1900. 
(T ranslator’s N ote.)
an honorable place in bookkeeping 
history, is divided into three p a r ts : 
(1) Theoretical p a rt; (2) the 
books and their use; and (3) the 
application of bookkeeping to busi­
ness activity. The double entry 
system of bookkeeping is discussed
in the second section of the first 
part. We quote here the follow­
ing passages (sec. 75-77):
“The Double Entry system  of Book­
keeping consists ch iefly  in keeping side 
by side tw o sets of accounts, th e  one for 
Proprietorship [V ermogen]  (2) and the 
other for the individual item s of prop­
erty, and in  proving by the reciprocal 
agreement (3) of these two sets of ac­
counts, the m athem atical correctness of 
the resu lts achieved.
“The question then arises: according  
to w hat general principles are th ese  
two sets of accounts to be kept? W e 
already know that th is m ust be done 
particularly by charges and credits to  
the accounts.
“They can be treated  either as being  
sim ilar or dissim ilar.
“ If we take th e first case it  w ill fo l­
low  upon a little  consideration that ju st 
as it is  im possible to deliver the sam e 
article to two different people at the 
sam e tim e, it  is  im possible to charge an  
article at the sam e tim e to two different 
accounts, because they have to exercise  
an opposite effect upon each other and 
a system atic control of the one over the  
other, since th ey  are reciprocally re­
lated.
“There rem ains the other treat­
m ent— to consider them  as dissim ilar,
i. e. as opposing quantities, or in  other 
words, to prove the one as creditor op­
posite to  th e other as debitor, in such  
a w ay that as soon as the one is credited  
the other m ust be charged and vice- 
versa.
“Accordingly we establish as the basis 
of the w hole system  the principle that 
the account for the investm ent as a 
w hole, called the capital account, stands 
as creditor opposite to the accounts of 
positive property (a ssets) and as debi-
(2 ) The phrases in brackets here and  
later are inserted  by the translator.
(3) “Reciprocal agreem ent of these 
accounts. . .” That is to say, Proprietor­
ship w ith  its  plus side on the right, 
m inus side on the left, and Property  
w ith sides reversed, plus on the left, 
m inus on the right, preserve a constant 
equilibrium . W e can see now th at th is  
relationship also im plies that the net 
profit of a period added to the Prop­
rietorship at the beginning of the per­
iod “proves the m athem atical correct­
n ess” by producing a figure (P rop- 
rietorship at the end of the period) 
w hich w ill bring the two sides of the  
B alance Sheet into equilibrium . B ut 
th is concept o f double entry apparently  
is not in  the author’s mind. (T ransla­
tor’s  n ote.)
to r  opposite to  the negative property  
(liab ilities,) which accounts we w ant to 
designate by the  collective nam e, P rop­
erty  Accounts [B esitz-C onten].”
Here for the first time were 
sharply differentiated and con­
trasted the two groups of double 
entry accounts, i. e., the accounts 
of net worth (related to the capi­
tal account) and the real accounts 
(accounts of assets and liabilities), 
or, as Augspurg called them, 
“Property Accounts.” Later Aug­
spurg gives a summary of accounts 
showing how they arise in busi­
ness and classified them (secs. 130 
and 152) into two groups as above, 
so th a t the differentiation given 
above leaves nothing more to be 
desired in the way of exactness 
and clearness.
Augspurg also understood very 
well th a t the debit side received 
the negative entries and the credit 
side the positive entries in the 
nominal accounts, while in the real 
accounts this was reversed—“dis­
similar treatm ent,” as he termed 
it.
This differentiation of the two 
groups of double entry accounts 
and the setting of them in contrast 
was a great step in advance. I t is 
the disclosure of the foundation of 
double entry.
But Augspurg was in advance 
of his time and found few sup­
porters for this theory.
“A fter he had published h is work on 
the correct explanation of the book­
keeping system , it becam e evident that 
it  was either not understood or that 
readers did not w ant to understand. 
The tim e-honored instruction  books 
w ere laid as m odels beside h is work and 
since the contents o f the form er did not 
coincide w ith the presentation  of the  
new  theory, the latter apparently was 
regarded as an arrogance of the author  
in opposing the established m ethod of 
instruction  in  such a w holly  preverted  
w ay.”
So great is the influence of long- 
held views, th a t the idea of “every 
debitor has his creditor” was an 
obstacle to Augspurg’s own com­
plete grasp of the correct basis of 
the relationship of the two groups 
of accounts, which in the final 
analysis, lies in the fact th a t net 
worth is the difference between
the assets and liabilities. Ac­
companying this idea was a view, 
which had great reasemblance to 
the “business entity theory.”
“ In opening the acounting one can 
im agine that at first the w hole of the  
property is united in  the possession  of 
the Capital A ccount and that the ad­
m inistration  of the assets and liab ilities  
is g iven  over to the Property A ccounts.” 
(Sec. 80.)
In a note to section 77 he says 
of property accounts—
".  . Strictly speaking, they are ac­
counts of stewardship [verw altende  
conten ] since basicly they represent 
only a loan from  a capital account.”
The book also contains an inac­
curate conception of single entry 
and its relation to double entry. 
The la tte r is called the “syste­
matic,” in contrast to the former 
as the “unsystematic” and incom­
plete, system; a view, moreover, 
which is again found in the works 
of later and even modern authors, 
especially those who are merely 
considering double entry. In other 
respects, Augspurg’s work is still 
an admirable book even today. It 
bears the marks of a practical ex­
perience of unusual abundance.
A t about the same time as Aug­
spurg, but unconfused by the terms 
“Debitor and Creditor,” George 
Kurzbauer stated the relation of 
the two groups of double entry ac­
counts with great clearness in his 
textbook on single and double en­
try  bookkeeping, and, still more 
completely it seems, in his tex t­
book on mercantile bookkeeping 
(which, according to Dr. Joseph 
Schrott, appeared in 1850). The 
la tter work is inaccessible to me, 
and of the former I can only cite 
the fourth edition (1882) pub­
lished by Max Kurzbauer. How­
ever, this contains the preface to 
the edition of 1867, and here we 
read:
“I have determ ined to give in this 
place, especially  for the teacher of this 
subject, a concise statem ent of my 
herein contained theory of bookkeep­
ing, w hich departs w idely from  form er 
m ethods of explanation, and to dem on­
strate the teach ing advantage arising  
out of it.
“P reviously  sin g le  and double entry  
bookkeeping w ere explained as differing  
only in  form — that is to say, the form er
entering transactions in  sin g le  item s, 
the latter in  pairs. As the m eans of 
find ing the debitor and creditor w hich  
belonged to every transaction to be 
entered according to the double entry  
m ethod, personification  of the accounts 
was brought in, w ith the result that for 
every entry the students had to ask  
them selves the question: ‘W hich ac­
count receives and w hich account 
g ives? ’ Experienced teachers agree  
w ith  me that th is explanation w ill su f­
fice w ell enough for sim ple cases, where  
for each item  received an equal value  
is given or placed to one’s credit, or vice- 
versa, but not for other cases in mer­
cantile affairs, and still less in  indus­
tria l affairs and agriculture. The usual 
division of ledger accounts (apart from  
the ancient division into dead and live  
accounts) into Principal A ccounts, Ac­
counts w ith Things, and P ersonal Ac­
counts is not sufficient, since accounts 
thus grouped together have nothing in  
comm on in w hat is entered therein  or 
in  closing, nor can they be differentiated  
either by the entries or by the closing.
“In the general principles of book­
keeping given  in  the first chapter of 
th is work, the classification  of accounts 
was derived from the essentia l purposes 
of bookkeeping. Books are kept either  
for the purpose of learning from them  
from  tim e to tim e the am ounts of the  
different kinds of property and of hav­
ing a record of the changes therein, or 
for the purpose of learning from  them  
w hat results (profits or lo sses) par­
ticular d ivisions of the business pro­
duce. From  this came two essen tia lly  
different kinds of bookkeeping. The 
ledger of the first kind contains real 
accounts [ V erm ogensbestandteile] in  
w hich are entered the properties ac­
quired and given up; the ledger ac­
counts of the second kind denote phases 
of the business and in them  are entered  
the receipts [incom es?] and payments 
[expense?] which these phases of the 
business g ive rise to.
“Each of these types of bookkeeping  
is a  simple one [ eine einfache] (4).
But in order to attain  both objects at 
the sam e tim e, both kinds of bookkeep­
ing are brought into a close union in  
one system , and out of th is arises the  
purport as w ell as the form  of double 
entry bookkeeping.
“Since in practical business the first  
kind of bookkeeping (i. e. w ith  real ac­
counts) is practiced in connection w ith  
both sin gle  entry and double entry, the  
reader m ight easily  get the idea that I 
m ust have built up in my own im agina-
(4 )“Einfach” means either simple 
or sin gle , hence the sense of th is sen­
tence and the next one, is that two 
kinds of “single entry” when properly  
united form  “double entry.” (T ransla­
tor’s note.)
tion a non-existing system  of bookkeep­
ing to support m y theory. This is not 
the case. Of course the second kind of 
bookkeeping, P rofit and Loss A ccount­
ing, [Erfolgsbuchhaltung] is  not prac­
ticed in actual business for itse lf alone 
since the m erchant m ust o f necessity  
keep records also of h is  assets [Be- 
standsbuchung.] If the m e r c h a n t  
wants to attain th is second object [com­
putation of profits] as w ell as the first 
[recording assets and liab ilities] he 
uses double entry. On the other hand, 
in the ease of small, industrial and agri­
cultural enterprises, w here ass e t ac­
counting w ould be superfluous because 
the assets are self-evident, the second  
kind of bookkeeping is satisfactory and 
in comm on use.
“In my larger work on bookkeeping  
(second edition 1864) I have show n and 
explained the principles and form s of 
Profit and Loss A ccounting and shown  
that the principles of asset accounting  
and of profit and loss accounting are 
applied to  double entry bookkeeping  
with such com plete satisfaction  that 
only the form ulas for the entries have 
to be tau gh t.”
In the first chapter (5), contain­
ing the general principles of book­
keeping, Kurzbauer gives the fol­
lowing definition of the two groups 
of accounts:
“Accounts are divided according to 
their m eaning into tw o very different 
classes. One class denotes R eal Ac­
counts, [ Verm ogensbestandteile] and 
in these accounts are entered in detail 
the incom ing and outgoing item s of 
property. The resu lt of closing these  
accounts is to give the balance of stock  
on hand; in general, th at is  to say, it 
gives the rem ainder of the incom ing  
and outgoing values in  the specific ac­
counts concerned. They are called  
therefore “B estandconten” [i. e. Ac­
counts w ith rem ainders”— A sset and 
L iability A ccounts.] The second group 
of accounts, on the other hand, indi­
cates certain aspects of business m an­
agement [G eschaftszw eige des Handels- 
betriebs] and in these accounts are en­
tered the receipts (E innahm en) and 
payments (A usgabe)(6) which were
(5 ) The fact that these defin itions  
are from the 1882 edition  published by 
the author’s brother raises the question  
of w hether the ideas expressed can be 
accepted as representing the author’s 
grasp of double entry as of 1850. 
(T ranslator’s n ote.)
(6 ) In explanation of the incorrect 
application of term s according to m od­
ern usage, H ugli here adds th is note: 
“i. e. incomes and expenses.” [E in trage  
and K osten ] .
caused by the aspect of the business in­
dicated by the account titles . The clos­
in g  of these accounts show s the resu lt­
ant of the recorded receipts and pay­
m ents, that is, the gain  or lo ss of d ivi­
sions of the business, or in  general “The 
R esults” [E rfo lge]. These accounts, 
therefore, are called ‘E rfolgsconten ,' 
[ “Accounts of Results,” i. e. profit and 
loss, or nominal, accounts.]
The basic reason why in Double 
E n try  the sum of the debits must 
be equal to the sum of the credits, 
Kurzbauer only intimated in his 
textbook of single and double en­
try  bookkeeping, without approach­
ing nearer to an explanation. He 
said in chapter III:
“ Double entry bookkeeping is  the  
com bination into one system  of the  
property-accounting and the results-ac- 
counting of a business enterprise. Out 
of th is union com es the form  of the  
double entry system , in consequence of 
which the am ount of every transaction  
m ust appear in the ledger tw ice, once 
on the “Debet” (Soll) side, the second 
time on the “Kredit” (H aben) side.”
He fails to give a demonstration 
tha t in the accounts of the net 
worth [i. e. nominal accounts and 
capital] the debit is negative and 
the credit positive, while in the 
various property accounts it is re­
versed, the debits being positive 
and the credits negative; which re­
lationship has been alluded to by 
Augspurg.
This relationship means tha t in 
the balance sheet, positive entries 
to one account are  accompanied 
by negative entries to another ac­
count, and since net worth is the 
difference between the assets and 
the liabilities, and because of this 
relation, the sum of the debit en­
tries is equal to the sum of the en­
tries. Likewise th is relation means 
th a t every amount appearing in 
the debit must appear also in the 
credit, since every alteration of a 
real account has as a result a cor­
responding alteration in the net 
worth (an increase of a real ac­
count, accompanying an increase 
of a net w orth; a decrease of a 
real account, accompanying de­
crease of the net w orth), in so fa r  
as it is not compensated by a com­
plimentary alteration in another 
real account.
However, Kurzbauer was not 
quite able to  drive “Every Debitor 
has his Creditor” from the field; 
the rule still lingers in double en­
try  theory. But the work of Aug­
spurg and Kurzbauer has not been 
in vain because of th a t; for the 
natural theory of double entry 
bookkeeping, which is in full agree­
ment with the facts and free from 
all confusing fictions, will carry 
the day, not only because of its  
tru th  but also because of the ad­
vantage it gives both to teaching 
and to the practice of bookkeeping.
G. D. Augspurg and George 
Kurzbauer are the pioneers of this 
natural theory and their service 
cannot be too highly estimated.
STATE BOARD NEWS
Kentucky
M. B. McMullen, C. P. A., of 
Louisville, has been appointed to 
the State Board of Accountancy of 
Kentucky. A t a recent meeting 
the  Board organized as follows: 
President, S. W. Eskew, of Louis­
ville; Secretary, W. A. Hifner, Jr., 
Lexington; Treasurer, M. B. Mc­
Mullen, of Louisville.
The Kentucky State Board will 
hold an examination on May 1 7 , 18, 
and 19, 1927. Non-resident appli­
cants should file applications a t the 
earliest possible date in view of 
the Kentucky Board’s ruling th a t 
a non-resident applicant m ust sub­
mit his application to the Board of 
his own State for recommendation 
before submitting it to the Ken­
tucky Board.
Montana
Douglas N. Wilson, C. P. A., of 
Great Falls, and James C. Phillips, 
C. P. A., of Butte, have been ap­
pointed to membership on the Mon­
tana State Board of Examiners in 
Accountancy. The Board is organ­
ized with Douglas N. Wilson, Chair­
man ; A. J. Rowland, of Miles City, 
Secretary, and James C. Phillips, 
member.
Iowa
The State of Iowa Board of Ac­
countancy is now composed of 
Chas. B. Tompkins, Des Moines, 
Chairm an; H. N. Holdsworth, Iowa 
City, Secretary-Treasurer; H. E. 
Stoner, Waterloo, Member.
SOME of the pleasantest mem­ories of the speaker’s fifteen 
year’s general practice of engineer­
ing, including municipal engineer­
ing, valuation and rate  work, pub­
lic utility service, and engineering 
management, have been of his as­
sociations with members of the 
honored profession of public ac­
counting. I t is a pleasure to have 
the opportunity of testifying to 
these helpful and sympathetic pro­
fessional associations, and, in ad­
dition, to congratulate the account­
ing profession upon the recent tre­
mendous growth of its appreciation 
by the general public, and upon the 
vast opportunities for service tha t 
are being opened up to i t . The ex­
traordinary interest th a t has been 
displayed during the past year in 
the writings of such critics of mod­
ern business corporations as Pro­
fessor W. Z. Ripley, the nation­
wide discussions th a t have follow­
ed, and the stress th a t has been 
laid, both in these writings and in 
these discussions, upon annual re­
ports, audits, and other products 
of the accountant’s services, all 
point toward an enlarged field of 
influence and opportunity, and sug­
gest the early establishment, for 
the protection of stockholders and 
the public, of the independent au­
dit, modelled upon British lines, 
but improved in accordance with 
the modern standards of American 
accountancy practice.
In the face of this expanding 
field of service and influence, the 
speaker wishes to submit a single 
suggestion, namely, th a t in all his 
work for the business or industrial 
corporation, the public accountant 
should establish an early and inti­
mate contact w ith the engineer of 
the corporation. He will find in 
the engineer an intelligent and 
sympathetic collaborator, and if 
the experience of the speaker is any 
guide, a mutual helpfulness will 
develop, with the result th a t the 
value of the services of the repre-
By MAURICE R. SCHARFF, Chief E n­
gineer, P ittsburgh  Branch, Byllesby 
Engineering & M anagement Corpora­
tion.
An Address before the P ittsburgh  Chap­
te r  of the Pennsylvania Institu te  of 
Certified Public Accountants, January
5, 1927.
sentatives of the two professions 
working together will be fa r  more 
than the sum of the values of the 
services of each one working in­
dependently.
The list of subjects upon which 
engineers and accountants can 
work together effectively might be 
extended almost indefinitely, but a 
few examples will suffice to illus­
tra te  the point. F irst, in construc­
tion accounting, the comparison of 
costs and estimates, and the estab­
lishment of unit costs for estim at­
ing purposes are essential to in­
telligent construction management 
and control, and these require­
ments, as well as the requirements 
of the various types of construc­
tion contracts in common use, in­
cluding unit price, cost plus fixed 
fee, and cost plus percentage con­
tracts, etc., afford a broad field for 
collaboration between the engineer 
and the accountant.
Second, in the entire field of 
fixed capital accounting, which has 
been so highly developed in the 
public utility industry, but which 
is being recognized as of growing 
importance in all branches of busi­
ness, the development of classifi­
cations of accounts, the handling of 
retirem ents from fixed capital, and 
of reserves for retirement, and the 
operation of fixed capital record 
systems, can only be handled sat­
isfactorily if they are the result 
of the joint services of the engi­
neer and the accountant.
Third, in connection with the 
preparation and administration of 
improvement budgets, which have 
become an established part of mod­
ern business practice, the develop­
ment of budget classifications, ap­
propriation accounting under im­
provement budgets, the operation 
of work order systems, and the 
closing of work orders into fixed 
capital, the cooperation of the en­
gineer handling the construction 
and the accountant handling the 
records is an essential requirement 
for success.
Fourth, in the broad field of reg­
ulation of public utilities, valua­
tion and rates, the determination 
of reproduction cost, original cost, 
historical cost, going concern value, 
and reasonable allowances for fa ir 
value, operating expenses, depre­
ciation, and fair return, are all 
problems in which engineering and 
accounting are almost inextricably 
bound together.
F ifth, in almost all branches of 
taxation of modern business, the 
engineer and the accountant must 
work together to atta in  the best 
results with respect to determina­
tion of property valuation, capital 
stock values, allowable deductions 
under income taxation for depre­
ciation, valuation of mineral re­
serves, and establishment of deple­
tion.
Sixth, in connection with cost ac­
counting, the proper relation of 
cost systems to technical processes, 
the apportionment of joint ex­
penses and overhead costs, and the 
analyses of the results of the oper­
ation of a cost system are prob­
lems quite as much of an engineer­
ing as of an accounting character.
Seventh, and last, to refer to the 
field in which the speaker has the 
greatest personal interest a t the 
moment, the management of a 
large engineering organization, the 
establishment of methods of test­
ing the efficiency of engineering 
management, the determination of 
the cost of producing engineering 
designs, and the comparison of 
such cost with the results obtained 
by other organizations, are all mat-
(Continued on page 40.)
The Natural Business Year
W HAT would you think of a retail store management 
which made it a practice to close 
its business day, involving the 
checking up of cash, determination 
of daily receipts, etc., a t noon of 
each day when the sales’ demands 
were heaviest—instead of running 
its business day from morning to 
evening?
The inadvisability of such a 
practice is so obvious th a t it is dif­
ficult to conceive of an actual in­
stance of this kind except perhaps 
in the smallest of stores. Con­
sidering tha t the noon hour is the 
period when the tax  upon the 
store’s facilities is greatest, when 
the time of every employee is re­
quired to meet sales’ demands, as­
suredly it would be very poor man­
agement indeed which would re­
quire a t th a t time the disturbance 
incident to the checking up of the 
receipts, demanding the time of its 
employees for this purpose.
Could you imagine a bank teller 
balancing his cash at noon of each 
day?
But are not such suggested cir­
cumstances very fairly analogous 
to the case of a business whose ac­
tivities have a yearly cycle from 
July 1 to June 30 with greatest de­
mands during December and Jan­
uary, which breaks into this time 
with the requirement for the tak­
ing of physical inventories and 
the preparation of yearly financial 
statements, etc.?
It may indeed be stated tha t in 
some respects the running of a 
business day from noon to noon is 
less illogical than the annual clos­
ing of accounts on the basis of the 
calendar year, instead of the actual 
business year, because in the la tter 
comparison the situation is so 
greatly influenced by seasonal con­
ditions.
If a t June 30 the business year 
has reached its  natural conclusion 
and the activities of the preceding 
twelve months may be considered
By Oscar I. Koke, C. P . A., Cleveland, O.
to have been directed primarily to­
ward tha t conclusion and from tha t 
period plans are now to be directed 
to preparation for the activities 
of the next twelve months, clearly 
June 30 is the date a t which the 
true results for the preceding 
twelve months are to be obtained. 
If instead of determining results as 
at June 30 (the close of the natural 
year), the end of the calendar 
year—December 31—is used as the 
periodic closing, the effect is tha t 
the natural business year will have 
been broken into and the annual 
statements will reflect to a con­
siderably greater extent charges 
and income which belong properly 
to the preceding or succeeding nat­
ural period.
A farm er sows his spring crop 
in the fall incurring the expense 
of preparing the soil, etc. Such 
expense is manifestly properly 
chargeable against the harvest of 
the crop, which will not be obtained 
until some months afte r the close 
of the calendar year. If the farm ­
er, through a succession of years, 
should determine his annual profit 
or loss as at the close of the calen­
dar year, December 31, he would 
of course in effect be charging the 
the expenses incident to the next 
year’s crop against the harvest of 
the preceding year’s crop.
The same situation holds true in 
very many lines of industry, cer­
tainly in all lines where the fluc­
tuations of the business are season­
able.
Coal operators, whose activities 
are greatest from July to Febru­
ary, round out their natural busi­
ness year about the end of April, 
the period subsequent thereto be­
ing devoted to plans for the ensuing 
year. Accordingly their natural 
business year may be considered to 
end a t April 30.
How much more logical to arrive 
a t the annual profit and loss for the
year ended April 30, comporting 
with the natural business cycle, 
than to break into the season’s 
heaviest activities a t December 31, 
because this happens to be the end 
of a calendar year. The statem ent 
of profit and loss reflected by the  
natural business year closing much 
more accurately indicates the true  
results for the past twelve months 
and affords a better basis of plan­
ning for the ensuing year.
Department stores and allied 
lines begin to conclude their nat­
ural business cycle in the month of 
January with a continuing down­
ward trend until June 30 from 
which point on preparations will 
be under way for meeting the peak 
of the demand during the coming 
winter months. Assuredly no more 
logical time could obtain for arriv­
ing at the actual results of the pre­
ceding year than June 30 when the  
sales’ demands are a t their mini­
mum, when the stock of merchan­
dise is at its lowest point, when em­
ployees have ample time for taking 
inventory, when the management 
has proper opportunity thoroughly 
to investigate and analyze results 
of the preceding year for guidance 
during the ensuing twelve months, 
etc., etc.
In any business which requires 
inventory to be taken it is a de­
cided advantage to make the fiscal 
year check of inventory when the 
stock of goods is lowest. A t De­
cember 31 department stores will 
have on hand substantial inven­
tories of seasonal merchandise 
which will immediately be reduced 
through clearance sales in Jan­
uary and the months immediately 
following. By the end of June the 
stock will ordinarily have been re­
duced to the minimum and pur­
chases for the ensuing season will 
not have arrived. Unquestionably 
it will be a fa r  simpler m atter to 
make the physical check-up of 
stock on hand a t th a t time, during 
a period when the employees will
be relieved from  the heavy sales’ 
demands a t the height of the sea­
son and when more care and ac­
curacy can be assured in the phy­
sical check and proper valuation of 
the merchandise.
Among other lines of industry 
which clearly have a true business 
year other than  the calendar year 
may be cited the following with 
suggested ending period of annual 
season :
Natural Years
M ANUFACTURERS:
Lumber, F ebruary  28th.
P aper and prin ting , February  28th.
Stone and clay products, F ebruary  
28th.
Tobacco, February  28th.
Chemicals and oils, F ebruary  28th.
Beet sugar, M arch 31st.
D airy products, M arch 31st.
Foodstuffs, A pril 30th.
Textiles, June 30th.
Clothing, June 30th.
Iron and steel, June 30th.
F urn itu re and fix tures, June 30th.
F lour and g ris t mills, Ju ly  31st.
P a in t and varnish, A ugust 31st.
Soft drinks, Septem ber 30th.
Ice, Septem ber 30th.
Automobiles, motorcycles and bicycles, 
October 31st.
A gricultural implements, October 31st.
E lectrical supplies, October 31st. 
W HOLESALERS:
Grocers, February  28th.
H ardw are, February  28th.
M eats, April 30th.
D ry goods, June 30th.
Shoes, Ju ly  31st.
Packers, October 31st.
RETAILERS:
Mail order houses, Ju ly  31st.
D epartm ent stores, Ju ly  31st.
Chain stores:
Cigar, F ebruary  28th.
Shoe, February  28th.
Grocery, June 30th. 
MISCELLANEOUS:
Canners, (C alifornia), February  28th.
Sand quarrying (w et), F ebruary  28th.
Ranches, March 31st.
Ship builders, M arch 31st.
F isheries, March 31st.
T heaters, June 30th.
Public utilities, Septem ber 30th.
A m usem ent parks, September 30th.
H ospitals, November 30th.
M ineral production:
Petroleum, M arch 31st.
Bituminous coal, June 30th.
Aside from the  preceding con­
siderations, which point so strong­
ly  and convincingly to the logical
basis of having the business year 
conform with the natural business 
cycle, the resulting direct saving in 
expense would alone be sufficient to 
overcome the habit of closing the 
business year a t December 31.
Is it anything but a  habit tha t 
still causes so many businesses to 
close the ir fiscal year in conform­
ance with the calendar year? If 
instead of the calendar year ending 
in winter it should be changed to 
end in summer, the blind tendency 
of habit would probably persuade 
many businesses to conform to the 
new calendar year without regard 
to  whether or not it  is a logical 
and business-like thing to do.
The late Elijah W att Sells, ex­
pressed the thought very aptly in 
his article on the Natural Business 
Year recently re-published by A. 
W. Shaw & Company, in the fol­
lowing statem ent: “In business, as 
in every other phase of human ac­
tivity, we are prone to run in the 
ru t of custom and habit, to follow 
blindly in the routine of tradition, 
accepting it  as a finality without 
question whether it is wise or best. 
For generations the custom of a 
large part of the business world 
has been to take annual inventory 
a t the end of the calendar year 
without seeming to have any 
realization of the fitness of the 
time to their individual line of 
business.”
When it is appreciated how 
much more satisfactory would be 
the results in so many ways 
through the adoption of a fiscal ac­
counting period conforming to the 
annual business cycle, more and 
more clear minded business men 
will break away from the calendar 
year closing, which has nothing 
more than tradition to justify  its 
use.
The change from the calendar 
year to a proper fiscal year is so 
simple and so well recognized in 
connection with the application of 
Federal income taxes, th a t no dif­
ficulty need be anticipated in th is 
respect.
Considerations of a more proper 
statem ent of the year’s activities,
of relieving the heavy demands of 
a seasonable period from the addi­
tional burden of inventorying, of 
greater accuracy in the check-up 
and valuation thereof, of conserv­
ing labor for the work of closing 
until a period of lesser demand, of 
obtaining a better forecast for the 
succeeding year from a review of 
the preceding season, of the very 
tangible saving in cost—all of 
these compellingly urge attention 
to the desirability of breaking 
away from the illogical use of a 
calendar year period which hap­
pens to end in winter, in all cases 
where the natural business year 
cycle is not completed a t th a t time.
Let the day of absolute dead 
reckoning which m ust come once 
each year be fixed a t a time when 
the full results of the preceding 
season—the natural b u s i n e s s  
year—are accomplished and when 
conditions are most favorable to 
an accurate determination of the 
status of the business.
THE ENGINEER AND THE 
PUBLIC ACCOUNTANT
(Continued from  page 38.)
ters regarding which the engineer 
in responsible charge can secure 
invaluable assistance through the 
cooperation of the accountant.
In all of the fields th a t have been 
enumerated, and in many others, 
the engineer and the accountant 
can be mutually helpful, not only 
because their training and experi­
ence supplement those of each 
other, and because the ir mental 
processes are similar, but, the 
speaker likes to believe, more es­
pecially, because each is actuated 
by the same professional ideal of 
service before self; because the 
science of each is a branch of th a t 
same natural philosophy in which 
action is inevitably equal to re­
action, debits to credits, and cause 
inextricably bound up with effect, 
so th a t both can go forward with 
the same confidence and the same 
high courage to  a constantly in­
creasing usefulness to the entire 
community.
Convention Banquet Address
M R. CHAIRMAN, LADIES' AND GENTLEMEN: I  
apologize for interrupting the fes­
tivities. I have a ra ther large pro­
gram ahead of me in Cleveland. I 
go around the country with de­
signs on the commonwealths for, 
incidentally, among other duties 
tha t fall to me, I am engaged in 
building one of the largest build­
ings and I hope one of the most ar­
tistic on this Continent. When I 
give you some idea of the  propor­
tions of the National Cathedral by 
saying it will house ultimately 27,-
000 people and th a t with modern 
methods of transm itting the voice, 
it will be possible to speak to all 
of them, it will indicate in part at 
least one of the details of the work 
in which I am engaged.
I would like to extend to you 
through your President a most 
hearty invitation (I only wish I 
might welcome you in person) to 
visit w hat is really one of the 
greatest buildings in process of 
construction, not only here, but in 
the world. I am not here to  exploit 
tha t however, th is  evening, but I 
confess, Mr. President, Ladies and 
Gentlemen, tha t this atmosphere 
is exceedingly genial and al­
together inviting to me.
I lived for a great many years 
down on what you men call the 
“ground floor of life.” I did not 
ascend to the upper ether until
I  was quite mature. As a m at­
ter of fact, I have kept my feet on 
the ground floor all through the 
years of my ministry, which covers 
practically a generation, nearly 
thirty-three years. So I find my­
self enrapport with the spirit of 
this occasion and with a bit of 
memory refreshment, I m ight be 
able to understand what you say 
and be able to examine with a de­
gree of fam iliarity your intricate 
systems of accounting.
I remember my dear chief, one 
of America’s great men, Chauncey 
Depew, said in speaking to a group
By RT. REV. JAM ES E. FREEM AN,
D. D., Bishop of W ashington.
of reporters th a t he had a pro­
found interest in the Bishop of 
Washington. He said: “He may 
not have told you so, but the best 
thing he has in his mental equip­
ment he got out of the New York 
Central Railroad.”
I said without hesitancy, “Sena­
tor, you never said a truer word in 
your life.”
He then continued by saying 
th a t the Central was the only rail­
road th a t had produced a bishop.
I confess w ith great frankness 
to you, my old colleagues in this 
very im portant branch of service 
th a t has to do with the analysis of 
things, the diagnosis and the trea t­
ment of records and accounts, th a t 
I like to keep in touch with your 
kind, even as I like to keep in touch 
with the great railroad fraternity  
of the country.
It was my privilege last winter 
to speak to 1,600 of my old col­
leagues of the New York Central 
Railroad, and one of the proudest 
distinctions I carry is th a t of being 
a member of its Veteran’s Associa­
tion.
I heartily concur with the late 
Bishop Potter, my great preceptor 
and leader that, if the men who 
enter the profession of the minis­
try  could have from three to five 
years in the things tha t have to do 
with the practical concerns of life, 
it would produce ultimately both a 
reformation and a revolution in 
the church itself. In other words, 
to get the point-of-view, to under­
stand and appreciate the real val­
ues of life, and to weigh nicely the 
difficulties as well as the foibles 
and weakness of human kind, can 
only be done by those who live in 
intim ate touch with life day by 
day in the great spheres of service 
where men and women are work­
ing out their great problems.
I have the kind of respect for
you, my brothers, (I call you such, 
for I am a Mason myself as many 
of you doubtless are,) th a t the San 
Francisco bootblack had for th e  
Boston man. He was standing in 
front of the St. Francis Hotel, hav­
ing a boy polish his shoes while 
he was reading the morning paper. 
Presently, the little lad said, “All 
through, sir.” The Boston man in 
a characteristically nonchalent 
way said, “How much, boy?”
The little lad said, “two bits,” 
sir.
The man replied, “Down where 
I live, we only pay one bit for a 
shine.”
The boy with some surprise 
asked, “Where do you live, sir ?” 
The Boston man said with p ride: 
“Why I live in Boston.”
The boy put the two brushes 
down in a reverent attitude, looked 
up and said, with bated breath, 
“Did I understand you to say you 
live in Boston?”
“Certainly,” said the man. 
Whereupon the little lad re­
sponded: “Please consider your­
self my guest.”
It is a fine thing for you to come 
here. I t is a fine thing for every 
American citizen to come here, for 
you are tonight sitting in th a t cen­
te r of this country tha t is very 
properly designated the “pulsing 
heart of America.”
I know full well (having lived 
forty-three years of my life in 
New York and having imbibed 
some of its provincial habits,) tha t 
many men in this country, of large 
intelligence but lacking discrimina­
tion, think th a t the great Metro­
politan centers where industry and 
commerce are carried on, excel in 
importance the Capital of the Na­
tion. Let me say to you as one 
who has lived in New York 
through boyhood to manhood and 
then in the great Northwest, with 
its more robust manhood, for a 
period of eleven years, and now a 
resident here for upwards of six 
years, th a t what you are and do, in
the most remote parts of this coun­
try  is largely determined by what 
is done here in the Capital of the 
Nation. W hether you like its 
legislation or not (and I have no 
doubts concerning the point-of- 
view of some of you) for good or 
for ill, th is City is determining for 
you and me, the destiny of the life 
of the Nation and it may ultimate­
ly determine the life and destiny 
of the Nations of the world.
Washington today, to use the 
language of St. Paul, is “no mean 
City.” In its marvelous streets, 
in its wonderful parks and boule­
vards, in its superb architecture— 
superb in the main but somewhat 
doubtful, perhaps, when we come 
to some of its statuary,—Washing­
ton today is rapidly becoming, not 
only the most beautiful City in the 
world, but it is also coming to the 
place of supreme dominance among 
all the governments of the world. 
I know full well as I speak tha t 
there are some in other and remote 
parts of the world who do not 
think favorably of us a t the pres­
ent hour. Yet, notwithstanding 
all this, what is happening in this 
City will affect ultimately every 
single center on the face of the 
earth. Because this is true, you 
must look to it in your several 
States th a t you send to this City 
the most superior men you have in 
your respective communities, for 
your laws and your ideals will 
never rise above the quality or the 
genius of the men whom you send 
here. In the last analysis, the mis­
takes or the successes th a t are 
made in this City have their gene­
sis in the hamlets and towns and 
cities scattered over the length and 
breadth of the land.
I think I might for a little while, 
if I had the time and the train 
would wait, talk to you in a lan­
guage quite simple and easily un­
derstood concerning your profes­
sion, for I still live more or less in 
your atmosphere. But may I, with 
a vision of the whole situation, tha t 
by reason of my residence in 
Washington is ra ther unique, 
make one or two suggestions to
you about our professional habit 
of life. In making these observa­
tions, may I say to you th a t I ad­
dress them to myself with greater 
force than I address them to you. 
Did you ever stop to think of the 
dangers th a t attend professional­
ism? I do not care what the pro­
fession is,—ministry, law, medi­
cine or accounting. Have you ever 
heard of the pessimism of profes­
sionalism?
Take our profession, yours and 
mine, for I group myself with you. 
We are analysts; we deal with cold 
facts. That is our job. We are 
diagnosticians. Sometimes we sug­
gest remedies. Now and again we 
have cures for certain ills. I some­
times wonder, thinking in term s of 
my own profession and as well as 
my old profession, (which is yours) 
whether an undue development 
along any professional lines does 
not tend to narrow a man’s vision.
Isn’t  it a remarkable fact how 
frequently we find a man of rare 
gifts in a given profession who, 
when we come to approach him on 
m atters th a t lie outside the peri­
phery of his calling, discover tha t 
his view is narrow and exceedingly 
critical? I call it the pessimism of 
professionalism—the tendency to 
see life and judge life by the 
standards of the occupation in 
which we are engaged. It is as 
true of my profession, as con­
spicuously true, as it is of any. 
How frequently one of you laymen 
will say concerning a man engaged 
in the profession of the ministry, 
“The trouble with th a t man is, he 
is too utterly  narrow, he has no 
vision, he doesn’t  appreciate the 
other man’s point-of-view.”
How frequently in politics, we 
discover here in Washington that, 
a man hidebound as a  partisan can 
never see virtue outside of his own 
party, and th is constitutes one of 
the great menaces of our corporate 
life as a people. The men in the 
life of this City who are moulding 
and shaping the Republic are big­
ger than the party  with which 
they are affiliated. I take Oscar 
Underwood as a brilliant example
of what I mean. I remember talk­
ing to the late President Harding 
who appointed Senator Underwood 
on the Commission on Disarma­
ment, as the representative of his 
party. I shall never forget when 
I was speaking with President 
Harding about Mr. Underwood, 
how he responded to my inquiry. 
He paid a tribute to this man who 
had been his colleague on the floor 
of the Senate through many years 
and I could see in his estimate of 
him as he uttered the words, his 
profound love and respect for one 
who by the fairness of his judg­
ment and the candor of his opin­
ions, had so endeared himself to 
one on the other side th a t there 
was no r if t or division between 
them.
I t is men of this ilk in any pro­
fession, in the sphere of religion, 
politics, accountancy, or the ad­
m inistration of corporate entities 
and institutions over this country, 
who see the whole and not the seg­
ment, who ultimately make the 
largest contribution to the wealth 
of the Nation in which we live.
I submit th a t what I am saying 
to you is a m atter of really su­
preme moment, for the W ar has 
compelled us to broaden our hori­
zons. We used to think in term s 
of State and community life. I 
was a New Yorker, then I was a 
Minnesotan. I realized th a t there 
was a great cleavage between the 
E ast and the West when I went in 
1910 to the Northwest. The War 
made us coalesce. I t  wiped out 
State lines. Even the old marks 
th a t had lasted from the great 
W ar between the North and the 
South, even the Gray and Blue 
found comradeship and fellowship 
and love and devotion as they fol­
lowed the one great standard of 
the Union.
That was a great accomplish­
ment. God deliver us from any­
thing th a t creates a cleavage be­
tween one section and another in 
this great country of ours. I t was 
a new and expanding vision, the 
elimination of the narrow, mean, 
petty, contemptible point of view.
It was the ushering in of a new 
day, and for the firs t time in the 
history of this great Government 
of ours, we really became the 
United States of America.
We are lifting our vision beyond 
our horizons and today no sea is 
too broad for us, no range of 
mountains too high for us to see 
beyond, and to understand the con­
ditions of life under which other 
peoples live. The world is literally 
today a vast, whispering gallery, 
and what happens in Tokyo is 
heard here in Washington within 
the briefest space of time. If you 
want to count in the game of life, 
no m atter what the profession in 
which you are engaged may be, 
you dare not live in this country 
today, without getting the broader 
outlook and seeing the higher vis­
ion of life.
I know there are many people 
in this world, some in my profes­
sion, who are pessimistic about the 
times; they think they know tha t 
we are beginning to toboggan. I 
do not share th a t feeling. I do not 
know what you men think about 
it, but I want to tell you if you 
think the youth of the present day 
Universities are a bit lower down 
in the scale than you were, you 
need to make a fresh study of the 
situation. If you think th a t the 
drift among our youth today 
marks a tendency th a t is fraught 
with greater perils, may I humbly 
suggest to you th a t when you go 
home you get out your old diaries, 
if you keep them, and look over the 
records when you were about 
twenty or twenty-one. I t will cor­
rect your point-of-view.
Robert Louis Stevenson was 
pretty nearly righ t when he said: 
“I believe in an ultim ate decency 
of things, and if I awoke in hell 
I should still believe it.”
So I give you this word of sug­
gestion, but not of admonition, 
concerning the need of the times in 
which you live, and I want to close 
with ju st one other suggestion. I t 
is a great thing to deal with fa c ts ; 
that is your job. I say you are 
analysts, you are diagnosticians,
your business is to probe, irrespec­
tive of any suggestions made to 
you, and to reveal conditions as 
they are and not as some think 
them to be.
Did you ever think th a t there 
are two things (of course there 
are many others) th a t have a very 
determining effect upon life, the 
whole of life? On the one hand, 
facts have a determining influence, 
a tremendous influence upon life, 
and you can’t  get on without th em ; 
but on the other hand, sentiment 
has an equally determining in­
fluence. When I was thinking 
about you today in term s of your 
profession, I thought th a t the 
thing I would like to leave with 
you after urging you to avoid the 
pessimism of professionalism, was 
this suggestion: Get a t the facts 
of life but do not lose your senti­
ment in getting a t the facts.
Up there a t headquarters in 
France my friend, General Persh­
ing, with his staff, with singular 
cleverness laid out the scheme of 
the campaign, and then trans­
mitted the orders to the lines; but, 
my friends, it was something more 
than accuracy of plan th a t won 
the War. I went through the 
great brown camps from coast to 
coast and from Maine to the Gulf. 
I talked to 450,000 of the boys in 
khaki in six months. The thing 
th a t gripped me, th a t gave me con­
fidence in our untrained forces, 
was th a t quality of sentiment th a t 
ran through the rank and file. To 
hear them sing en masse, “Over 
T here!” “Keep the Home Fires 
Burning!” sent a thrill through 
every fibre of my being. To see 
them marching away to entrain 
and then to embark upon great 
transports to be carried over track­
less seas in spite of submarines, 
and with enthusiasm to disembark 
a t Brest and to march on until 
they stood on the battlefield, was 
thrilling. But forget not, it was 
more than muscle and brawn and 
training and leadership tha t 
brought them to their objective. 
It was American sentiment. Wasn’t 
it Lord Bryce who said to a col­
league of his about to come to
this country: “Young man, never 
forget you a re  going to the land 
of ideals.” May it always be so. 
Let us get all the facts, but let 
us see them and enrich them with 
the finer things of sentiment.
You women do not need this 
kind of a talk. You have senti­
ment. As a m atter of fact, there 
isn’t  a man in this room so lacking 
in chivalry as to rise and question 
the quality of the sentiment you 
bring to the homes of the Nation. 
Keep on, good women, keep it  so. 
Throw about your lads and your 
lassies in your homes, not merely 
the mere facts of life—these, of 
course, to safeguard them from 
the ills,—but give them the 
stronger impulses of your heart. 
I t is the finer sentiment th a t 
comes from the heart of a great 
mother th a t is the greatest guard­
ian and protector of the character 
of the youth of the land.
You have excellent leadership 
here in your new President. I 
hope you will love your Nation 
more because you have come here. 
I hope you will feel it is quite pos­
sible for an accountant to be a 
cleric and not do discredit to his 
form er occupation or profession. 
I hope as you go back again, you 
will carry with you a new de­
termination, not only to love your 
country more and better but, to 
see it more fully, and to see it with 
a broader vision. Then I hope, if 
you have been touched with a pes­
simism growing out of your over- 
critical analysis of men and things, 
you will get a larger vision of life 
and with the facts th a t you gather, 
you will mix th a t colorful thing 
we call sentiment. A fter all, he is 
the biggest man who displays his 
emotions. I am fa r past middle 
life and I have a mother nearing 
ninety-five, but in any place and 
on any occasion, I would regard 
her kiss as the greatest honor th a t 
could be given me in a public place. 
That is only sentiment, but th a t is 
the thing th a t constitutes a t once 
the lubricant th a t saves life from 
friction and the inspiration th a t 
compels it to higher service.
The Balance Sheet of the Profession
M R. PRESIDENT and gentle­men of the New Jersey 
Society of Certified Public Ac­
countants :
I appreciate the privilege and 
honor of addressing you. While I 
reside in this prosperous Common­
wealth I do not hold a New Jersey 
Certificate. I have thought of ap­
plying for a New Jersey Certificate 
under the reciprocal provisions of 
the law, since as most of you prob­
ably know, I hold a New York Cer­
tificate. One thing only deters me 
from doing so. I am somewhat 
fearful th a t if the application went 
in to Jim Welch and his fellow 
board members, they would say to 
the New York board th a t while 
willing to stretch the reciprocity 
provisions to the limit yet there is 
a point beyond which no reasonable 
man would expect reciprocity to go. 
Your program committee has pre­
pared a delightful intellectual ban­
quet for you with the exception 
of the hors d’oeuvres. I t is my 
misfortune th a t I cannot remain 
with you for the day and enjoy 
the good things th a t await you. I 
am on my way to Chicago to ad­
dress the members of the Account­
ing section of the N. E. L. A. and 
you will therefore hold me excused.
Modern progress has brought us 
many advantages but some of these 
have been purchased dearly. We 
have lost some of the good things 
th a t those of earlier and less auto­
matic generations enjoyed. We 
have abandoned many beautiful 
customs and have lost many good 
habits. The habit of meditation 
has almost disappeared, to cite but 
one example. Most of us are so 
busy with tremendous trifles th a t 
we have no time left for even a 
short period of quiet withdrawal 
from the world during which to 
ponder seriously on things other 
than those related to our daily 
work. Meditation is the “Master 
weaver of character and the outer 
garment of circumstance.” There
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is no better method of acquiring 
poise and balance than this salu­
tary  practice of meditation.
W hat is my relation to the 
stream of life ? W hat influence 
have I had upon those with whom 
I have associated during the whole 
period of my life? Have I exer­
cised a positive force for good in 
some wholly unselfish way or have I 
drifted aimlessly with the tide, con­
tributing little or nothing to the 
general welfare ?
We are not dead merely because 
the newspapers publish our obitu­
aries. Death simply marks the 
passing on to another state of ex­
istence as an element of th a t ever- 
flowing stream of life. “Am I my 
brother’s keeper?” was the ques­
tion asked by Cain and repeated 
by others in every generation after 
his. Those who say th a t they 
have no time to attend to anything 
except their own petty concerns 
are only taking another way of 
saying th a t they are not fit to live 
in the community. Our contribu­
tion to life is made by receiving 
and passing on the benefits we en­
joy because these carry with them 
the reciprocal obligation of giving 
something back to society. Do we 
look upon our professional work as 
a means of moral or mental im­
provement or as a method of get­
ting more dollars and nothing else? 
A silver dollar placed in each eye 
will shut out as much vision as 
the Rocky Mountains.
Occasionally in my meditations 
I attem pt to take inventory of this 
profession of ours. I like to pre­
pare its balance sheet. Suppose 
we conduct the audit together. We 
shall not prepare the conventional
audit program since we are as­
sured th a t each audit is different 
and th a t the program should be 
varied to suit the conditions. Let 
us first examine the fixed assets. 
Good gracious, how old and ancient 
they are! Verily, they are indeed 
“fixed” and permanent. There is 
no record of recent additions or 
betterments. The old plant is still 
running but physical, functional 
and economic depreciation are 
everywhere evident. From th a t 
day when the C. P. A. law was 
first enacted, the foundation laid, 
and the structure of the profession 
erected, how little of Enduring So­
cial Value has been added?
The first C. P. A. law, as we 
know, was passed in New York 
in 1896. About three years later, 
a group of intellectual giants in 
the State Society brought about 
the organization of the School of 
Commerce, Accounts and Finance 
in New York University. Nothing 
of greater social significance has 
ever been done by professional ac­
countants because the success of 
th is project gave extraordinary 
impetus to a new and significant 
development in American educa­
tion. Business had actually in­
vaded the sacred precincts of the 
campus. A t th a t time very few 
would even admit th a t there was 
such a thing as the science of busi­
ness. No one now denies it and 
even the President of Harvard Uni­
versity concedes th a t there is a 
profession of business. W hat hap­
pened then ?
The Society performed its par­
ental duties during the weaning 
period, but—unnatural parent—it 
soon deserted its progeny. I have 
often speculated on w hat might 
have happened if the untimely 
death of Charles Waldo Haskins 
had not intervened. Dean Haskins 
visioned the needs of the profes­
sion as few of his contemporaries 
were able to do. And while I am 
sure th a t the School would have
continued on much the same jour­
ney had he lived, I am equally con­
fident th a t its relations to the pro­
fession and the relations between 
the profession and the public would 
have taken on a somewhat differ­
ent complexion.
I cannot discover another single 
project of unselfish permanent so­
cial value for which the profession 
may justly take credit from th a t 
day to this. I t is true th a t indi­
vidually we have made contribu­
tions to the general good of our 
several communities—the mean­
while adding to our own incomes. 
But this is the balance sheet of 
the profession as an organized 
agency in society th a t we are ex­
amining—not a consolidated bal­
ance sheet of the efforts of indi­
viduals in their personal relations 
with clients.
While we are poor in permanent 
assets the condition with respect 
to current assets is even more dis­
tressing. We cannot discover any 
after a most diligent search and 
when we glance a t the current lia­
bilities—about which I will speak 
later—we find an appalling state 
of insolvency. If ever there was 
need of reorganization, it is here 
and now. W hat have you under 
way now in this Society which will 
even begin to discharge your cur­
rent liabilities to the profession, to 
the public and to the young men 
on your staffs. And this unhappy 
condition is almost universal. New 
Jersey is neither better nor worse 
than other states.
Let us alter the usual order and 
examine the fixed or permanent 
liabilities. We are permanently 
indebted to the state for such C. 
P. A. legislation as we now find 
on the statu te books. Those who 
possess the righ t to use the desig­
nation “Certified Public Account­
an t” are the beneficiaries of a 
special privilege. But you will say, 
“We worked hard enough to qual­
ify ourselves for it,” and my an­
swer again is th a t we are not here 
concerned with our personal af­
fairs. Now it follows logically
th a t every special privilege or im­
munity presupposes the rendition 
of some significant public service 
th a t will w arrant its continuance. 
Leadership in community affairs 
is one of the qualities justly  de­
manded of those who seek to retain 
special privileges—not th a t sort of 
leadership which is motivated 
solely by selfish or sordid aims— 
but ra ther th a t quality of leader­
ship which definitely and effec­
tively promotes social welfare. 
There are unmistakable signs tha t 
attem pts will be made—as they 
have been unsucessfully both in 
California and Illinois—to repeal 
the statu tes regulating account­
ancy, or if not to repeal them, then 
a t least to  emasculate them in such 
a manner as to impair the useful 
purposes they were designed to 
serve. Perhaps some sort of leg­
islative tinkering is always to be 
anticipated. We have no cause for 
alarm if apathy and neglect are 
absent. We have every assurance 
of the continued peaceful posses­
sion of the rights and privileges 
extended to us if we do our duty 
to the public, to each other and 
particularly to those who aspire to 
join our ranks. Public opinion will 
support C. P. A. legislation so long, 
and only so long, as public interest 
is served by these laws. There are 
some—happily they are not num­
erous—who say th a t too many are 
being admitted to practice; tha t 
the profession is overcrowded. 
These men have the same mental 
vision as our labor unions who 
would restric t the number of ap­
prentices and limit output. I grant 
you th a t we have a surplus of 
what I denominate as “profit and 
loss account and balance sheet ac­
countants.” But the tru th  is tha t 
the more Certified Public Account­
ants there are the more work there 
will be for Certified Public Account­
ants to do. Let us resist the ef­
forts of those who, under the spe­
cious plea of raising standards, 
would deny admittance to  worthy 
men. Let us not forget th a t the 
sovereignty which confers a privi­
lege may also take it away.
Moreover, state boards of exam­
iners and state departments of pub­
lic instruction must administer the 
laws with due regard to their spir­
it and the public welfare. But in 
addition to all this the practitioner 
must not be content with merely 
enjoying the benefits of the law. 
He m ust take a  lively interest in 
promoting the good of society; he 
must justify  by his work and serv­
ice, the protection given to him. 
I t  will not be enough to display 
this energy and interest by spas­
modic legislative effort when his 
privileges are threatened. The 
burden of proof in showing th a t 
the present laws should be retained 
or strengthened, rests upon us— 
not upon those who attack the laws. 
The mere fact th a t the laws have 
been on the statu te books for th irty  
years or less; or th a t they have 
been adopted by other states is 
not sufficient. We m ust present 
affirmative proof of convincing 
character th a t the public interest 
now and in the future will be 
served best by these laws. Will 
you who have shown your interest 
by attending here today depart 
from this meeting fired with the 
determination to do your individu­
al part in promoting your own as 
well as the public interest or will 
you pass the buck to your officers, 
wholly forgetful of your own re­
sponsibility, until the call for next 
year’s meeting goes out ? We can­
not rest upon the laurels of the 
past—if we have any to rest on. 
The past is dead—but the past is 
of interest because it provides a 
standard by which we may make 
comparisons of value.
The moralist and philosopher 
never qualify as popular heroes. A 
prophet is unhonored and unsung 
in his native land. I do not pose 
as one of those, but I would neg­
lect my obligations as a Certified 
Public Accountant if I did not take 
advantage of every opportunity to 
provoke thought and discussion on 
m atters th a t touch so closely our 
professional interests.
We are digressing. Let us con­
sider the current liabilities. We
shall not do much more than list 
them if only for the purpose of 
comparing them with the paucity 
of current assets. Our state boards 
and state societies should take an 
active interest in education for the 
profession, not only by suggesting 
improved ways and means consis­
tent with the broad outlook which 
an institution on the collegiate level 
must maintain, but also in provid­
ing some allowance on the experi­
ence requirement for those who 
pursue faithfully a course of study 
in an approved institution. Some 
of my notions on education are on 
record elsewhere and I shall not 
rehearse them here.
We should take an active inter­
est in community affairs as a pro­
fessional body. The rising costs 
of state and municipal government 
provide a fertile field for ex­
haustive research on the part of 
a large group of qualified practi­
tioners who might offer their serv­
ices as trained investigators.
I t should be possible for account­
ants to aid and assist one another 
in carrying through extraordinary 
engagements necessitating a tem­
porary increase in the staff. Mem­
bers of the bar who are good trial 
lawyers or expert in special fields 
are available to fellow practition­
ers with no risk of loss of clientele 
to those who call in such assist­
ance.
We have a duty in educating 
the public to the desirability of 
adopting the fiscal years tha t are 
not coterminous with the calendar 
year and thereby overcome the 
hectic rush incident to the present 
practice.
Some agency should take up and 
carry on the work which Mr. Pace 
inaugurated w ith  the American 
Institute now unfortunately inter­
rupted by his withdrawal. This 
was ethical publicity of the highest 
order.
The Federal Income Tax S tat­
istics indicate a surprising num­
ber of business undertakings whose 
profit and loss accounts were of 
no interest to the tax gatherer. 
Every improfitable business ven­
ture results in some social loss. 
How much of th is might have been 
avoided if there was available the 
advice and counsel of a qualified 
practitioner, who was fortified 
with economic facts gathered by 
a confidential agency from the 
buried files of the thousands of 
practitioners in  the country, we 
can only roughly estimate. While 
on this topic I have in mind one 
chain store organization th a t sadly 
needs professional services. I 
would be willing in th is case to 
undertake the engagement solely 
on the basis of receiving one-quar­
te r of the savings th a t would ac­
crue from the installation of a 
proper system of control. I would 
die richer than I ever hope to.
Then we have such sundry li­
abilities as the preparation of a 
standard terminology; the observ­
ance of ethical principles in con­
ducting practice; the education of 
the public upon the necessity of 
independent and honest corporate 
reports so ably set forth  by Pro­
fessor Ripley in his recent article 
in the Atlantic M onthly; the estab­
lishment of a clearing house for 
the prompt reporting of those who 
dismiss their accountants because 
they are not amenable to requests 
for dishonest financial statem ents; 
the development of an esprit de 
corps among professional brethren 
through which they will not regard 
one another as competitors but as 
co-laborers in a great work of the 
highest public importance.
Let us go back to the assets. 
Here we adopt a classification most 
revolutionary in character, because 
under the caption of deferred as­
sets we will place “good will,” al­
though we hope th a t realization 
will not be deferred too long into 
the next period. This is by far the 
asset of the greatest potential 
value and we m ust be absolutely 
fair to brother accountants in the 
preparation of th is professional 
balance sheet.
There is an immense fund of 
good will, individually and collec­
tively in the profession but too 
little of the “will to will.” I con­
fess to some pessimism at times 
in my meditation on this subject.
I vision the inertia, the reactionary 
tendency which manifests itself 
too often in m atters of terminol­
ogy, education and social service. 
Perhaps we have a few members 
who, instead of being a credit, are 
a debit on all accounts. Someone 
wisely said th a t a sane pessimism 
was the basis of all sound opti­
mism. In any event, righ t down 
under the surface in the hearts of 
most of us there are all those noble 
qualities th a t are expected of a 
member of a profession. No group 
of men are more desirous of follow­
ing their vocations with high pur­
poses, with a seriousness and with 
a sense of service to the com­
munity than my brother account­
ants. All th a t is needed is the 
will to build. We have the creative 
force to rear a beautiful and endur­
ing structure, and thereby increase 
our stock of permanent assets.
I shall not stop to analyze the 
profit and loss account, nor offer 
instructive suggestions. You have 
a lengthy and interesting program 
and I must retire. Moreover, it 
will be more profitable to allow you 
to gather the fru it of your own 
meditation. Perhaps I cannot do 
better than to close with a quota­
tion from Thomas Carlyle:
“May we not say, however, tha t 
the hour of spiritual enfranchise­
ment is even th is : when your ideal 
world, wherein the whole man has 
been dimly struggling and inex­
pressibly languishing to work, be­
comes revealed, and thrown open; 
and you discover, with amazement 
enough, like Lothario in Wilhelm 
Meister, th a t your ‘America is here 
or nowhere.’ The situation tha t 
has not its Duty, its Ideal, was 
never yet occupied by man. Yes, 
here, in this poor, miserable, ham­
pered, despicable Actual, wherein 
thou even now standest, here or 
nowhere is thy  Ideal; work it out 
therefrom ; and working, believe, 
live, be free. Fool! The ideal is 
in thyself, the impediment, too, is 
in thyself; thy  condition is but the
stuff thou a r t to shape th a t same 
Ideal out o f ; w hat m atters wheth­
er such stuff be of this sort or that, 
so the form thou give it be heroic, 
be poetic? O, thou th a t pinest in 
the imprisonment of the Actual,
and criest bitterly to the gods for 
a kingdom wherein to rule and cre­
ate, know this of a t ru th : the thing 
thou seekest is already with thee, 
‘here or nowhere; could thou only 
see.’ ”
C. P. A. EXAMINATION QUESTIONS, 
WISCONSIN,.NOVEMBER, 1926
THEORY OF ACCOUNTS 
(T im e allow ance 4 hours.)
Q uestion No. 1 (W eight 15 points.)
(a) D eterm ine the actual depart­
m ental costs of a hotel in w hich you  
are em ployed as accountant for the  
Kitchen and Laundry in w hich you find  
the fo llow ing inter-relationship:
The Laundry D epartm ent does the  
laundry for the K itchen and the K itchen  
serves m eals to the Laundry em ployees. 
State how you w ould proceed to de­
term ine the actual costs in these de­
partm ents using the facts given  below  
to illustrate your m ethod.
DEPARTM ENTS
K itchen
No. of Meals served .......... ..   300,000
Total R evenue .................... .. $210,000
Total Expense * .......................  180,000
L aundry
No. of Pounds w a s h e d ..........  600,000
Total R evenue .........................  $30,000
Total Expense ** ..................  20,000
*— Includes 40,000 pounds of laun­
dry charged at five cents a pound.
**— Includes 10,000 m eals at aver­
age rate of fifty cents per m eal.
For purposes of th is problem  varia­
tions in m eal costs (B reakfast, Lunch, 
Dinner) m ay be ignored.
(b) Upon further analysis it  is found  
that the K itchen D epartm ent em ployees 
who also receive their m eals as part 
of com pensation, have been served
5,000 m eals w hich w ere charged at 
average rate of f ifty  cents per m eal and 
have been included in  the T otal K itchen  
Costs of $180 ,000 .
State the proper treatm ent of th is 
additional factor in  the determ ination  
of departm ental costs. Show corrected  
unit costs.
Question No. 2 (W eight 10 points.)
(a) State the peculiar features of 
installm ent sale accounting g iving a de­
tailed illustration  of accounts used, 
etc.
Set up sufficient accounts w ith  ap­
propriate am ounts to indicate your 
treatm ent of the com plete cycle of in­
stallm ent sale transactions.
(b) Based on the fo llow ing facts, de­
term ine, by m onths, the cash require­
m ents of an installm ent dealer for the 
first year’s operations.
1. Cost of article .......................$50.00
2. Sales price ..............................  90.00
3. Selling E xpense .................. 15.00
4. Overhead .................................  15.00
5. P rofit ......................................... 10.00
6. Sales 'the first month were 100 ar­
ticles.
7. Sales the second month were 200
articles.
8. Sales of subsequent m onths were
300 articles per month.
9. M erchandise paid for on the month
follow ing the sale.
10. E xpenses paid during the month of 
sale.
11. Paym ents are received at the rate 
of $10 down and $10 per month  
until paid. A ssum e no irregulari­
ties were experienced.
(c) State the problem s connected  
w ith  accounting for the profits of F i­
nance or A cceptance Corporations. Il­
lustrate three m ethods of calculating  
incom e and state which you prefer and 
why.
Question No. 3 (W eight 10 points.)
(a ) D efine “stock righ ts.”
(b) R oberts has 50 shares of Sleepy  
H ollow  stock for which he paid $95.00  
per share in 1914. On January 1, 1926  
he received the right to subscribe at 
par ($ 100 ) for additional shares at the  
rate of 1 share for every five held by 
him. He sold the rights for $25.00  
each.
Give the journal entry to record this 
transaction and also determ ine the tax­
able incom e for U. S. Incom e Tax pur­
poses.
(c) State in detail the problem s in­
volved in changing a corporation from  
a par value stock basis to a no par 
value stock basis. Enum erate the ad­
vantages and disadvantages of no par 
value stock as a basis of capitalization.
(d ) Indicate the various classes of 
stock and the significance of each. 
Outline an ideal method of capitaliza­
tion g iving due regard to proper man­
agem ent control, distributon of owner­
ship, credit standing and other factors 
of im portance to the w elfare of the 
corporation.
Question No. 4 (W eight 10 points.)
(a) A certain accountant in discus­
sing the incidence of abandonm ent 
losses advocates that the cause of 
abandonm ent be considered in deter­
m ining the proper charge to be made 
upon disposal of assets. He enum er­
ates three factors of abandonm ent as 
follow s:
1. Physical Factors (W ear and 
Tear.)
2. Accidents.
3. Functional Factors (O bsolescence 
and Inadequacy.)
Show by journal entries how you  
would record abandonm ent losses under 
each of these assum ptions and explain  
your reasons for same.
(b) State and illustrate the effects of 
overtim e and idle tim e on the factor 
of depreciation.
(c) Explain the purpose of a depre­
ciation reserve and state how to dis­
tinguish  between charges to current 
operations and charges to the reserve.
Question No. 5 (W eight 10 points.)
(a ) Outline the procedure necessary  
to be follow ed in the installation  of a 
standard cost system  for a new ly or­
ganized textile  m ill. State and explain  
each step sufficiently to show sources 
and uses of inform ation.
(b) Complete the follow ing analysis 
sheet and from the information thus ob­
tained prepare a report for the produc­
tion m anager which clearly details the 
variations from standard and the sig ­
nificance of such variation.
SUMMARY OP THE COST DATA
F or the M onth of February, 1926
Actual Actual Standard Cost at Standard Rates
Costs at Costs at Hours in Possible Actual Unit Prod.
Actual Standard Standard Hours in Hours in in
Item Rates Rates Month February February February
Units produced ........... 14,375 12,650
Hours operated ........... 212 200 190
Ratios of standard . . . 100 .94 .90 .88
Material ....................... . $10,198.20 $10,478.50 $11,681.47 $10,980.58 $10,513.32 $10,279 69
Labor ............................. 1,331.50 1,295.00 1,439.87 1,353.48 1,295.88 1,267.09
Service Departments . 585.00 598.00 665.50 625.57 598.95 585.64
Maintenance ................. 500.00 510.20 600.00 564.00 540.00 528.00
Factory expenses 1,133.00 1,140.80 1,220.00 1,146.80 1,098.00 1,073.60
Total c o s t ........... 13,747.70 14,022.50 15,606.84 14,670.43 14,046.15 13,734.02
COST V A R IA T IO N  A N A L Y SIS
Total
V ariation
from
S tandard
M aterial Labor Service D epts. M aintenance F actory  E xp.
P rice
Consump­
tion R ate O u tpu t P rice
Consump­
tion Price
Consum p­
tion Price
Consump­
tion
Question No. 6 (w eigh t 5 points.)
A  corporation is contem plating the 
issuance of additional stock at par to 
obtain capital for expansion purposes. 
The president points out that the pres­
ent surplus has been earned by the old 
stockholders and asks you to advise him  
as to a legal m eans of preventing the  
new  stockholders from  participating in  
past earnings and at the sam e tim e 
avoid penalizing the old stockholders in 
any way.
State your solu tion  to th e above con­
d itions clearly.
Question No. 7 (W eigh t 10 points.)
The new bookkeeper of the H olm es 
Shoe Company presented for your 
criticism  or approval a num ber of en­
tries in  the ledger, the accuracy of the 
classification  of w hich he is doubtful.
State your acceptance or rejection  of 
the fo llow ing w ith  explanation for 
sam e.
Surplus— D ebited w ith Cost of B uild­
ing E xtensions for w hich no R eserve 
had been created.
Cash deposited in Sinking Fund for 
Bond R edem ption.
D ividends payable for Current P er­
iod.
Credited w ith  P rofit on Sale of Fixed  
A sset.
Account Payable from  Purchase of 
Preceding year the M erchandise V alue 
of w hich w as not included in  the In­
ventory.
Goodwill and P atents D ebited w ith  
Research Costs of P erfectin g  P atent.
Cost of D ies, Lasts, P a ttern s , etc.
E xcess A dvertising Costs of Preced­
ing Year.
Credited w ith  P atents W ritten Off 
C apital Stock of the Corporation issued  
in  Exchange for P atent.
R eserve for C ontingencies, D ebited  
w ith Cash R eceived in Settlem ent of 
F ire Loss.
W ater Dam age to B asem ent Stock of 
L eather.
Credited w ith  Cash Paid in Repair­
in g  W ater Dam age.
A llow ance for F ederal Incom e Tax.
Question No. 8 (W eigh t 7 points.)
(a ) State five different term s used  
in  business in describing values giving  
the defin ition  and application of each.
(b ) State the various types of R e­
serves and nature and content o f each.
(c ) E num erate several different 
m ethods of treating “by-products” in  
m anufacturing  costs. S tate w hich  
m eth od  you prefer and why.
Q uestion No. 9 (W eight 8 points.)
(a ) State the various step s in re­
ceivership accounting.
Give the nam es of the m ain account­
ing reports rendered in  connection w ith  
receivership and indicate the purpose 
and content of each.
(b) D istinguish  betw een Corpus and 
Incom e.
C lassify the fo llow ing according to  
th is d istinction:
1. Debts of D ecedent Paid.
2. L egal F ees in Probating W ill.
3. Legal Fees in C ollecting R entals.
4. Insurance Premium s (F ire).
5. Proceeds of F ire Insurance P olicies.
6. W ages of Property Caretakers.
7. Cash D ividends R eceived.
8. Stock D ividends R eceived.
9. Special A ssessm ents.
10. Loss on Sale of D ecedent's Securi­
ties.
Q uestion No. 10 (W eight 15 points.)
Analyze the fo llow ing  balance sheet 
fu lly  and show  your fam iliarity  w ith  
the application of principles by explain­
ing com pletely the significance o f the  
various ratios obtained. A defin ite  de­
cision should be made as to the general 
credit standing of the corporation.
The R adical Corporation  
Balance Sheet, January 1, 1926.
A sse ts
Cash . . . .........................................$ 85,000
A ccounts R eceivable ............. 225,000
Inventory .................................... 400,000
Plant & Equipm ent ...............  750,000
Good W ill .................................  600,000
Misc. A ssets .................................  40,000
Total .........................................$2,100,000
L ia b ilit ie s  & C ap ita l
N otes Payable ............................ $100,000
Accounts Payable ....................  200,000
Other Current Liab.................... 10,000
Bonds Payable .........................  500,000
Capital Stock .............................. 1,000,000
Surplus ................................. .. 290,000
T otal ........................................ $2 ,100,000
Sales for Year .......................  $2 ,000 ,000
Cost of Sales ............................  1 ,200,000
N et P rofit .................................  300,000
Dividends Paid .......................  70,000
Terms of S a l e ..................“net 30 days”
A U D IT IN G
(T im e A llow ance 4 hours.)
Q uestion N o. 1 (W eigh t 10 p oin ts.)
If called upon to report upon th e  
adequacy o f th e m ethods o f  in ternal 
check in  use by a  large corporation, 
state w hat office practice and account­
ing procedure you  w ould inquire in to  
w ith respect to th e  fo llow ing:
(a ) Cash.
(b ) P etty  Cash.
(c) A ccounts receivable.
(d ) A dvances to em ployes.
(e )  Securities.
( f )  R aw  m ateria l stores and stock  o f 
fin ished  goods.
(g ) Purchasing.
(h ) P ay R olls.
Q uestion No. 2 (W eight 15 points.)
“A ” purchased unim proved property  
in  1910 and erected  a bu ild ing on it at 
a cost of $60 ,000 .00 . H e died in  1913  
and in th e  appraisal of h is  esta te  for  
probate, th is  property w as appraised at 
book va lu e, being cost less, depreciation  
at 3 per cent per annum  for th e  years 
1911-1912 and 1913.
E ffective January 1, 1915 , h is  esta te  
leased  the property for 99 years to  th e  
“B ” Company, th e  lease contain ing pro­
visions requiring the lessee  w ithin  10 
years to rem ove the old building and  
begin the erection of a  modern fire­
proof structure to cost not less than  
$600 ,000 .00 , the new  building to be 
m aintained in a good state o f repair by  
the lessee until the expiration of th e  
lease, w hen it  w as to become the prop­
erty o f th e  lessor.
The “B ” Company occupied the  
original bu ild ing until January 1, 1923, 
at w hich tim e w recking of the old  
build ing and construction of a new  one 
was begun. The new build ing was fin ­
ished at a cost of $600 ,000 .00  at May
1, 1924.
D raft the depreciation entries as they  
would properly appear, in your opinion, 
in  each of the years involved:
(a ) On the books of “A ” ; (b ) On 
the books of “A ’s” estate.
(c) On the books of the “ B ” Com­
pany.
Q uestion No. 3 (W eight 10 points.)
You are. engaged in an audit of the  
books of the B lank M anufacturing  
Company for the year ended Decem ber
31, 1925, and are determ ining the cash  
balance of that date from  the fo llow ing  
facts w hich you have gathered as at the  
close of business, March 31, 1926:
Bank  
Statem ent 
$14,636.24 
37,622.47 
36,369.21
$283.94
5,417.89
1 5 ,8 8 9 .5 0
3,162.26
Cash Book Check Book
Balance December 31, 1925 ..................................  $9,487.92 $9,218.35
Receipts to March 31, 1926 ....................................  37,619.81 37,622.47
Disbursements to March 31, 1926 .......................  34,113.58 34,113.58
Undeposited receipts March 31, 1926 (actual count) ..........
Outstanding checks, December 31, 1925 (per verified list)
Balance March 31, 1926, (per bank statem ent) ...................
Outstanding checks, March 31, 1926 (per verified list) . . . ,
S ta te  w h e th e r  t h e  in fo r m a t io n  g iv e n  
a b o v e  w i l l  e n a b le  y o u  to  a s c e r ta in  th e  
a m o u n t  o f  c a s h  o n  h a n d  a n d  in  b an k  
at D e c e m b e r  31, 1925 a n d  p r e p a r e  th e  
n e c e s s a r y  r e c o n c i l ia t io n s  to  o b ta in  th e  
c o r r e c t  c a sh  b a la n c e  a t  th a t  d a te .
Q u e s t io n  No. 4 (W eight 10 p o in ts .)
A corporation enters into a contract 
with its m anager to provide for an in ­
come to be paid him  after his retire­
ment, containing the fo llow ing provis­
ions:
He is to pay to the corporation the  
sum of $3 ,000 .00  to be credited to a 
retirem ent fund for h is benefit; the 
corporation is to credit to such fund the 
sum of §7,000 .00; at the end of each  
year after the creation of such fund, 
is to pay in the additional sum  of 
$300.00; and the corporation is to 
credit the sum of $600 .00; the corpora­
tion is to have the use of the fund and 
in addition, is to credit it at the end of 
each year w ith in terest at the rate of 5 
per cent per annum , com puted on the  
balance standing to the credit of the 
fund at the beginning of the year.
At the end of the third year of the 
existence of the fund he retires and 
under the term s of the contract is to 
receive a m onthly incom e of $90.00 for 
life, any balance to the credit of the 
fund at h is death to revert to the cor­
poration.
(a) Draft the entries which should  
properly be made at the beginning of 
the first year and at the end of each of 
the three years prior to retirem ent; 
also the entry to be m ade at the tim e  
of the first m onthly retirem ent pay­
ment.
(b) How w ould the sum s involved in  
the above transactions be treated on 
federal tax returns?
Question No. 5 (W eight 5 points.)
During the course of an audit of the  
financial records of an endowed college  
you gather the fo llow ing inform ation:
(a) Total endow m ent funds $1,000,000  
E n d o w m e n t  investm ents:
Bonds and m o r t g a g e s ............. 650,000
Income producing real estate 180,000  
College gym nasium  and ath­
letic field  ..............................  165,000
Cash aw aiting investm ent . . 5,000
Total endow m ent assets $1 ,000 ,000
(b) You learn that it  is the practice 
of the accounting officers to carry the 
bonds and m ortgages on the books of 
account at par values, treating the 
amounts of any necessary adjustm ents  
between par and cost of acquisition as 
profit or loss affecting current year net 
income. The treasurer explains that all 
securities are selected  w ith  care and 
are expected to be held to m aturity, 
when par w ill be realized.
W rite such com m ents or recom m en­
dations w ith respect to the above facts  
as you w ould consider appropriate to 
include in your report of audit to the 
trustees of the college.
Question No. 6 (W eight 10 points.)
In a recent publication attention  was 
drawn to the im portance of the word­
ing of an auditors certificate and to the  
criticism s w hich have som e tim es been  
made by bankers and credit agencies 
w ith respect to  w hat was said or left 
unsaid.
(a ) Nam e the points you consider 
essen tia l to be covered in w hat is com ­
m only known as a “short” certificate  
accom panying a balance sheet.
(b) Give your opinions, supporting  
them  w ith  reasons, of the fo llow ing  
exam ples of balance sheet certificates:
(1 ) “I hereby certify  that the above 
is a true and correct transcript of the 
A ssets and L iab ilities appearing on the 
books of The B lank Company on De­
cember 31, 1920 .”
(2 ) “W e have made a superficial 
exam ination of the books of The Blank  
Company at the close of business, De­
cember 31, 1922, and from  the trial 
balance we have prepared the above con­
densed balance sheet, w hich, in our opin­
ion, exh ib its a correct view  of the finan­
cial condition of the business at the date 
named according to the inform ation  
and explanations given  us and as shown  
by the books.”
(3 ) “W e hereby certify  that we have 
audited the books and records of The 
Blank Company and that, in our opin­
ion, based upon the records exam ined  
and the inform ation  obtained by us, the  
above balance sheet is drawn up so as 
to clearly set forth the financial condi­
tion  of the com pany at the close of 
business, Decem ber 31, 1920 .”
(4 ) “W e (in  the case of a partner­
ship, or “I” in  the case of an indi­
vidual) have audited the books and ac­
counts of The B lank Company for the 
year ended December 31, 1925, and we 
certify  that, in our opinion, the balance 
sheet and relative incom e statem ent, 
respectively, fa irly  set forth the finan­
cial position of the company and the  
resu lts of operations for the year.”
Q uestion No. 7 (W eight 20 points.)
The City Dairy Company bottles and 
distributes m ilk. Its sa les average
40,000 pounds per day. It operates 3 
pasteurizers, having a capacity of 2,500  
pounds each, per hour.
These m achines cost $1 ,200 .00  apiece 
installed  and they have been in  use 
three years. Their estim ated  life  when  
installed  w as 15 years and estim ated  
salvage value at th e end o f that period  
$50.00 each. Experience has show n  
that repair and m aintenance charges on 
these m achines w ill average 3 per cent 
of their cost per year.
 The Sm ith Dairy M achinery Com­
pany manufactures a new type of ma­
chine w hich is  guaranteed to have a 
productive capacity of 12 ,000 pounds 
per hour and to save 80 per cent of the  
cost of live steam  and refrigeration
used in pasteurization as compared w ith  
the old type. The life  of these m achines 
is estim ated at 10 years and their salv­
age value at the end of that period at 
$100.00 each. The m anufacturers of­
fer to in sta ll them  ready to operate at 
$8,500 .00  each, and to rem ove the old  
m achines and allow  for them  their  
estim ated  scrap value. Their guaran­
tee also provides for replacem ent of 
broken or defective parts and com plete 
m aintenance to keep their m achines in  
good w orking order for one year. Sub­
sequent repair and m aintenance charges 
may be assum ed to average 5 per cent 
of the m achine’s original cost annually.
You are called upon to  m ake a special 
exam ination of the acounts to deter­
m ine w hether it w ould be advantageous 
from  a profit and loss standpoint to in ­
sta ll the new type of m achine. Your 
exam ination d iscloses that the present 
cost of live steam  and refrigeration  
used in  pasteurization averages 44c 
per 1 ,000 pounds of m ilk.
Required:
(a ) A ssum ing future production to 
average 5 per cent greater than the  
sales given above, state the conclusions 
you w ould report to your client and  
show  the m ethod of arriving at them .
(b) D raft the entries you w ould con­
sider proper to be made to record the  
changes in case the m anufacturer’s 
proposition w ere accepted.
Q uestion No. 8.
The “A ” M anufacturing Company’s 
accounts at the close of their second  
year in business show  operating re­
su lts  expressed in percentages as tab­
ulated  below. They m anufacture a 
variety of standardized m etal products 
for sale to jobbers in  com petition w ith  
other m anufacturers. N et sales the  
first year am ounted to $210 ,000 .00  and  
the second year to $525 ,000 .00 . No 
im portant increase in plant or equip­
m ent was necessary to produce the in ­
crease, nor was the lim it of plant 
capacity approached. Selling prices, 
raw m aterials and labor rem ained at 
approxim ately  the sam e price levels
during the tw o years.
1924 1925
per per
cent cent
D irect m a t e r ia l ...............  25 34
D irect labor ....................  35 41
P rim e cost .......................  60 75
M anufacturing expense 40 25
T otal Factory cost . . 100 100
A dm inistrative expense 6 3
Selling e x p e n s e ...............  8 10
T otal cost to  se ll . . 114 113
Selling price .................. 102 109
L oss ..............................  12 4
You are asked to analyze the above  
inform ation  and interpret its s ign ifi­
cance for the benefit of the m anage­
ment.
Question N o. 9 (W eight 10 points.)
The owner of an unim proved build­
ing site is desirious of developing it to  
produce an incom e and receives a 
proposition from  proposed lessees to 
erect a building at a cost of $100,-
000.00. In calculating annual expenses 
to be made the basis of rentals he as­
sumes a life  of 50 years for the proposed 
building and includes $2,000.00 per year 
as a depreciation charge by the straight 
line method, in h is calculations. The 
prospective lessee contends that this de­
preciation charge is too large, that, as de­
preciation charged into expense does not 
represent actual expenditure, an amount 
of cash equal to the depreciation charge 
should be set aside annually and in ­
vested  in in terest bearing securities, 
and the in terest obtained annually re­
invested. He dem onstrates by calcula­
tion  th at an annual depreciation charge 
of $477.78 so handled w ill at an in ­
terest rate of 5 per cent am ount 
to $100 ,000 .00  at the end o f 50 years, 
and that therefore th is am ount rather 
than $2,000.00 should be taken into  
consideration in  determ ining the an­
nual rental.
You are asked by the owner to give 
your opinion as to w hich of the two 
m ethods should be used, and why. 
Give your answer.
ACCO UNTING  P R O B L E M S (P A R T  I .)
(T im e A llow ance, 4 hours.) 
Problem  No. 1 (W eight 30 P oints.)  
You are engaged by the Payasuride  
A uto Sales Company to m ake an audit 
of its records for the years of 1924  
and 1925 and to prepare its  Federal 
Incom e Tax return for 1925.
An exam ination of the records d is­
closed the fo llow ing  facts:
1. The books w ere closed on D ecem ­
ber 31, 1925 and the fo llow in g  was the  
tr ia l balance after closing:
Cash ............................
N otes and accounts
receivable .............
Contract deposits . .  
Inventory, new cars 
Inventory, used cars 
Inventory, parts and
accessories ...........
Stocks and bonds . .  
Prepaid expenses . .  
Machinery and tools 
Reserve for depreci­
ation of machinery
and tools .............
Office equipment . . .  
Reserve for depreci­
ation of office
equipment ...........
Notes and accounts
payable .................
Associated dealers’
deposits .................
Reserve for price re­
duction, new cars.
Capital stock ..........
Surplus . ...................
$8,785.49
55,989.71
1,300.00
35,208.84
14,914.60
21,322.50
67,774.00
2,852.04
7,186.75
3,188.99
$2,567.49
1,105.51
86,788.30
1,350.00
3,812.20
50,000.00
72,899.42
Totals ........... 218,522.92 218,522.92
2. The trial balance after the books had 
been closed on December 31, 1924, was 
as follows:
Cash ............................ $7,258.35
Notes and accounts
receivable .............  52,850.75
Contract deposits . .  1,150.00 
Inventory, new cars 34,946.75 
Inventory, used cars 14,601.19 
Inventory, parts and
accessories ........... 19,269.01
Stocks and bonds. .  57,000.00 
Prepaid expenses . .  2,579.98 
Machinery and tools 4,750.50 
Reserve for depreci­
ation of machinery
and t o o l s ...............  $1,372.73
Office equipment . . .  3,083.80 
Reserve for depreci­
ation of office
equipment ........... 786.87
Notes and accounts
payable .................  87,775.48
Associated dealers’
Deposits ...................  1,275.00
Capital stock ...........  50,000.00
Surplus .....................  56,280.25
T o t a ls .............  197,490.33 197,490.33
3. An audit for incom e tax purposes 
had been made to and including D ecem ­
ber 31, 1923 and a ll adjustm ents in re­
spect to  accruals, inventories and in­
come tax reserves necessary to bring the 
records into accord w ith that audit and 
been m ade as of December 31, 1923, in
1924.
4. B eginning w ith the balance after 
the adjustm ents m entioned in item  No. 
3 above, had been made, the Surplus 
account appeared as follow s:
Adjusted b a l a n c e
Jan. 1, 1924........... $46,120.20
Profit per books,
1924 .......................  $14,160.05
Dividends paid in
1924   4,000.00 10,160.05
Balance Dec. 3 1 , 1924 56,280.25
Profit per books,
1925   19,370.59
Dividends
paid in
1925 . . .  $2,000.00 
Federal in­
come tax 
on 1924
income . 751.42 2,751.42 16,619.17 
Balance Dec. 3 1 , 1925 72,899.42
5. The tax return w hich had been  
filed  for the year of 1924 was correct, 
■but it  did not agree w ith the books in  
respect to th e  fo llow ing item s:
a. N otes and accounts receivable  
am ounting to $2,867.87 w ere considered  
w orthless and so deducted on the re­
turn.
b. The cash was short $74.89 on De­
cember 31, 1924 and that am ount was 
taken as a deduction.
c. The inventory o f used cars on De­
cember 31, 1924 w as reduced 15 per 
cent on the return to  cover th e  probable 
se llin g  cost of such cars as perm itted by 
an incom e tax ruling.
d. State and local taxes of $1 ,015.76  
w ere accruable on December 31, 1924
and w ere so considered in the prepara­
tion of the incom e tax return.
e. A reduction in th e  price of th e  
cars for w hich the Company w as dis­
tributor was made in  Decem ber, 1924: 
and the m anufacturer agreed to g ive  
credit for the reduction on all new cars 
on hand Decem ber 31, 1924. The 
credit to w hich the Company w as en­
titled  was $1,931 .07  and th is fact w as  
show n on th e  tax return.
No entries have been made on the  
books to record these item s except as  
noted under the next heading (No. 6) i n 
connection w ith  1925 transactions.
6. The fo llow ing  facts are d isclosed  
in the audit of the records for 1925:
a. C ollections am ounting to $278 .95  
had been m ade in  1925 on the notes and  
accounts w hich w ere considered w orth­
less in  the 1924 tax returns and such  
collections and been credited to N otes  
and A ccounts R eceivable.
b. A difference in the Cash account 
on Decem ber 31, 1925 had been ad­
justed  in  the profit for 1925. This d if­
ference was a net am ount made up in  
part of the shortage of $74.89 on De­
cember 31, 1924.
c. The reduction of the inventory o f  
used cars on December 31, 1925 had  
been properly recorded before the books 
were closed for 1925. A ll used cars on  
hand Decem ber 31, 1924 w ere sold in  
1925.
d. The sta te  and local taxes for 1924  
of $1,015 .76  w ere paid in 1925 and  
charged to Taxes. The am ount of such  
taxes accruable on December 31, 1925  
was $1 ,233 .59 , and they had not been  
set up on the books.
e. The Company received $ 1 ,9 3 1 .0 7 , 
the am ount of the 1924 price reduction, 
in 1925 and credited that am ount to 
Cost of N ew  Car Sales w hen it was re­
ceived. A sim ilar price reduction oc­
curred in  1925, but the credit to w hich  
the com pany was entitled , $3 ,812 .20 , 
had been properly recorded before the  
books w ere closed on Decem ber 31, 
1925.
You are required to prepare:
(a ) Journal entries that w ill fu lly  
and clearly record any of the above 
item s not properly handled on the  
books. A lso entries to set up the ac­
cruals of th e  federal incom e taxes of 
the respective years. (U se book incom e  
as taxable incom e in com puting the  
taxes.)
(b ) Corrected trial balances (Your 
com pleted work sheets w ill do) for De­
cem ber 31, 1924 and December 31,
1925. T hese tria l balances should in­
clude the accruals of federal taxes and 
the respective dates per the entries in
(a ) .
(c ) A corrected statem ent of the Sur­
plus account beginning w ith balance  
given  for January 1, 1924. This sta te­
m ent should show  the correct profit for
each of the years and the balances at 
the close of each year m ust agree with  
the balances show n for Surplus in  your 
trial balances.
P r o b le m  No. 2 (W eight 15 points.)
On Septem ber 1, 1925, the Barque 
and Byte Company, E ngineers, a non­
s to c k , non-profit corporation organized  
in W isconsin, obtained perm ission to 
change from  the A ccrual B asis to the 
Cash B asis of reporting incom e for the 
year 1925, but w ere not perm itted to 
file am ended returns for previous years.
From the above facts and the in­
form ation given below  prepare:
1. Operating statem ent for 1925—  
Cash Basis.
2. Closing Balance Sheet for 1925—  
Cash Basis.
3. A djusting entries to change the 
books from the accrual to  cash basis.
OPENING BALANCE SHEET  
January 1, 1925 
$300.00Petty cash .............
Accts. receivab le.. 
Notes receivable . .  
Miscel’s advances. 
Equip’t . $46,415.20 
Less: re­
s e r v e  
for de­
precia­
tion .
98,307.87
2,000.00
189.10
16,000.00 30,415.20
Total assets. 
Cash overdraft . . .  
Accounts payable . 
Notes payable . . . .  
Accrued sa lar ies ..
Total lia b ilit ie s ..
968.26
1,332.81
26,000.00
102,911.10
$131,212.17
131,212.17
TRIAL BALANCE 
December 31, 1925
Cash .........................  $776.04
Petty cash .............  300.00
Notes receivable.. 2,000.00 
Accounts receivable 128,239.70
Equipment ............. 47,515.20
Reserve for depre­
ciation .................  16,000.00
Notes payable . . . .  21,500.00
Accrued sa la r ies .. 102,911.10
Income ...................  238,223.12
Expense .................  199,803.28
378,634.22 378,634.22
ACCOUNTING P R O B L E M S (P A R T  II .)
(Tim e A llow ance, 5 hours.)
Problem  No. 3 (W eight 25 points.)
Adams Jones, a resident of X, W is­
consin, died in 1922, bequeathing all of 
his property, real and personal, to his 
son, John Jones, and h is married daugh­
ter, Mrs. Sm ith, to be divided equally  
betw een the tw o. Under the term s of 
the w ill, a ll of th e  property w as so dis­
tributed, except three pieces of land, 
partition lots, close to the City of X, 
which the brother and sister decided to 
hold as jo in tly  owned property w ith a 
view  to p latting and sale of lots.
In January, 1925 you, as an auditor, 
are called in to exam ine such records as
Mr. John Jones has kept in  connection  
w ith the above land properties, and to 
com pile figures for the preparation of 
1924 incom e tax returns, and your in ­
vestigation  discloses the fo llow ing data.
A copy of the X  County Court Inven­
tory, dated July 10, 1922, in  the m atter 
of the E state of Adam Jones, deceased, 
places the fo llow ing valuations on the  
three pieces of property:
P artition  Lot 1 .......................  $15,000 .00
P artition  Lot 2 ....................  *12,000.00
P artition  Lot 3 ....................... 10,000.00
Total ......................................  $37,000.00
*Net after deducting mort­
gage of ...................................  $3 ,000.00
No corporate organization had been  
form ed, Mr. Jones having kept account 
of the affairs relative to the properties, 
on behalf of h im self and sister, in a 
sim ple record of receipts, d isbursem ents 
and sales.
There w ere no sales in 1922, or in 
1923, but the fo llow ing disbursem ents 
w ere made by John Jones:
1922. The mortgage on par­
tition lot 2 was p a id . . . .  $3,000 
Improvements, plat t i n g , 
and taxes—
Improvement .......................  $500
Partition lot 1, taxes, 1921
assessm ent .......................  500 1,000
Improvement .......................  500
Partition lot 2, taxes, 1921
assessm ent ........................ 500 1,000
Improvement ........................ 100
Partition lot 3, taxes, 1921
assessm ent ........................ 300 500
1923 real estate taxes—1922 
assessm ent—
Partition lot 1 .....................  500
Partition lot 2 .....................  500
Partition lot 3 .....................  300
Uncompleted construction 
of store and apartment 
building on lots 1, 2, and
3, in partition lot 1 . . . .  9,753
Mrs. Sm ith reim bursed Mr. Jones for 
her h a lf  of the above outlays.
In the course of the two years, the 
partition lo ts have been platted into  
lots as follow s:
P artition  Lot 1— 50 lots of equal 
size, se llin g  price $800.00 each.
P artition  Lot 2— 50 lots of equal 
size, se llin g  price $900.00 each.
P artition  Lot 3— 30 lots of equal 
size, sellin g  price $1,000 .00  each.
On the 1923 tax roll the Township  
A ssessor places the fo llow ing valuations  
on the property:
P artition  Lot 1 .......................  $25,000 .00
P artition  Lot 2 .......................  25 ,000.00
P artition  Lot 3 ....................... 20,000.00
In 1924, the fo llow ing transactions 
are recorded:
John Jones, one-half owner, advances 
the sum of $10 ,000.00 for use as a joint 
fund.
Sales— April to  November:
Partition Lot 1— 20 lots @ $800.00  
each.
Partition Lot 2— 25 lots @ $900.00  
each.
Partition  Lot 3— 30 lots @ $1,000.00  
each.
Terms— One-third down, balance on 
land contracts.
A total of $40,000.00 is received dur­
ing 1924 on the above sales.
Store and apartm ent building and the 
three lots upon which it is built, 
$35,000.00.
Terms, $20 ,000.00 cash, which is re­
ceived, and the balance to be paid in 
three years on a first m ortgage.
Cash D isbursem ents:
R eal E state Taxes— On acreage basis, 
1923 A ssessm ent:
P artition  Lot 1 ............... .. $700.00
P artition  Lot 2 .........................  700.00
Partition  Lot 3 .........................  560.00
Com m issions on S a l e s ............. 3 ,800.00
Other Sales Expense ...............  1 ,000.00
To John Jones (1-2 ow ner) . 25 ,000.00  
To Mrs. Sm ith (1-2 ow ner) . 15 ,000.00  
Com pletion of store and
apartm ent building started
in 1923 ...................................  10 ,376.00
The real estate taxes accrued D ecem ­
ber 31, 1924, were of the sam e am ount 
as those paid in 1924. Mr. Jones is to 
receive in terest at 6 per cent for three 
m onths on the $10 ,000 .00  w hich he ad­
vanced.
W ithin the dictates of good account­
ing and correct tax procedure, Mr. Jones 
directs you to proceed so that each  
parcel of property w ill bear its proper 
cost and carrying charges, and so reflect 
the real profit at the tim e of sale.
R equired (1) .
(a ) N et incom e of Mr. Jones, and 
Mrs. Sm ith from  the jo in t venture for 
the year 1924.
(b) Statem ent of the F inancial Con­
dition of the jo int venture as of De­
cember 31, 1924.
Completed w orking papers w ill be 
sufficient.
(c) What form of book records 
should be installed  and w hat subsidiary  
records w ould you set up, if  any?
(d ) W orking papers.
R equired ( 2) .
(a)  W hat tax returns should be filed , 
State and Federal, in reporting the in ­
com es of John Jones, h is s ister, Mrs. 
Sm ith, and her husband, who had a sep­
arate salary incom e subject to tax of 
$15,000 .00?
Required (3) .
(a)  In June, 1925, lo t number 1, in  
partition lot 2 is taken back in  default, 
the purchaser agreeing to forfeit the  
down paym ent in consideration of being  
released from  his contract. How  
should th is be reflected  on the books in 
1925?
Problem  No. 4 (W eight 30 points.)
The Sales Company of W aukegan, 
Illinois, is a jobber of an autom obile de­
vice. The outstanding stock of this 
com pany am ounting to 446 shares is 
owned entirely  by the m em bers of the  
X fam ily.
The autom obile device w hich the
Sales Company sells is made by the 
A-B Company of Milwaukee and con­
stitutes the latter’s sole product the 
Sales Company being its  only customer. 
The A-B Company is also a closed cor­
poration, its outstanding stock of 650 
shares being owned by two persons, A 
and B.
The Waukegan Corporation meets 
with unforseen reverses and in order to 
meet a judgment against it has to 
borrow $30,000.00 which it obtains from 
A and B, the two stockholders of the 
A-B Company. This loan is made per­
sonally by A and B and does not appear 
on the A-B Company’s records. An 
agreement to consolidate the two cor­
porations is effected as a result of this 
loan. The arrangement is that the 
Sales Company will continue to exist as 
such and take over the assets and 
liabilities of the A-B Company. The 
Sales Company will move to Milwaukee 
and obtain a license to do business in 
Wisconsin. On August 31, 1925 the 
trial balance of the Sales Company be­
fore consolidation appears as follows:
Sales Company, Waukegan, Illinois.
August 31, 1925.
Dr. Cr.
Cash .................................... $2,300
Customers accounts . . . . 38,500
Delinquent accounts ----- 3,400
Reserve for bad debts .. $4,600
Inventory (Jan. 1, 1925) 8,200
Prepaid insurance (Aug.
31, 1926) ...................... 135
Testing and shipping
equipment .................... 10,300
Furniture and fixtures.. 5,625
Depreciation reserves . . 4,900
Patent rights .................. 2,800
Accounts payable — mis­
cellaneous ...................... 2,750
A-B Co., M ilw aukee........ 10,300
Notes payable to banks. 12,500
Notes payable to A and B 30,000
Capital stock authorized
(600 shares) ................ 30,000
Capital stock unissued . . 7,700
Earned surplus ................ 33,800
Paid in surplus .............. 350
Sales .................................. 193,500
Returns ............................ 8,500
Purchases of devices . . . 131,750
Selling expenses ............ 20,150
Shipping and testing ex­
penses ............................ 3,870
Freight on purchases... 2,400
 Administrative and gen­
eral expenses ............ 20,930
266,560 322,700
Insurance .......................... 750
Depreciation of equip­
ment .............................. 390
?Loss due to suit for in­
fringement ....................  55,000
 _____
322,700 322,700
The inventory at August 31st 
amounts to $9,180.00.
The balance sheet of the A-B Com­
pany setting forth the assets and liabili­
ties that the Sales Company will take 
over, appears as follows at August 31, 
1925:
As s e t s
Inventory ........................... $74,200
Sales Co., W aukegan----  10,300
Due from offices A and B 6,700
Machinery ........................  $20,500
Tools and dies ................  5,000
Shop equipment ..............  2,000
Furniture and fixtures..  2,300 
Patterns ..........................  325
30,125
Less depreciation reserves 10,100 20,025
Total assets ..........  111,225
Liabilities and Net Worth 
Trade accounts payable . $3,100 
Accrued taxes payable. . .  3,650 
Notes payable to banks.. 2,000
Total liabilities . . .  8,750 
Capital stock outstand’g. 65,000 
Earned surplus ..............  37,475 102,475
111,225
The consolidation takes place, the 
Sales Company moves to Milwaukee and 
takes over the assets and liabilities of 
the A-B Company which, as a corpora­
tion goes out of business. A and B 
cancel the note they hold against the 
Sales Company. The members of the 
X family turn in all of their stock fol­
lowing which the entire authorized stock 
of the Sales Company of 600 shares is 
issued as follows:
A and B 415 shares.
X family 185 shares.
The bookkeeper who is retained to 
keep the books of the Company hesitates 
to make any entries for the above trans­
actions and abandons both of the gen­
eral ledgers of the two companies. 
From September 1st to December 31, 
1925, he keeps a general ledger which 
contains none of the assets, liabilities 
or operating results of the old com­
panies prior to August 31st. He merely 
posts the current items from his books 
of original entry and his trial balance 
at December 31st is as follows:
SALES COMPANY 
December 31, 1925
Dr. Cr.
Cash in b a n k ....................  $14,300
Customers accounts ___ 520
Delinquent accounts . . ................ 150 
Notes receivable, custo­
mers ..............................  8,300
Securities owned ............  5,000
Machinery purchased . . .  300
Depreciation reserve . . .  1,930
Accounts payable ............ .............2,260
Notes payable to banks. 14,500
Accrued taxes payable . .  3,650
Sales ..............................................145,200
Returns ............................  5,200
Manufacturing wages . .  15,300
Raw materials purchased 38,200
Factory expenses ............  2,440
Depreciation .................. .. 1,930
Shipping expenses ..........  5,665
Selling ex p en ses..............  9,230
Insurance premiums paid 1,565
General expense ............... 23,440
149,540 149,540
The inventory at the close of the year 
amounts to $82,950.00 including fin­
ished goods, work in process and raw  
materials. An examination of the in­
surance policies discloses unearned prem­
iums at December 31st of $610.00.
YOU ARE ASKED TO FURNISH THE 
FOLLOWING:
1,  Balance sheet of the Sales Com­
pany (Consolidated) at December 31,
1925.
2. Profit and loss statement of the 
Sales Company for the year 1925.
3. A brief statement indicating the 
amount which each group of stock­
holders gained or lost under the con­
solidation.
Hand in all working papers with the 
above.
COMMERCIAL LAW
(Time Allowance 2½ Hours.)
Question No. 1.
(A) Is a Corporation liable for the 
ultra vires torts of its agents?
(B) What power has a corporation 
to make contracts and conveyances?
Question No. 2.
(A) When does an acceptance turn 
an offer into a contract?
(B) If an offer is made by mail and 
an acceptance is sent by telegram, when 
is the contract concluded?
(C) Suppose the acceptance had been 
returned by mail, what then?
Question No. 3.
(A) What instruments are negoti­
able by delivery?
(B) What instruments are negotiable 
only by indorsement and delivery?
Question No. 4.
(A) How may an agency be termi­
nated?
(B) How may an agency be revoked?
Question No. 5.
(A) What is a nominal partner?
(B) What is a special partner?
Question No. 6.
What are the two principal classes 
of partnerships, and how would you de­
scribe them?
Question No. 7.
(A) What is the territorial extent 
of the powers of a corporation?
(B) May a corporation hold stock 
in another corporation?
 Question No. 8.
(A) What are principal classes of 
personal property?
(B) Are standing trees personal 
property? Why?
Question No. 9.
(A) What is meant by “goods, wares 
and merchandise,” as used in the s tatute 
of frauds?
(B) Are goods that are to be manu­
factured “goods, wares and mer­
chandise,” subject to the statute of 
frauds?
Question No. 10.
(A) In an action against a bailee 
for negligence, who has the burden of 
proof? Why?
(B ) W hat degree of d iligence is re­
q u ir e d  of bailees for hire? Are there 
any exceptions to th is rule?
Q u e st io n  No. 11.
(A ) How should  an agent m ake and 
indorse negotiable paper?
(B ) W hat i s  a d e l iv e r y  in  e sc r o w ?  
E x p la in  f u l ly .
Q u e s t io n  No. 12.
D e f in e  void, voidable, and unenforce­
able contracts. Give an illustration  of 
each.
Q u e st io n  No. 13.
(A ) W hat are the principal classes 
of contracts under seal? W hat are they  
som etim es called?
(B ) W hat kind of consideration is 
necessary to support a sim ple contract?
Q u e st io n  No. 14.
( A)  D efine fraud.
(B ) W hat is the effect of fraud upon 
a contract?
Question No. 15.
W hat are quasi contracts, and how do 
they arise?
Question No. 16.
( A)  W hat is the difference in the e f­
fect of a sale of goods sto len  and those  
obtained by fraud?
(B ) W hat im plied condition is there  
in a sale of property by description?
Question No. 17.
(A ) W hat are the rem edies of the 
buyer w hen the seller w rongfully  n eg­
lects or refuses to deliver the goods?
(B ) A fter a buyer has accepted  
goods, w hat are h is rem edies for breach 
of warranty?
•Q uestion No. 18.
( A)  Suppose a surety signs an in ­
strum ent in blank, and later it is filled  
up for a greater sum  than that agreed  
upon. Is he liable? W hy not?
(B ) Can one partner bind the firm  
as surety or guarantor?
Question No. 19.
( A)  D efine insolvency and bank­
ruptcy.
(B ) W hat is a g ift inter vivos, and 
what is necessary to com plete it?
Question 20.
( A)  W hat is a fee sim ple?
(B ) W hat is a m ortgage?
(C) D efine a deed and give it re­
quisites.
E L E M E N T S O F P O L IT IC A L  ECONOM Y
(Tim e A llow ance 2½ hours.)
Answer any ten questions.
Question No. 1.
It is custom ary to divide the field  of 
econom ics into four m ajor parts, known  
as production, exchange, distribution  
and consum ption.
(a) State your understanding of the  
term production, and show how ex­
change may logically be made a sub­
class of production.
(b) W ith regard to  the nature of the  
thing produced, how  can production be
divided into two chief types or form s?
(c) Name the so-called factors of 
production and mention the functions 
or hum an activ ities w hich these fac­
tors may be said to contribute to the 
econom ic life  of today.
(d ) W hat is your understanding of 
the term distribution?
(e ) Nam e the so-called shares in dis­
tribution. Do you believe that the 
econom ic functions or activ ities are re­
warded in our present system , in  pro­
portion to the services rendered in each 
case? If not, can you nam e som e ex­
ceptions clearly apparent at the present 
tim e?
Q uestion No. 2.
(a ) W hat is your understanding of 
the term  “consum ption?”
(b) P oint out briefly the part the  
consum er plays in m odern business.
(c) Do you believe that econom ic 
production— the operation of our m ines, 
farm s, factories, etc., is carried on for 
the sake of the consum er? If not, 
w hat, to your mind, is the purpose of 
all our econom ic activities?
Q uestion No. 3.
(a ) Nam e, in chronological order, 
the various form s of business com bina­
tions for the restraint of com petition  
w hich th is country has seen. Account 
for the sh ifting  from  one form  to the 
other.
(b ) Are a ll com binations in restraint 
of trade illega l at the present tim e?
(c) W hat is m eant by the term “Un­
reasonable restraint of trad e?” W here 
and w hen did th is term  originate?
(d ) Nam e the chief pieces of Federal 
L egislation  w hich have been passed to 
control restraint of trade.
(e ) W hat is the function  of our F ed­
eral Trade Com m ission? State the ap­
proxim ate date of its organization.
(f)  W hat can you say as to the ac­
com plishm ents of th is Commission?
Question No. 4.
(a ) W hat is a trade union?
(b) Show the relation  of modern  
trade unions to the old m edieval craft 
guild.
(c) Nam e the chief planks in  the 
econom ic platform  of organized labor 
and discuss briefly  the m ost comm on  
m ethods of obtain ing these ends.
(d ) State your understanding of the 
fo llow ing  term s:
1. L im itation of output.
2. The lump of work argum ent.
3. The black list.
4. The yellow  dog contract.
5. The com pany union.
Q uestion No. 5.
Give the sign ificance to labor of the 
decision rendered by the U nited States 
Supreme Court in one of the fo llow ing  
cases:
(a ) The Danbury H atter’s Case.
(b) The Duplex P rinting Machine 
Case.
(c) The Coronada Coal Case.
(d ) A dkins versus C hildren’s H os­
p ita l. (W ashington M inimum W age  
Case of W ashington, D. C.)
Q uestion No. 6.
(a ) Nam e and discuss briefly the so- 
called “comm on law  d efenses” of the  
em ployer in  cases of a workm an injured  
w hile at work.
(b) State the m ain provisions o f 
W isconsin’s  W orkm en’s Com pensation  
Act.
Q uestion No. 7.
(a ) W hat was the nature of th e  
“Child Labor A m endm ent” put before  
the various states about 2 years ago?
(b) W hat is the present status o f 
this am endm ent?
Question No. 8.
(a ) State the chief difference be­
tw een a corporation and a partnership  
and point out the advantages or disad­
vantages of the corporations as com­
pared w ith  the partnership.
(b ) W hat does the term  “ Capitaliza­
tion ” of a corporation mean?
(c) W hat does it m ean to say a cor­
poration is  over-capitalized? How  
w ould you ascertain w hether a certain  
corporation is over or under capitalized?
(d) W hat is the practical im portance 
of ascertain ing such a fact?
(e) Can you use the quotations on  
the stocks of railroads as g iven  out by  
the Stock E xchanges as a key to th e  
over or under capitalization of the com ­
panies? Give reasons for your answer.
Question No. 9.
(a ) W hat were the im m ediate rea­
sons for the passage of our so-called  
“N ational B anking A ct?”
(b) W hen, approxim ately, w as th e  
“Federal R eserve A ct” passed? S ta te  
the chief w eakness of the older act and  
show  how the later act was designed to  
rem edy them .
(c) D istingu ish  clearly betw een so -  
called standard and fiduciary m oney.
(d ) Draw up a chart of parallel 
colum ns, nam ing in the first colum n the  
five ch ief form s of fiduciary m oney and  
sta tin g  opposite each in the successive  
colum ns:
1. A pproxim ate date or period in ou r  
history w hen first introduced.
2. N ature of reserve behind it.
3. E lastic or inelastic by nature.
Q uestion No. 10.
(a ) W hat is your understanding o f  
the term  “business cycle .”
(b ) D escribe the course of the cycle  
in term s of the changing prices of
1. Labor.
2. Capital funds.
3. R aw m aterials.
(c ) W hat is  the now generally  ac­
cepted method of measuring price 
changes?
Question No. 11.
(a) Name some of the outstanding 
problems of taxations facing the Ameri­
can people today.
(b) Give the chief features of our 
Federal Income Tax Law and state your 
opinion, giving reasons, as to whether 
the tax on incomes should be increased, 
decreased, or abolished.
Question No. 12.
(a) What is meant by “par of for­
eign exchange?”
(b) What determines the “rate” of 
foreign exchange?
(c) Show clearly the possible effects 
on the rate of foreign exchange in New 
York, of the payment of foreign debts 
to the United States.
GOVERNMENTAL ACCOUNTING 
(Time Allowance 2 ½  Hours.)
Question No. 1.
With relation to rulings of the Treas­
ury Department, what do the following 
symbols stand for:
(a) Op. A. G. (g) A. R. R.
(b) O. or L. O. (h) A. R. M.
(c) S. or S. M. (i) O. D.
(d) Sol. Op. (j) I. T.
(e) T. B. R. (k) Mim.
(f) T. B. M. (l ) B. T. A.
(a) X, the holder of $5,000 in face 
amount of French Bonds, in 1925 
cashed interest coupons in the amount 
of $400.00. What taxable income, if 
any, does he derive from the interest 
received?
(b) Mr. Y owns a cottage costing 
$3,000 at a lake. No insurance is car­
ried on the same. During the winter, 
the cottage is completely destroyed. 
Has Mr. Y sustained a loss which may 
be deducted for income tax purposes?
(c) Where an individual reports in­
come on a cash receipt and disburse­
ment basis, in what year must interest 
be reported where coupons matured and 
are payable in one year but were not 
collected until the subsequent year?
(d) When, if ever, is a partnership 
taxable as a corporation?
(e) When must a corporation file its 
return:
(1) Fiscal year basis.
(2) Calendar year basis.
Question No. 3.
(a) What is Earned Income? Earned 
N et Income?
(b) What is meant by “Tax Paid at 
Source?”
(c) Discuss the Income Tax Require­
ments relative to the booking of Re­
placements in case of fire loss, etc.
(d) What is a Capital Gain? A 
Capital Loss?
(e) Distinguish between deductions 
and credits.
Question No. 4.
(a) When must a federal estate tax 
return be filed:
(1) Minimum amount of estate.
(2) Due date of return.
(b) By whom must a federal estate 
return be filed:
(1) Preliminary notice.
(2) Estate Tax Return.
Question No. 5.
(a) What is meant by the term 
“Blue Sky” Law?
(b) Briefly discuss the purpose and 
operation of “Blue Sky” Laws.
Question No. 6.
As comptroller of the City of A, you 
wish to purchase some public utility  
bonds for investment purposes. State 
the information you would require in 
order to test the “Soundness” of the 
bonds offered.
Question No. 7.
Discuss the value of “municipal 
statistics,” bringing out your knowl­
edge of three types of municipal statis­
tics based upon the point of view from 
which statistics are reported.
Edward P. Moxey & Company, 
Certified Public Accountants, Real 
Estate Trust Building, Philadel­
phia, Pa., announce that Joseph S. 
Schmidt, C. P. A., has been admit­
ted to partnership in the firm.
Jacobson & Greenfeld, Certfied 
Public Accountants, 51 Chambers 
Street, New York City, announce, 
as of January 2, 1927, the admit­
tance of Arthur H. Harris, C. P. A., 
as a member of the firm.
Edward G. Borjes and Andrew
H. Borman announce the forma­
tion of a partnership, under the 
firm name of Borjes & Borman 
with offices in the Flatiron Build­
ing, New York City.
Question No. 8.
(a) Outline your understanding of 
the Federal Budget System.
(b) Has the present Federal Budget 
System been operated successfully?
(c) Give reasons for your answer to 
(b.)
Question No. 9.
You are called upon to make a de­
tailed audit of the accounts of the City 
of X.
(a) In verifying authorization and is­
suance of bonds, outline what facts you 
would ascertain concerning each bond 
issue.
(b) What would be your procedure 
in auditing an assessment for local im­
provements? (Answer specifically.)
(c) Outline the points to be covered 
in verifying expenditures.
Question No. 10.
Prepare a graph from the information 
given in the following table of the 
Bonded Debt Limit and the Net Bonded 
Indebtedness of the City of Milwaukee 
for the past 15 years (Scale 1 in .— 
$2,000,000).
Net Bonded 
Indebtedness
$10,698,500 
9,321,050
10,577,500
11,101,500
11,921,000
14,730,750
16,566,000
16,534,750 
18,254,800 
22,030,250
23,965,500
24,800,000 
27,403,300
25,023,500 
25,744,550
John Raymond Hutson, C. P. A., 
is now associated with Elmer L. 
Hatter, C. P. A., Citizen National 
Bank Building, Baltimore, Md.
S. George Hay, C. P. A., has been 
transferred from the Providence, 
R. I. office of Haskins & Sells to the 
firm’s executive offices at 30 Broad 
Street, New York City.
Harold B. Barnett, C. P. A., 
formerly associated with Hum­
phreys & Day, and J. Cyril McGar- 
rigle, C. P. A., on January 1, 1927, 
became resident partners in the 
New York office of Wiegner, 
Rockey & Co., Accountants and 
Auditors, 42 Broadway, New York 
City.
Assessed Bonded
Year Valuation Debt Limit
1911 ........................ .....................  $442,932,255 $15,887,062
1912 ........................ ....................  460,548,763 18,272,142
1913 ........................ ....................  486,424,005 20,804,104
1914 ........................ ....................  496,342,170 23,291,794
1915 ........................ ....................  505,713,510 23,919,607
1916 ........................ ....................  521,239,125 24,702,675
1917 ........................ ....................  539,457,120 25,491,759
1918 ........................ ....................  574,020,559 26,367,724
1919 ........................ ....................  588,556,266 27,289,865
1920 ........................ ....................  675,611,540 28,988,846
1921 ........................ ....................  681,198,160 30,588,436
1922 ........................ ....................  677,070,755 27,750,500
1923 ........................ ....................  725,603,037 29,033,300
1924 ........................ ....................  755,229,851 30,773,800
1925 ........................ ....................  810,509,504 33,974,550
ANNOUNCEMENTS
G overnm ent A cco u n tin g
UNIFORM ACCOUNTING IN THE NATIONAL GOVERNMENT
THE CERTIFIED PUBLIC AC­
COUNTANT for December, 1926, 
contained a description of the gen­
eral ledger accounts employed in 
the uniform system of bureau ac­
counting now being used in the 
services of the National Govern­
ment. In the present article an 
illustrative problem is given which 
outlines the procedure employed 
in operating the system.
Bureau Accounting Procedure. 
In order th a t the illustrative prob­
lem may be followed more readily 
the bureau accounting procedure 
is briefly outlined. The types of 
transactions encountered most fre­
quently in bureau accounting are:
1. Appropriations granted by Congress.
2. A llotm ents made by bureau chief.
3. A llotm ents encumbered.
4. Encumbrances liquidated.
Appropriations Passed by Con­
gress. Upon the passage of an ap­
propriation act by Congress the 
Division of Bookkeeping and W ar­
rants of the Treasury Department 
sends a w arrant through the Gen­
eral Accounting Office to the bu­
reau affected, notifying it th a t the 
amount of the appropriation has 
been credited to the bureau on the 
books of the Treasury and of the 
General Accounting Office. Upon 
the receipt of the w arrant the bu­
reau sets up the amount of the 
appropriation on its books as a re­
source to pay its operating costs.
Allotments Made by Bureau 
Chief. The bureau chiefs appor­
tion the appropriation to the vari­
ous divisions of the bureau. These 
apportionments are called allot­
ments. The making of the allot­
ment is a formal w ritten proced­
ure. The allotments are communi­
cated to the divisions by allotment 
advices, informing them of the 
amount available. No division is 
permitted to exceed the amount of 
its allotment. Thus, over-expendi­
ture of the appropriation is avoid-
By JOHN B. PA Y N E , Certified Public
Accountant, and T. G. Addison, M. C.
S., Accountant.
Editor’s Note.— We present here the 
sixth of a series of im portant articles 
prepared by Mr. Payne w ith the idea of 
promoting uniform ity in Governmental 
accounting and budget methods. This 
is a project which w ill receive the sup­
port of public-spirited accountants and 
business men. Comments and su gges­
tions on the subject are invited. Address 
Mr. Payne at 26 Jackson Place N. W., 
W ashington, D. C.
ed, since, if the par ts of the ap­
propriation are not exceeded, the 
appropriation as a whole will not 
be exceeded. Usually an unallot­
ted balance is held in the appropri­
ation in order to meet any unfor- 
seen emergency which might arise 
in a division requiring an expendi­
ture in excess of the amount origi­
nally allotted. A copy of each al­
lotment advice is furnished to the 
accounting section and credits are 
established on the books against 
which the expenditures of the re­
spective divisions will be charged.
Allotments Encumbered. In or­
der to prevent over-expenditure of 
the allotments, all charges, which 
it is definitely known will occur 
during the year, are set up as of 
the beginning of the year against 
the unencumbered balance of the 
allotment as a reduction of the 
amount available. Illustrations of 
such items are salaries, rent and 
contracts. Occasionally it is prac­
ticable to encumber travel expense 
a t the beginning of the year. Pur­
chase orders are usually entered 
as a reduction of the allotment 
when they are issued. I t will be 
noted th a t the governmental prac­
tice differs from the ordinary com­
mercial practice, in which expendi­
tures are not set up until disburs- 
ment vouchers are prepared. In 
short, the government makes a 
regular practice of entering con­
tingent liabilities currently, where­
as private business usually ignores 
contingent liabilities until the end 
of the year, or a t least until such 
time as financial statements are 
to be prepared.
There are two reasons for this 
extra precaution on the part of the 
governm ent; first, over-expendi- 
ture of the appropriations are pre­
vented by law ; second, if a division 
of a bureau expends its money be­
fore the end of the year it cannot go 
to the bank and borrow money to 
finance it, nor can it  get the su­
perior officers of the government 
to do so. Hence the encumbrance 
procedure is of vital importance.
Encumbrances Liquidated. As 
the encumbrances become due they 
are liquidated by means of disburs- 
ment vouchers. A disbursment 
voucher does not cause any change 
in the unencumbered balance of 
the allotment, since the allotment 
was reduced when the encumbrance 
was set up, unless the amount of 
the voucher is more or less than 
the amount of encumbrance. If 
the voucher is less than the en­
cumbrance which it liquidates the 
unencumbered balance of the allot­
ment is increased. Should the 
voucher be greater than the en­
cumbrance it covers, the unencum­
bered balance of the allotment 
must be reduced. The vouchers 
are paid by disbursing officers or 
by the Treasury Department, but 
cause no change in the allotment 
balance.
The principal accounting forms 
used are:
1. The General Ledger (Standard 
Form 1014).
2. The A llotm ent Ledger (Standard  
Form 1015).
I t will be noted th a t both of 
these forms are designed for ma­
chine use. In fact, machines are 
being used exclusively in the oper­
ation of the accounting system
in the offices where the uniform system of bureau 
accounts has been installed.
The General Ledger. The general ledger is similar 
to the ordinary type of machine general ledger em­
ployed in private business. There is only one balance 
column on the form. If the account balance is a 
debit it is written in black. When the account bal­
ance is a credit it is written in red. The form is as 
follows:
GENERAL LEDGER 
ST A N D A R D  FORM  1014A
S h eet N o .....................
A cco u n t ............................. ............................................................... ..... .........................
Previous
Balance
Acct.
No. Date Description Debit Credit Memoran’um Balance
The Allotment Ledger. The greater portion of the 
accounting work is done on the allotment ledger. It 
is important not only from the standpoint of the 
volume of work done upon it, but also from the 
variety of valuable information it presents. The form 
is as follows:
ALLOTMENT LEDGER
STA N D A R D  FORM 1015A
S h eet No. .............-
A ccou n t ................................................. ................... .........................................................
1 2 3 4 5 6 7 8 9 10 11 12
It will be noted that there are twelve columns on 
the allotment ledger sheet. The headings of columns 
No. 1 to No. 5, inclusive, are self-explanatory. Col­
umns No. 6 and No. 10 are left blank, to be used for 
accumulating any data desired by the bureaus, which 
is not provided for by the other columns. The fol­
lowing columns require a brief description:
7. Audited Vouchers.
8. Encumbrances Liquidated.
9. Encumbrances Authorized.
11. Allotments.
12. Unencumbered Balance of Allotment.
From a chronological viewpoint these columns are 
affected in the following order:
(a) Column No. 11 Allotments.
(b) Column No. 12 Unencumbered Balance of Allotment.
(c) Column No. 9 Encumbrances Authorized.
(d) Column No. 7 Audited Vouchers.
(e) Column No. 8 Encumbrances Liquidated.
It is believed that a discussion of these columns 
will be more easily followed if presented in the order 
of the chronological sequence of the transactions en­
tered.
Allotments Column. The allotments column is a 
plus column. The allotment advices are entered here
and establish or increase the unencumbered balance 
of the allotment.
Unencumbered Balance of Allotment Column. The
column, unencumbered balance of allotment, is a bal­
ance column and is the net result of the increases and 
decreases of the other columns of the sheet. In ef­
fect the unencumbered balance of allotment is a 
credit account. The total of all the unencumbered 
balance of allotment columns on all the allotment 
sheets should agree with the account “Unencumbered 
Allotments” in the general ledger. In this connection 
see the December, 1926, issue of THE CERTIFIED 
PUBLIC ACCOUNTANT for a description of the gen­
eral ledger accounts.
Encumbrances Authorized Column. The encum­
brances authorized column is a minus column. In it 
are entered all encumbrances against the allotment. 
These encumbrances reduce the amount in the un­
encumbered balance of allotment column.
Audited Vouchers Column. The audited vouchers 
column is a minus column. The disbursement vouch­
ers are paid by disbursing officers, or sent to the 
General Accounting Office for settlement. If the Gen­
eral Accounting Office approves the vouchers it certi­
fies them to the Treasury for payment and the pay­
ment is made by that department. The amount of 
each voucher is entered in the audited vouchers col­
umn. The effect of the entries in this column is to re­
duce the unencumbered balance of the allotments.
Encumbrances Liquidated Column. The encum­
brances liquidated column is, a plus column. When 
a voucher is entered in the auditor vouchers column 
an entry in the encumbrances liquidated column im­
mediately follows for the amount of the encumbrance 
which the voucher is liquidating. It sometimes hap­
pens that a voucher is being paid for which no previ­
ous encumbrance has been set up. In this event no 
entry is made in the encumbrances liquidated column. 
Entries in this column increase the unencumbered 
balance of the allotment.
Blank Columns. It will be noted that columns 6 
and 10 are blank. They may be used for accumulat­
ing any data the bureau desires. Column No. 6 is 
generally used to record vouchers sent to the General 
Accounting Office for subsequent payment by the 
Treasury, and column 10 is frequently used to record 
the issue of stores from the store room allotment and 
the receipt of the stores by an allotment belonging 
to an operating division.
Direct Settlement Vouchers. In case column 6 is 
used for direct settlement vouchers, which is the term 
used to designate the vouchers to be paid by the 
Treasury, it becomes a division of the audited vouch­
ers. The items entered in column 6 will cause a credit 
to the account, 01 Treasury Cash, whereas the items 
entered in column 7 will be credited to the account, 
03 Disbursing Officer's Cash when paid. Entries in 
this column reduce the unencumbered balance of the 
allotment.
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Stores Issues. When column 10 is used to record 
stores issues it  becomes a  minus column. In a number 
of Government offices the store room has been given 
a revolving fund either in the form of cash or stores 
or both to  establish a fixed amount of stores which 
is to be the store room capital. The store room is 
allowed to purchase only as it issues. When goods 
are issued the store room may purchase goods equal 
to the value of the issues. Issues are charged to the 
allotment of the operating division which receives 
them, and the store room allotment account is cred­
ited. There is no exchange of cash in connection with 
the transaction. Adjustm ent is made by book entries 
only. As purchases are made by the store room its 
alloment is decreased. No purchases can be made
unless there is a  balance in the allotment account. 
This procedure has been found to  promote economy 
since the consumption of supplies causes as much de­
crease in the allotments of the operating divisions as 
the expenditure of cash. Where this procedure or a 
similar one is not used the employees would not have 
as much pressure upon them to use supplies in the 
most economical manner. As stated above the stores 
issues column is a minus column. Charges to the 
operating divisions are entered in black and decrease 
the unencumbered balances of allotments of those 
divisions. The credits to the store room alloment for 
goods issued are entered in the column in red ink (or 
contra), which has the effect of a plus en try ; thus, 
the store room allotment is increased.
(To be continued.)
President C ouncilor A p poin ts C om m ittees
The revision of the Constitution 
and By-Laws, which went into ef­
fect ju st prior to the last annual 
meeting, required a complete re­
organization of committees. The 
President has had considerable cor­
respondence with members in dif­
ferent sections of the country con­
cerning committee assignments 
and in addition thereto has had 
several conferences over the prob­
lems involved. He has not been 
unmindful of the necessity for as 
early selections as possible, but has 
desired to present workable com­
mittees and a t the same time in­
clude as wide a representation of 
the membership as possible. The 
following committees have been 
completed. I t is hoped th a t the re­
mainder may be announced in the 
next issue:
Committee on Admissions — 
Charles F. Coates, C. P. A., Chair­
man, 750 Main Street, Hartford, 
Conn.; Frederick M. Schaeberle, C. 
P. A., 30 Church Street, New York 
City; Edward M. Tyler, C. P. A., 
Metropolitan Bank Building, Wash­
ington, D. C.
Advisory Committee — H. E. 
Lunsford, C. P. A., Chairman, 1003 
Pioneer Trust Building, Kansas 
City, Mo.; Durand W. Springer, C. 
P. A., 736 Woodward Building, 
Washington, D. C.; Frank Wilbur
Main, C. P. A., Farm ers Bank 
Building, Pittsburgh, P a .; Alex­
ander S. Banks, C. P. A., 7 Dey 
Street, New York City; Edwin L. 
Pride, C. P. A., 40 Central Street, 
Boston, Mass.
Committee on Arbitration — 
Homer A. Dunn, C. P. A., Chair­
man, 35 West Sixty-fourth Street, 
New York City; W alter A. Coy, C. 
P. A., 723 National Bank Building, 
Cleveland, Ohio; Pearce C. Davis, 
C. P. A., 1711 L. C. Smith Build­
ing, Seattle, W ash.; Richard Fitz­
Gerald, C. P. A., 924 Book Build­
ing, Detroit, Mich.; Charles Hecht, 
C. P. A., 292 Madison Avenue, New 
York City.
Committee on Revision of Con­
stitution and By-Laws— Carl E. 
Dietze, C. P. A., Chairman, 209 
Grand Avenue, Milwaukee, Wis.; 
David Himmelblau, C. P. A., 942 
F irs t National Bank Building, Chi­
cago, Ill.; Frederick S. Willett, C. 
P. A., 830 J. M. S. Building, South 
Bend, Ind.
Committee on Education—J. T. 
Madden, C. P. A., Chairman, 32 
Waverly Place, New York City; 
Harvey C. Daines, C. P. A., 5718 
Drexel Avenue, Hyde Park, Chi­
cago, I ll. ; G. W. Eckelberry, C. P. 
A., Commerce Building, Ohio State 
University, Columbus, Ohio; Fay­
ette H. Elwell, C. P. A., 707 Insur­
ance Building, Madison, Wis.; Ed­
ward J. Filbey, C. P. A., 710 Mich­
igan Avenue, Urbana, Ill.
Committee on Federal Legisla­
tion—W alter A. Staub, C. P. A., 
Chairman, 110 William Street, New 
York C ity ; Howard C. Beck, C. P. A., 
534-35 Southern Building, Wash­
ington, D. C .; J. T. Madden, C. P. 
A., 32 Waverly Place, New York 
City; John A. Stolp, C. P. A., 307 
North Michigan Avenue, Room 
1507, Chicago, Ill.; George Wilkin­
son, C. P. A., 722 Perry Building, 
Philadelphia, Pa.
Committee on Publication —
Frank Wilbur Main, C. P. A., 
Chairman, Farm ers Bank Building, 
Pittsburgh, P a .; W. L. Harrison, C. 
P. A., 1046 Munsey Building, 
Washington, D. C .; Lester A. 
P ratt, C. P. A., Hibbs Building, 
Washington, D. C.
Committee on State Legisla­
tion—Paul W. Pinkerton, C. P. A., 
Chairman, 30 North La Salle 
Street, Chicago, Ill.; Reynold E. 
Blight, C. P. A., 1226-28 C. C. 
Chapman Building, Los Angeles, 
Calif.; James J. Fox, C. P. A., 752 
Little Building, Boston, Mass.; W. 
Q. Sharp, C. P. A., 505-6 National 
Bank Building, Jackson, M iss.; 
Theodore J. W itting, C. P. A., 1030 
Foster Building, Denver, Colo.
SOLUTION TO PROBLEM NO. 3 OF VIRGINIA C. P. A. EXAMINATION 
QUESTIONS
(Published on page 310 of October issue.)
PROCEDURE OF SOLUTION
This is the type of problem that indi­
cates at a glance the desirability of em­
ploying a working sheet. It has an, 
unusual number of ledger accounts in the 
trial balance and there will obviously be 
necessity for adding still other accounts 
in making the adjustments required in 
bringing the accruals up to date and in 
dividing the assets between the two cor­
porations. Without a working sheet 
there would be a great risk of overlook­
ing an item, resulting in a serious loss 
of time in attempting to locate the error.
The style of working sheet to be used 
presented some problems for considera­
tion. If the usual plan were followed 
of allowing two columns, debit and credit, 
for the trial balance, and the same num­
ber for the adjustments and other calcu­
lations, the working sheet would become 
unwieldy on account of the fact that in 
this problem it is necessary to analyze 
the operations of three departments and 
to prepare balance sheets for two cor­
porations.
By using the same column for both 
debits and credits, except in the case of 
the adjustments, the same result is ac-
By JOHN B. TANNER. C. P. A. (Ohio 
and Wisconsin), International Ac­
countants Society.
complished with approximately half the 
number of columns, and without greatly 
increasing the length of the working 
sheet. In entering the accounts and bal­
ances from the trial balance given in the 
problem a number of lines are left blank 
for additional accounts in both the debit 
and credit sections of the working sheet. 
It is found possible to reduce the length 
of the working sheet somewhat by hand­
ling the depreciation reserves and the 
depreciation expense accounts in three 
groups, the detailed figures required in 
the statements being obtained by means 
of side calculations.
It was assumed that in accordance 
with usual business custom the prepaid 
insurance on the property transferred to 
the new corporation was adjusted to day 
of sale and that the new corporation ac­
cordingly took over the insurance policies 
at book value.
The depreciation reserve as given for 
Power Line and Machinery has been
treated as providing for depreciation on 
both the Power Plant Machinery and 
the Power Lines and Transformers.
The credit balance in the Hedges Ac­
count was treated as a profit resulting 
from excess of hedges sales over hedges 
purchases. Where such a profit results 
from hedging operations conducted sole­
ly for protecting the inventory it might 
properly be used as a correction of the 
Cost of Goods Sold. If the operations, 
however, were largely speculative, such 
handling would hardly be justifiable and 
the classification of a balance as “other" 
income or expense seems preferable as a 
general policy.
The raw cotton inventory is taken 
into the statements at cost (25 cents) 
in preference to market which is 1½ 
cents higher. The valuation of cotton 
yam and corn, wheat and grist mill prod­
ucts is given in the problem.
The par value of stock issued by the 
Hoke County Milling and Storage Com­
pany in exchange for the properties ac­
quired is $10,900 greater than the book 
value of the tangible property, indicat­
ing the purchase of an intangible value, 
Goodwill.
Rayfield Cotton Yam  Company and Hoke County Milling and Storage Company
WORKING SHEET 
For the year ending June 30, 1925
Trial
Balance
Debits June 30 , 1925
Cotton Mill Plant Land ...............................  $15,000
Cotton Mill Plant Buildings ....................... 50,000
Cotton Mill Machinery ...............................  150,000
Cotton Mill Furniture and Fixtures ...... 3,000
Cotton Mill Employees Cottages ............  30,000
Grist Mill Land ........ ............... ............ -.......  3,000
Grist Mill Buildings ...................................  20,000
Grist Mill Machinery ................................... 40,000
Power Plant Land and Riparian Rights... 10,000
Power Plant Dam .... ............... .....................  40,000
Power Plant Machinery ............................. 40,000
Power Lines and Transformers ..............  10,000
Cotton Yam  Inventory ........... ...................  110,000
Raw Cotton Inventory ........................ ...... 61,800
Raw Cotton Purchases ........................ -.....  750,000
Cotton Mill Labor ... ............................... 350,000.
Cotton Mill Superintendent ......................  6,000
Cotton Mill Repairs and Supplies .......  74,000
Cotton Mill Insurance ....... ............... .......  12,000
Cotton Mill Taxes ....... ...................... ........  5,000
Com and Wheat Inventory ....... ............. 7,000
Corn and Wheat Purchases ......................  118,000
Grist Mill and Storage Labor ...............  20,000
Grist Mill M iller............................................ 3,000
Grist Mill Repairs and Supplies ............  12,000
Grist Mill Insurance ....... — .............. .......  6,000
Grist Mill Taxes ........ .....-................. -.......  2,000
Power Plant Superintendent and Helpers 5,500
Power Plant and Line Repairs ...........  3,000
Power Plant Insurance ............................  2,500
Power Plant T axes........ ...............................  1,000
Power Plant Repairs (Damage) .......... 4,000
Officers Salaries ...........................................  15,000
General Office Expense ...............................  20,000
Interest Paid ........... .......... -....................... — 3,000
Accounts Receivable ........... ........................ 73,000
Cash .................................................................  69,800
Adjustments 
Dr. Cr.
Profits and Loss
Cotton
Mill
Grist
Mill
General
Expenses
As’ts & Liab’ties 
Rayfield Hoke Co. 
Cotton M. & S. 
Yarn Co. Co.
$15,000
50,000 
150,000
3,000
30,000
$3,000
20,000
40,000
10,000
40,000
40,000
10,000
6,000
100,000
( 6) $6,000 
( 3) 100,000
( 8) 5,000
( 5) $110,000 
( 2 )  61,800 
( 4) 750,000
(10) 4,000
( 7) 7,000 
( 9) 118,000
( 10) 2,000
(10) 500
$350,000
6,000
74,000
8,000
5,000
4,400
2,400 
1,600
800
3,200
$20,000
3,000 
12,000
4,000
2,000 
1,100
600
400
200
800
$15,000
20,000
3,000
5,000
73,000
69,800
Debits
Depreciation Expense—Cotton Mill .. 
Depreciation Expense— Grist Mill ... 
Depreciation Expense—Power Plant 
Cost of Cotton Yarn Sold ........... .....
Trial 
Balance 
June 30, 1925
Adjustments
Cost of Grist Mill Products Sold
Unexpired Insurance—Cotton Mill ........
Unexpired Insurance—Grist Mill ...........
Unexpired Insurance—Power Plant .......
Hoke County M. & S. Co.......... .................
Goodwill .................................. ........................
Total Profit and Loss D eb its............
Totals .....................................................  2,144,600
( 1) 
( 1) 
( 1) 
( 2) 
( 4) 
( 5)
( 7) 
( 9) 
(10) 
(10) 
(10) 
(11) 
( b)
Dr. 
10,800 
2,600
7,000 
61,800
750,000
110,000
7,000 
118,000
4,000
2,000 
500
5,000
10,900
Credits
Cotton Yarn Sales ............ —........................  1,400,000
Waste Bagging and Ties Sales ....... ......... 10,000
Grist Mill Products Sales ......................... 160,000
Power Sales ....... ............................. ...........
Storage Fees Income ....... ..... .................
Hedges Account (Cotton) .......................
Bills Payable ....... .......................................
Accounts Payable .............. ......................
Depreciation Reserve—Cotton Mill ......
Depreciation Reserve— Grist Mill ...........
Depreciation Reserve—Power Plant ....
Capital S to ck .................................................. 200,000
Surplus ........ .................................................... 172,800
Rayfield Cotton Yarn Co ...... .....................
Investment .... ........ ........ ..................... .........
Capital Stock—Hoke Co. M. and S. Co....
Total Profit and Loss Credits 
Less—Profit and Loss Debits
500
25,000
20,000 
52,500 
10,000 
77,000
7,800
9,000
( c) 
( a)
150,000
150,000
Net Profit
Totals ......
*Deduction.
2,144,600 1,500,600
EXPLANATIONS OF ADJUSTMENTS FOR 
WORKING SHEET
(1) Setting up depreciation.
(2) Closing out old raw cotton inventory.
(3) Setting up new raw cotton inventory.
(4) Closing out raw cotton purchases.
(5) Closing out old cotton yam  inventory.
(6) Setting up new cotton yam  inventory.
(7) Closing out old com and wheat inventory.
(8) Setting up new com and wheat inventory.
(9) Closing out com and wheat purchases.
(10) Setting up prepaid insurance.
(11) Setting up inter-company accounts for transfer of
com and wheat inventory.
Cr.
Profits and Loss 
Cotton 
Mill
10,800
As’ts & Liab’ties 
Rayfield, Hoke Co. 
Grist General Cotton M. & S. 
Mill Expenses Yarn Co. Co.
( 3) 
( 6)
100,000
6,000
5,600
815,800
2,600
1,400
( 8) 5,000
( 1) 
( 1) 
( 1)
( b) 
( 11) 
( c) 
( a)
10,800
2,600
7,000
10,900
5,000
150,000
150,000
120,000
1,287,600 168,100 38,000
1,400,000
10,000
160,000
400 100
25,000
20,000
1,430,400 185,100
1,287,600 168,100 38,000
4,000
5,000
2,000
500
10,900
505,800 181,400
52,500
10,000
87,800
200,000
33,700
10,400
16,000
5,000
150,000
142,800 17,000 (*38,000) 121,800
1,500,600 505,800 181,400
(a) Setting up investment and capital stock of Hoke County
Milling and Storage Company.
(b) Setting up goodwill.
After entries (1) through (11) are made and extended, a 
side calculation shows the effect of items transferred to Hoke 
County Milling and Storage Company, as follows:
Stock issued for assets ........................ ......... $150,000
Assets .................... .................................. .......... $170,500
Liabilities and depreciation reserves ........ 31,400
Net worth purchased .......................
Goodwill ........ ........... ...........................
(c) Setting up distribution of stock.
139,100
10,900
Sales:
Cotton Yam  ....... .......
Grist Mill Products .... 
Storage Fees ...............
Rayfield Cotton Yarn Company 
OPERATING STATEMENT 
For the year ending June 30, 1925
Cotton. Mill 
..............  $1,400,000
Grist Mill
Cost of Goods Sold:
Inventories, beginning—
Raw Cotton ..............
Cotton Yarn ............
Com and Wheat .....
Purchases:
Raw Cotton ..............
Com and Wheat ....
1,400,000
$160,000
25,000
185,000
Total
$1,400,000
160,000
25,000
1,585,000
$61,800
110,000
750,000
$7,000
118,000
$61,800
110,000
7,000
750,000
118,000
921,800 125,000 1,046,800
Less—Inventories, end
Raw Cotton .........
Cotton Y am  ........
Com and Wheat ...
Cost of Goods Sold 
Gross Profit on Sales ........ .... -.....
Cotton Mill
100,000
6,000
Grist Mill Total
5,000
Operating Expenses:
Labor .............................................................
Superintendent ........... ..... .........................
Miller ..................................... .......... .............
Power Plant (including depreciation) .
Insurance ....................................................
Taxes ................ ....................................
Repairs and Supplies ...................... ..........
Depreciation (excluding Power Plant)
Other Income:
Sales of Waste, Bagging, and Ties 
Hedging (Cotton) ............. -........... -...
106,000
350,000
6,000
17,600
8,000
5,000
74,000
10,800
10,000
20,000
815,800
584,200
120,000
65,000
N et Operating Profit .................................... ............
Other Expenses:
Officers Salaries ....... .........................................
General Office Expense ........................ ............
Interest Paid ................................... ................. ...
*Net Profit for Y e a r ....... ........................
*Subject to Federal Income Tax.
Rayfield Cotton Yarn Company 
BALANCE SHEET 
June 30, 1925
Assets.
Current Assets:
Cash ........................ ...... ...................
Accounts receivable:
Customers ........ ......................  $73,000
Hoke County Milling and 
Storage Co............................  5,000
$69,800
78,000
Inventories:
Raw cotton .............................  100,000
Cotton y a m .............................  6,000 106,000
Total current assets 
Fixed assets:
Land ............................................
Buildings .....................................
Machinery .................. ...............
Furniture and fixtures ...........
Employees’ cottages ................
Less—Reserves for depreciation
Total fixed assets 
Deferred charges:
Prepaid insurance .....
15,000
50,000
150,000 
3,000
30,000
248,000 
87,800
Total assets ................ ..........
Liabilities.
Current liabilities:
Bills payable ...................................
Accounts p ayab le...........................
Total liabilities ......................
Net Worth
Capital stock ..........................................
Surplus:
Balance, beginning of y e a r ........ 172,800
Add—Profit from sale of business 10,900
183,700
Less—Distribution of stock ac­
quired ..................... .....-................ 150,000
160,200
4,000
418,000
52,500
10,000
200,000
62,500
471,400
112,800
30,000
142,800
20,000
3,000 
4,400
4,000
2,000 
12,000 
2,600 48,000
17,000
17,000
100,000
6,000
5,000
111,000
370,000
6,000
3,000 
22,000 
12,000
7,000 
86,000 
13,400
10,000
20,000
15,000
20,000 
3,000
935,8
649,200
519,400
129,800
30,000
159,800
38,000
121,800
*Add—Net profit for y e a r ..........  121,800 155,500
Total net worth .....................
Total liab’s and net worth....
*Subject to Federal Income Tax.
355,500
418,000
$253,800
Hoke County Milling and Storage Company 
BALANCE SHEET 
June 30, 1925
Assets.
Current assets:
Inventory—Corn and wheat........
Fixed assets:
Grist mill property:
Land ....... .................................. $3,000
Buildings ........ ............ ............ 20,000
Machinery ....... ............ ...........  40,000
$5,000
Less—Reserves for depreciation
63,000
10,400 52,600
Power plant property:
Land and riparian rights..........10,000
Dam .... ..................................... ....40,000
Machinery ...................... -....... ....40,000
Power lines and transform’s 10,000
100,000
Less—Reserves for Depre­
ciation .................................... 16,000 84,000
Total fixed assets 
Deferred charges:
Prepaid insurance ...............
Goodwill — .............................
Total assets ...........................
Liabilities.
Current liabilities:
Accounts payable—Rayfield Cot­
ton Yarn Co........... ............. .........
Net Worth.
Capital s to ck ............................................
136,600
2,500
10,900
155,000
5,000
150,000
33,700 Total liabilities and net worth. 155,000
ANNOUNCEMENTS
Child, Smith & Young, New 
York, announce the opening of an 
office at 43 Farmington Avenue, 
Hartford, Connecticut, for the gen­
eral practice of accounting under 
the direction of George R. Young,
C. P. A. Mr. William C. Woodford, 
whose practice has been acquired 
by the firm, will be associated 
with the Hartford office.
Ernest B. Cobb, C. P. A., an­
nounces the removal of his office 
from 50 Church Street to 165 
Broadway, New York City.
Leonard Marks, C. P. A., an­
nounces his new office is located in 
suite 2009, 342 Madison Avenue, 
New York City.
George A. Cassatt, C. P. A., an­
nounces the opening of an office at 
309 Magnolia Arcade Building, St. 
Petersburg, Fla.
Donald E. Currier, C. P. A., and 
Hiram B. Kadish, C. P. A., an­
nounce the formation of a partner­
ship, effective January 1, 1927, 
under the name of Currier, Kadish 
& Company, Certified Public Ac­
countants, 58 East Washington 
Street, Chicago, Illinois.
Chase & Gaunt, Certified Public 
Accountants, announce the re­
moval of their offices to 604-5-6 
Rector Building, Third and Spring 
Streets, Little Rock, Ark.
Blight & Wheeler, Certified Pub­
lic Accountants, announce the re­
moval of their offices to Suite 1226, 
1227, and 1228 C. C. Chapman 
Building, Los Angeles, Calif.
James Stuart Ball, C. P. A., an­
nounces the removal of his offices 
to Washington Cathedral Offices, 
Mount Saint Alban, Washington,
D. C.
Edwin C. Doubleday, C. P. A., 
announces that beginning January 
1, 1927, he will have as his asso­
ciates Henry L. Burnett and Don­
ald T. Snow under the name of 
Doubleday, Burnett & Snow, 
Stearns Building, 293 Bridge 
Street, Springfield, Massachusetts, 
succeeding the business formerly 
conducted by the late Edwin S. 
Doubleday under the name of 
Doubleday, Farquhar & Doubleday. 
The same organization will be re­
tained with the exception of Mr. 
Herbert G. Farquhar, who is leav­
ing to go into business for himself.
W. J. Forster & Company, Certi­
fied Public Accountants, 285 Madi­
son Avenue, New York City, an­
nounce that Harold E. Chadburn,
C. P. A., has been admitted to the 
firm as a general partner as of 
January 1, 1927.
Paeske, Espinoza & Ragland, 924 
Central Building, Los Angeles, 
California, announce as of January
1, 1927, the admittance of Harry 
Kahan, C. P. A., to membership in 
the firm. The firm will continue 
under the name of Paeske & Com­
pany, Certified Public Accountants.
F. W. Lafrentz & Company, Cer­
tified Public Accountants, 100 
Broadway, New York City, an­
nounce the appointment of C. Whit­
ford McDowell, C. P. A., as resi­
dent manager of their Philadelphia 
offices at 714 Land Title Building.
Eugene C. Pierce, C. P. A., an­
nounces the opening of offices for 
the practice of public accounting a t 
513 Genesee Bank Building, Flint, 
Michigan.
Robert E. Hays announces his 
resignation as Deputy Collector of 
Internal Revenue to engage in gen­
eral accounting and tax practice in 
association with Howard C. Nern, 
C. P. A., under the firm name of 
Nern and Hays, Strong Building, 
Parkersburg, W. Va.
A. M. Kaufman & Company an­
nounce the removal of their offices 
to the Times Square Trust Build­
ing, 151 West 40th Street, New 
York City.
A1 G. Crockett, of Kansas City, 
and Gerald M. Conkling, C. P. A., 
of Topeka, announce the consoli­
dation of their accounting prac­
tices and the formation of a part­
nership under the firm name of 
Crockett & Conkling, Accountants 
and Auditors, with offices at 903 
Commerce Bldg., Kansas City, Mo., 
222 Brotherhood Bldg., Kansas 
City, Kansas and Insurance Bldg., 
Topeka, Kansas.
Taylor A. Duncan, C. P. A., an­
nounces the removal of his offices 
to 317 Widener Building, Philadel­
phia, Pa., where he will continue in 
the public practice of accounting.
Robert Douglas & Company, Cer­
tified Public Accountants, an­
nounce the removal of their offices 
from 49 Federal Street to the Stat­
ler Building, Boston, Mass.
Menahem Stim, C. P. A., an­
nounces the removal of his offices 
to Greeley Arcade Building, 128 
West 31st Street, New York City.
Solomon Wittenberg, C. P. A., 
announces the removal of his office 
to 1440 Broadway, Room 1757, 
New York City.
Peat, Marwick, Mitchell & Co. 
announce that they have admitted 
S. J. Broad, C. P. A., to partnership 
in their firm. Mr. Broad for many 
years has been a manager in their 
New York office.
Bernstein - Abramson Company, 
Accountants and Auditors, 152 
West 42nd Street, New York, an­
nounce that Hyman Freireich, C. 
P. A., has been admitted as a 
member of the firm as of January
1, 1927. The firm will hereafter 
be known as Bernstein, Abramson
& Company.
Willard R. Ginder, C. P. A., is 
now located a t 1021 Insurance Co. 
of North America Building, 1600 
Arch Street, Philadelphia, Pa.
A. David Bernstein and Irving 
Milchman announce the formation 
of a partnership under the name 
of Bernstein & Milchman, Certified 
Public Accountants, 1440 Broad­
way, Suite 1502, New York City.
John J. Quigley, C. P. A., an­
nounces the opening on December 
15, 1926, of an office for the prac­
tice of public accounting in the 
Military Park Building, 60 Park 
Place, Newark, N. J.
STATE SOCIETY NEWS
M assachusetts
The Massachusetts Society of 
Certified Public Accountants met 
on Monday evening, December 27,
1926, following the usual dinner, 
in the Chamber of Commerce 
Building, Boston. Mr. Philip 
Nichols, a member of the Massa­
chusetts Bar and an authority on 
taxation in Massachusetts, was the 
speaker of the evening, having as 
his subject “The Taxing of Real 
and Personal Property by Cities 
and Towns of M assachusetts.”
M ichigan
Thirty-five members and ten 
guests were present a t the regular 
meeting of the Michigan Associa­
tion of Certified Public Account­
ants held a t the  Detroit Union 
League Club on Thursday evening, 
January 6, 1927. The guests in­
cluded some of the successful can­
didates a t the November, 1926, C. 
P. A. examination. The following 
resolution was submitted and ap­
proved:
W hereas the principles and benefits of 
arbitration have to us been clearly de­
fined by Mr. Harold H. Emmons, of 
the Arbitration, Committee o f the De­
troit Board of Commerce; and 
W hereas we believe that the establish­
m ent of an Arbitration Tribunal, by 
the D etroit Board of Commerce is con­
ducive to the prosperity of our in­
dustries through settlem ent of com­
mercial disputes, out o f court: There­
fore, be it
Resolved, That the M ichigan A ssocia­
tion  of Certified Public Accountants 
stands ready to support the Arbitration  
Com m ittee o f the D etroit Board of Com­
m erce in its  endeavor to bring about a 
b etter understanding o f the principles 
o f  arbitration am ong the business men  
o f  Detroit; and be it  further  
Resolved, That each member o f the 
M ichigan A ssociation of Certified Public
Accountants is hereby urged to indi­
vidually endeavor to have all commercial 
disputes, com ing to h is attention, re­
ferred for  arbitration to the Arbitration  
Committee of the D etroit Board of Com­
merce.
A committee was appointed to 
take up with the State Banking 
Commissioner the m atter of re­
ports of finance companies, ascer­
taining the requirements and pre­
paring an outline, copy of which 
should be sent to each member of 
the Association.
The program of the evening 
dealt with the subject of “Real Es­
ta te  Accounting.” Papers were pre­
sented by Professor H. F. Taggart, 
of the University of Michigan, and 
W. V. Elson, of Will St. John & 
Company, which papers were fol­
lowed by discussion and questions.
N orth Carolina
W alter Charnley, of Charlotte, 
N. C., form er Vice President of the 
North Carolina Association of Cer­
tified Public Accountants, has been 
elected President of the Associa­
tion to succeed the late Major J. J. 
Bernard, who held th a t office a t the 
time of his death, December 16,
1926.
P ennsylvania
The annual Christmas meeting 
of the Pennsylvania Institu te of 
Certified Public Accountants was 
held on the evening of December 
21, 1926, a t the Union League, 
Philadelphia. A fter the splendid 
dinner the distribution of Christ­
mas packages from Santa Claus 
caused much merriment.
John H. Fertig, A ssistant Direc­
to r of the  Legislative Bureau a t 
Harrisburg, spoke on the subject 
of Pennsylvania S tate Taxation.
He emphasized the fact th a t with 
the increasing demand for improve­
ments the revenue of the State 
m ust obviously be increased. In 
the discussion which followed, 
methods of additional taxation were 
ra ther fully covered. William R. 
Main lead a very interesting dis­
cussion of Pennsylvania Corpora­
tion Reports, suggesting th a t the 
Pennsylvania Institute give time 
to the formulation of an improved 
report to be suggested to the State 
officials. Members of the State 
Board for the Examination of Pub­
lic Accountants were present as 
guests of the Institute.
A regular business meeting of 
the Pennsylvania Institute was 
held on January 17, 1927, a t the 
M anufacturers’ Club, Philadelphia.
Rhode Island
The Rhode Island Society of Cer­
tified Public Accountants held a 
regular meeting on December 27,
1926, a t which time the constitu­
tion and by-laws, completely re­
w ritten and amended, were adopt­
ed. A resolution, similar to th a t 
adopted by The American Society 
of Certified Public Accountants, 
endorsing the principle of A rbitra­
tion, was passed.
Under the new by-laws the 
Rhode Island Society now has a 
Board of Directors of five mem­
bers, consisting of the President, 
Vice President, Secretary-Treas- 
urer and two other voting Fellows, 
in place of the form er Executive 
Committee of three. There is also 
provision for the following Stand­
ing Committees: Committee on 
Professional Ethics, Committee on 
Public Affairs, Committee on Leg­
islation and Committee on Nomi­
nations. A Special Committee on 
Banking, consisting of three mem­
bers, was appointed for the pur­
pose of cooperating with a similar 
committee of the State Bankers 
Association to the end th a t im­
proved cooperation and under­
standing between Society members 
and bankers might be accom­
plished.
IN MEMORIAM
Texas
The annual meeting of the Texas 
Society of Certified Public Ac­
countants was held in Houston on 
Friday, December 17, 1926.
Professor Chester F. Lay, of the 
University of Texas, addressed the 
meeting on the subject of “Arbi­
tration.” T. J. Caldwell, Vice Pres­
ident of the Union National Bank 
of Houston, spoke on “Relations of 
the Certified Public Accountant 
and the Banker.” Archie M. 
Smith, C. P. A., of New Orleans, 
chairman of the Louisiana State 
Board of Accountancy, discussed 
“C. P . A. Legislation,” and W. L. 
McBride, C. P. A., Revenue Agent 
in Charge, San Antonio, discussed 
the “Relations between the Certi­
fied Public Accountant and the Bu­
reau of Internal Revenue.”
The following officers were 
elected for the coming y ea r: Presi­
dent, A. C. Upleger, Waco; Vice 
President, A. V. Seay, Houston; 
Secretary-Treasurer, J. J. Gannon, 
Houston. The foregoing together 
with George Armistead, of Hous­
ton, and L. B . Garvin, of Dallas, 
constitute the Board of Directors.
PROPOSED NEW YORK LAW
We are in receipt of information 
to the effect th a t it is proposed to 
present a bill to the New York 
legislature which shall repeal the 
present C. P. A. law which is found 
in the article relating to business 
and reenact the same law as an 
amendment to the Education Law. 
This will leave the  law in its pres­
ent form except as to location.
It is proposed to introduce an 
act “to amend the Education Law 
in relation to the regulation of the 
practice of public accountancy and 
the authorization of public account­
ants, engaged in such practice.” 
This amendment has the support of 
the Department of Education and 
more nearly conforms to the Mc- 
Ginnies act than either of the laws 
proposed during the last two ses­
sions. I t is proposed to change the 
definition of “the public practice of 
accountancy” to cover present day 
conditions. I t enlarges the Board
William Clabaugh, head of the 
firm of Wm. Clabaugh & Company, 
Certified Public Accountants, and 
the first Secretary of the District 
of Columbia Board of Accountancy, 
died a t the Emergency Hospital, 
Washington, D. C., on January 17, 
1927.
Mr. Clabaugh was a native of 
Washington, a graduate in law 
from the National University and 
completed courses in accountancy 
with both the La Salle Extension 
University and the Washington 
School of Accountancy.
Mr. Clabaugh was a member of 
the Morton Cadets of the National 
Guard, a prominent Mason, and a 
well known musician. He was a 
member of the District Institu te of 
Certified Public Accountants, the 
National Association of Cost Ac­
countants, the American Institute 
of Accountants and The American 
Society of Certified Public Ac­
countants, as well as an active
to five members. I t reopens the 
waiver provision for persons en­
gaged in public practice on their 
own account and who have been 
thus engaged for a period of five 
years. I t  provides for a temporary 
certificate to  those who have been 
in practice a t the time of the pass­
age of this act for a period of two 
years, which temporary certificate 
is valid for three years, during 
which time the holder thereof is 
eligible to sit for the regular C. P. 
A. examination. I t also provides 
for annual registrations.
“WHAT OUR READERS SAY”
A PLEA FOR BETTER COMPEN­
SATION
It is very discouraging at tim es, su f­
ficient in som e cases to force a young  
accountant to seriously consider chang­
in g  his profession, by the reception re­
ceived a t the hands o f prospective clients 
when the question of compensation is  
reached. N o certified accountant should
member of the Rotary Club, of 
which organization he was Presi­
dent a year ago. He received his 
first C. P. A. certificate from North 
Carolina in 1917 and his second 
from the District of Columbia in 
1923.
Clinton Homer Scovell, C. P. A. 
(Mass. No. 47, 1910, and N. Y. No. 
449, 1909), senior member of Sco­
vell, Wellington & Co., 110 State 
Street, Boston, Massachusetts, died 
a t his home in Newton, December 
31, 1926.
Cecil C. Hastings, C. P. A. 
(Texas No. 174, 1924), died a t his 
home, 1305 North Oregon Street, 
El Paso, Texas, on December 8,
1926. Mr. Hastings had been prac­
ticing accountancy in El Paso for 
about seven years. He was a Ma­
son and a  member of The Ameri­
can Society of Certified Public Ac­
countants.
enter into an undertaking unless h is  
remuneration shall be sufficient to leave  
him a fa ir  profit over and above his ex­
penses for the engagem ent.
W hen it  is  considered that an account­
ant, unlike a mechanic or salaried man 
working for a fixed certain remunera­
tion, can not definitely fix his income 
in advance and that after h is idle tim e is  
elim inated he can only figure an average  
of sixteen  to tw enty working days per 
month, he should therefore charge for  
the engagem ent accordingly.
The w riter realizes that no definite 
gage or standard can be laid down which 
would be applicable for  all engagem ents. 
This is im possible. However, th is should 
be avoided. No self-respecting account­
ant, who values h is services sufficiently 
and who holds the sam e respect for  the 
profession as a whole, should enter into  
engagem ents at a lower figure just be­
cause another fellow  accountant quoted 
a low price for  the work.
Som etim es unscrupulous clients w ill 
purposely p it one accountant against an­
other w ith  the sole purpose in  view  of 
driving a hard bargain. Accountants 
som etim es quote ridiculously low  figures 
for work w ith the hope that other en­
gagem ents w ill follow . This usually fa ils  
to m aterialize. The final result not only
has the individual accountant suffered 
financially, but the profession as a whole. 
This m akes it  harder for  the n ext fellow  
to get a decent fee  and belittles in the 
mind of the client the cheapness of the 
profession and the value o f the services 
of the accountant.
It is advisable in  m any instances for  
the w ell established accountant to go so 
far  as to even direct engagem ents to the  
young practitioner and extend w ise coun­
sel to him. The g iver thereby w ill re­
ceive more than he g ives, and a good 
fellow ship established. Such feelin g  not 
only develops individual friendship but 
strengthens the profession o f account­
ancy and raises it  to a higher plane. 
HENRY W. A UG UST, C. P. A.
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CHANGES IN OFFICIAL FAMILY
SINCE publishing the results of our annual elec­tions in our September, 1926, issue, several 
changes have taken place.
Due to his removal from the District, Mr. S. George 
Hay resigned as Director from the F irs t D istrict and, 
in accordance with the provisions of the Constitution 
and By-Laws, Edwin L. Pride, of Boston, Massa­
chusetts, was appointed by the President as Director 
from the F irs t District. As Mr. Hay was the only 
nominee for Representative from Rhode Island, his 
resignation as State Representative made another 
election necessary. As the result of this election Mr. 
John J. Wall, of Providence, has been declared State 
Representative from Rhode Island.
Mr. Lester A. P ra tt, of Washington, D. C., has been 
appointed Representative from  the District of Colum­
bia to fill the vacancy caused by the death of William 
Clabaugh, Mr. P ra tt having received the next highest 
number of votes in the annual election.
Mr. W alter A. Coy, of Cleveland, has been appointed 
a State Representative from Ohio to  fill the vacancy 
caused by the resignation of Mr. Philip G. Ward, 
whose business interests have taken him out of the 
State.
Mr. Adrian F. Sanderbeck, of Pittsburgh, has been 
appointed a State Representative from Pennsylvania 
to fill the vacancy caused by the resignation of Mr. 
Horace P. Griffith, who felt th a t one of the Pennsyl­
vania Representatives should be from Pittsburgh.
Mr. Luke B. Garvin, of Dallas, has been appointed 
State Representative from the State of Texas to fill 
the vacancy caused by the resignation of Mr. A. C. 
Upleger, who desired to devote his entire time to  his 
duties as President of the Texas Society of Certified 
Public Accountants.
THE CERTIFIED 
PUBLIC ACCOUNTANT
The Official Organ of  
The American Society of Certified Public Accountants
Published by The Accountants Publishing Company, Wood­
ward Building, W ashington, D. C.
Application for entry as second-class m atter is  pending.
Editor: DU R AN D  W. SPRINGER
Subscription price a  year of tw elve issues, $2.00; tw enty  
cents the copy.
A ll communications should be addressed to the Editor. 
Printed by the Terminal P ress, Inc., 923 Eleventh Street 
N . W., W ashington, D. C.
QUALIFIED CERTIFICATES
T HE Appellate Division of the Supreme Court of New York rendered a decision on January 28,
1927, which should be of interest to public account­
ants, in a t least an indirect manner.
The Continental Insurance Company and the F i­
delity Fire Insurance Company had brought suit 
against the Equitable Trust Company, claiming th a t 
they had suffered losses as a result of buying a por­
tion of a bond issue of the Green S tar Steamship 
Company in 1919, the Equitable Trust Company hav­
ing headed the floating syndicate. The steamship 
company defaulted on its bonds and caused the alleged 
loss to the insurance companies.
Under the decision rendered, the two insurance 
companies will have the righ t to  be repaid for losses 
incurred in buying securities on the strength of false 
advertising if it can be proven th a t the advertise­
ments were the cause of their buying the securities. 
I t has been the practice of most Wall S treet firms, as 
well as concerns floating issues elsewhere, to attach 
disclaimers to their advertisements of securities to 
the effect th a t although the information is not 
guaranteed, it is obtained from sources believed to be 
reliable.
A few of the large houses make no disclaimer of 
responsibility in their ads. While a few attorneys 
have for years advised their clients th a t no great 
faith  should be placed in any such disclaimer of re­
sponsibility, the m ajority of the firms have assumed 
th a t it constituted sufficient precaution for the firm 
th a t acted in good faith  and which made a reasonably 
careful investigation before recommending an issue.
The result of this decision will be to emphasize the 
fact th a t persons with securities for sale are only 
justified in making declarations for which they feel 
able to accept entire responsibility.
The certified public accountant, accustomed as he is 
to furnishing statem ents which are made the basis
for investments by many third parties, should see in 
this decision a tendency on the part of the courts t o  
hold to a stric t accountability persons or organiza­
tions issuing statem ents upon which reliance is placed 
by third parties w ith regard to  investments.
THE AMERICAN ACCOUNTANT
THE King is dead! Long live the K ing!
For eleven years THE PACE STUDENT has 
been making its monthly appearance and has been a 
welcome visitor in the offices of public accountants 
and students from one ocean to the other. W ith the 
December issue, last, it ceased its monthly issue and 
in its stead THE AMERICAN ACCOUNTANT, car­
rying the slogan “For a Greater Accountancy,” takes 
its place in the field of business literature. Homer
S. Pace, the personal equation always apparent in the 
earlier magazine, still maintains the leadership of the 
new. For many years the certified public accountants 
of Michigan have looked upon Homer as merely hav­
ing been loaned to the country a t large. The fact was, 
he ra ther outgrew the boundaries of a single state 
and required a larger field in which to stretch. In 
the first issue he promises th a t he will monthly greet 
his readers, on one page a t least, with a  personal 
pronoun instead of the usual editorial “we.” There 
are some men from whom a repetition of “I’s” would 
not be welcome, but Homer has a personality all his 
own which makes us all like to know what he is think­
ing as well as what he is doing.
We quote one paragraph from his initial page, as 
showing the idea he has in mind:
“THE AM ERICAN ACCOUNTANT is designed to integrate  
and to unify accountancy interests. The certified public ac­
countant, the non-accredited public accountant, the cost ac­
countant, the executive accountant, the junior accountant, the 
assistant accountant in private employment, the credit man 
— all these men and women have a common interest in ac­
counting. This m agazine is designed to unify and strengthen  
this interest in the common subject.”
The w riter once heard an orator attem pt to describe 
a sunset, but when the speaker had finished the 
w riter remembered little of the word painting to 
which he had listened. However, the description had 
brought vividly to mind the indescribable grandeur 
which had been indelibly stamped upon his mind a t 
one time when witnessing the sun go down in Salt 
Lake.
With much the same feeling we recommend th a t if 
you have not already done so you judge for yourself 
a t first hand as to  w hether Pace has not rendered 
th a t part of the business world which has to do with 
accounting, a  service in his la test venture. Seeing 
is believing, and while this notice does not carry ad­
vertising rates, we advise, all who have not done so, 
to get acquainted with THE AMERICAN AC­
COUNTANT.
“AND IT W AS GOOD”
T HE Book of Genesis was w ritten late in the his­tory of Israel, probably afte r the Babylonian 
captivity. I t was a time of uncertainty and great 
unrest, and yet the first chapter of Genesis breathes 
an air of peace and calm and majesty. In the first 
chapter is recited the story of creation.
“And God saw  the ligh t, that it  w as good” * * *
“And God called the dry land earth * * * and God saw  that 
it  w as good.”
Running through the entire story is the ever re­
peated refrain “and it was good.”
The usual interpretation of th is statem ent by the 
Creator is th a t each step of creation was good because 
it formed the basis of the next step. I t is true th a t 
after the creation of man and a t the end of the sixth 
day th a t God saw th a t “it was very good.” We will 
all agree th a t man was not only God’s last, bu t His 
highest and best creation, and th a t all other creations 
led up to man. However, we miss very much of the 
values of life if we fail to see th a t each of the crea­
tions was good in itself.
The rugged mountains, the grassy plains, the eagle 
soaring high above and the tiny humming bird are 
all good in themselves. The restless ocean, the warm 
summer day and the winter storm are all likewise 
good.
In th is  practical w o rk -a -d a y  world we always 
measure today by tomorrow. Today’s value is meas­
ured by the extent to which it prepares us for the 
future. The child in kindergarten looks forward to 
grade school, the child in grade school looks forward 
to high school. High school is but a step to college 
and from college the young man looks forward to 
business or professional life. The beginnings and 
hardships of the s ta rt in business or profession are 
worth while because of the anticipated future. Man 
goes forward constantly living and planning for the 
future. This is all worth while. Tomorrow is what 
we make it today. And yet is there not danger th a t 
we overlook the fact th a t today is good simply be­
cause it is today?
The artis t is great because he sees th a t the com­
monplace things are good in themselves. He looks 
upon the sunset and it  is good and because he so sees 
it, he transfers something of such beauty to  the can­
vas. He takes the common cab driver and so portrays 
him with his paint and brush th a t thousands go to 
see him.
The great Teacher one day stood watching the line 
of givers as they passed the offering box of the tem­
ple. The need for funds was great and many sub­
stantial gifts were deposited. The Teacher, however, 
saw none of these. He saw only one giver—the widow 
with her two mites. The two mites were insignificant 
from the standpoint of w hat could be accomplished 
therefrom ; they were of very little value, particularly
as compared to the substantial gifts of the others. 
And yet the g ift in itself was so good th a t while all 
the other givers have been forgotten th is widow and 
her two mites will live on forever.
As professional men we hear much of the very 
good work which is accomplished by the State So­
cieties and by the National Societies and accountants 
are constantly urged to join because of the good work 
which is being done through these agencies. This is 
all true and yet these societies are good in themselves. 
Much general good is being accomplished through the 
agency of the American Society Convention and cer­
tain members come because of the results which come 
therefrom, and yet as most of us who have attended 
these conventions can testify, these conventions are 
good in themselves. While the Pittsburgh Certified 
Public Accountants desire th a t all the Certified Public 
Accountants of the country should attend the next 
convention in Pittsburgh, we confess th a t we like best 
those who have the preception to see th a t the con­
vention itself is good, and th a t the friendships which 
are made are worth fa r  more than the utiliarian re­
sults which accrue from such gatherings.
We also hear it said th a t from a business stand­
point memberships in clubs, in Chambers of Com­
merce and in civic organizations are of great value. 
The contacts therein result in much professional 
work. This is all true and yet the club, the Chamber 
of Commerce and the civic association is good because 
of itself. The accountant is indeed small who looks 
upon each contact as a  mere stepping stone to some-- 
thing else. Open, direct publicity is usually more 
wholesome than indirect, particularly if every ac­
quaintance and friend is valued solely on the basis of 
w hat he may be able to do for us.
No one appreciates more than the w riter th a t suc­
cess in any line or activity can not be obtained other 
than through tireless effort. And yet life means 
more than success. Life is full of interests, of beauty 
and of friendships, if we but have time to find them.
FRANK WILBUR MAIN.
TAX REFUNDS
T HE U rgent Deficiency Appropriation Bill, which carries provision for the payment of tax  re- 
funds, passed the House of Representatives, and in 
the Senate, as is usual w ith all appropriation bills, 
certain amendments were made, most of which merely 
involved varying figures for the several items.
One amendment introduced by Senator McKellar 
from the floor, w ithout any committee discussion, 
and without any floor discussion as to  its merits, pro­
vided th a t all refund claims of $50,000 or more m ust 
be approved by the Comptroller General, under ex­
isting law, before payment. This particular amend­
ment followed several attem pts on the p art of Senator 
McKellar to secure an amendment under which these
refunds would be paid only afte r they had been al­
lowed by the United States Board of Tax Appeals. 
These suggested amendments had been ruled out on 
the point of order th a t legislative m atters can not be 
made a part of an appropriation bill. The introduction 
of the words, “in accordance with existing law,” was 
thought by some to give the amendment no force and 
was the reason for no objection being raised, and, 
without a record vote, the amendment was adopted 
by the Senate.
The officials of The American Society felt th a t the 
situation was one which should be called to the a t­
tention of all certified public accountants. The Chair­
man of our Committee on Federal Legislation, W alter 
A. Staub, was consulted by long distance and he pre­
pared the following telegram, giving his views of the 
situation:
“The amendment of the deficiency appropriation bill pro­
posed by Senators McKellar and Couzens, directing th at all 
refund claims of fifty  thousand dollars or more be approved 
by Comptroller General before payment, would be harm ful 
to taxpayers and expensive to the Government. Its adoption 
would not sim plify the present Treasury procedure, but would 
add to its com plexity and thus delay settlem ents ju stly  due 
taxpayers.
“It would require expansion of the Comptroller General’s 
Office and increase its  expense of operation, because of dupli­
cating work already being done in the Treasury. It would 
not increase effectively the safeguards surrounding the ex ­
penditure of Government funds, but would m erely add to the 
already large number of checks and reviews one more by a 
bureau which, in  the nature of things, could not review  or 
control refunds as w ell as the bureau whose particular and 
specialized business it  is  to do so.
“Simplification rather than greater com plexity, expedition  
rather than added delay, and econom y rather than needless 
added expense should be the slogan in the adm inistration of 
Federal taxes.”
All bills on which there are amendments go to con­
ference committees. The House conferees in this 
case were Messrs. Wood, Crampton; and Byrns. The 
original Senate conferees were Messrs. Warren, Smoot 
and Overman. On account of Mr. Smoot’s illness, Mr. 
Curtis was later substituted.
A notice was sent from the office of The American 
Society to the certified public accountants containing 
a copy of Mr. Staub’s telegram and suggesting th a t 
any expression of opinion in this m atter should be 
immediately sent to the Chairman of the House Com­
mittee. The responses received showed th a t account­
ants believed th a t the proposed legislation was not 
in the interest of taxpayers.
The conferees held three meetings during which 
they agreed upon all m atters of difference save two, 
of which this was one. They reported to both bodies 
th a t on these two m atters they were unable to agree. 
Both bodies accepted the reports and returned the 
two items in dispute to  the conferees for fu rther 
action. A fter several sessions, reports were again 
made to the effect th a t it had been impossible to ar­
rive a t a decision. In the meantime, the House had 
by record votes sustained the action of its conferees 
in refusing to accede to the Senate amendment. The 
Senate, in the meantime, had taken no record vote 
on any of the m atters in controversy.
Under the rules, hearings are not permitted in con­
nection with these conferences, however, The Ameri­
can Society filed with the conferees the following 
statem ent prepared by Chairman S taub :
On behalf of the American Society of Certified Public A c­
countants, I am bringing to your attention a number of rea­
sons which to us seem  t o  make it  h ighly desirable that the  
pending McKellar amendment to the Deficiency Appropriation  
Bill (by which it  is  proposed to have all claim s for  refund 
of $50,000 or more approved by the Comptroller General’s 
office before paym ent) be elim inated from  the bill.
F irst: This amendment changes tax procedure by setting  
up a new and additional hurdle for  those tax  cases which it 
covers. It w as adopted w ithout comm ittee consideration or 
leg isla tive discussion, which we believe ordinarily produces 
unsatisfactory results in the form ulation of governm ental poli­
cies or procedure. I f  th is provision is enacted into law , the  
next session w ill naturally use it  as a precedent, although it  
has never been form ally discussed, for  low ering the amount 
named on the theory that, as now passed, it  w as class leg isla ­
tion and that after all, all taxpayers should be treated alike 
as to methods of m aking refunds.
Second: I f  the Comptroller General’s office is to act m erely  
as a rubber stamp, no gain would come to the Government 
and only delay in settlem ent would be caused the taxpayer.
Third: The Comptroller General would doubtless feel 
obliged by the proposed amendment to surround him self w ith  
a force which would perm it him  to pass upon all these cases 
w ith the sam e thoroughness that he exercises in  his regular 
duties. This would result in practically duplicating the work 
now done in the Bureau of Internal Revenue, w ith a resultant 
added expense to the Government, added expense to the tax ­
payer, increased cost to  the Government, by reason of still 
further accrued interest, and added inconvenience to the tax­
payer caused by the increased delay in settlem ents. The 
present practice of the Treasury Departm ent already includes 
a special review  by the General Counsel o f the Bureau o f  
Internal Revenue of every claim for  refund of $50,000 or 
more.
Fourth: It is  respectfully submitted that th is type o f 
legislation  is  not in the interest of the public in that, w h ile  
the Comptroller General would under it  have the right to  
refuse to allow the settlem ent, he would not have the r ig h t  
to increase the amount that w as to be paid to the taxpayer, 
even though h is review m ight lead him  to think the Treasury; 
had understated the amount of the refund.
Tax refund claim s are entirely different from  the ordinary; 
claims passed upon by the Comptroller General. The office 
of the Comptroller General w as instituted for  the purpose 
of passing on contracts and seeing that all expenditures were 
in conform ity to the law  relating thereto. There w as abso- 
lu tely  no trust relationship involved. Refunds do not grow  
out of the contract relationship, but rather out o f a trustee 
relationship. The m oney w as paid to the Government, in  a  
large numbed of cases, w ith  a  b elief on the part of the tax ­
payer th at he did not owe it, but, starting from  the tim e 
when patriotism  permeated individuals and corporations alike, 
the taxpayer has m et the demands of the Government, even  
when he fe lt  them  unjust, w ith the idea that ultim ately ju s t ic e  
would be done. A lso, the relative new ness of income ta x  
legislation  in  th is country and the com plexity of the profits 
taxes (the auditing of which has not yet been completed by  
the Treasury) resulted in  overpaym ents which ought to be
considered and refunded in  a spirit of fa irness rather than  
of super-technicality.  The set-up of the Board of Tax Appeals 
was the first opportunity offered the taxpayer of w hat m ight 
be considered an im partial consideration of his claims, but 
that board is not empowered to consider claim s for  refund.
F ifth: One o f the m ost unsatisfactory aspects of our tax  
situation has been the delay w ith which settlem ents have 
been reached. The amendment would aggravate the situa­
tion if  the review by the Comptroller General is  to be any­
thing but a mere gesture.
Sixth: Viewed from  sim ply selfish m otives, certified public 
accountants would be in favor of this type of legislation, for  
it would increase their incomes by reason of the extra tim e 
required in securing refunds for their clients. A s citizens, 
however, we object to the amendment on the ground that it 
is not in the interest of efficient and economical adm inistra­
tion of government. In the interest o f our clients we m ust 
object on the ground that it  would subject them  to unneces­
sary expense and to unnecessary and unreasonable delay.
To summarize: The amendment would require expansion 
of the Comptroller General’s office and increase its  expense 
of operation, because o f duplicating work already being done 
in the Treasury. It would not increase effectively the sa fe ­
guards surrounding the expenditure o f Government funds, 
but would m erely add to the already large number of checks 
and reviews one more by a bureau which, in the nature of 
things, could not review  or control refunds as w ell as the 
bureau whose particular and specialized business it  is  to do so.
Simplification rather than greater com plexity, expedition  
rather than added delay, and economy rather than needless 
added expense should be the slogan in the administration  
of Federal taxes.
The American Society also filed with the chairmen 
of the committees the following statem ent:
Your attention is respectfully called to the situation which 
will arise in case the McKellar amendment to the U rgent D e­
ficiency Bill, which is now in conference, is enacted into law.
This amendment has not had the benefit of a hearing d is­
cussion or of a legisla tive discussion as to w hat its  effect 
would be. The form  of its  wording w as designed to over: 
come the principle that appropriation bills m ay not contain 
legislative m atter. The use of the words, “in accordance with  
existing law ,” is held by some to take the amendment outside 
the realm of new legislation.
To what law  is reference made? I f  to the law  under 
which the office of the Comptroller General was organized, 
this amendment, by its  term s, can grant no more power than 
that law  did and is , therefore, useless. I f  that law  gave  
the Comptroller General authority over refunds, he has it 
over refunds of all amounts and this amendment would lessen  
the authority given by the law, and that of itse lf  is leg isla ­
tion. W ith reference, therefore, to the law  under which the 
office w as organized, th is amendment is either attem pted leg is­
lation or it is useless.
Do the words refer to the tax  law s under which the original 
taxes w ere collected and refunds are to be m ade? I f  so, 
it  is attem pted legislation  because no references therein are 
made to the office of the Comptroller General, neither is any 
distinction therein made between refunds o f one amount as 
compared w ith refunds of another amount.
It follow s, therefore, that the only effect which the passage  
o f this amendment could have on the refund situation would 
be to present a lega l question as to whether this power was 
given to the Comptroller General under th e  first law , in 
which case this amendment would be unnecessary, or in case 
it  was not so g iven  the amendment would not be legal. The 
Comptroller General can, at any tim e he desires, assert any 
right he thinks he has under the law  and th is proposed 
amendment is  not necessary to enable him so to do.
Changes in m atters of adm inistration, unless carefully con­
sidered, are often dangerous. Reasons why this particular 
change in adm inistration would not be advisable have been 
given by the Chairman o f the L egislative Committee of the 
American Society.
In the meantime, many of the clients had filed pro­
tests with the committees concerning the proposed 
amendments. The Senate asked for a fu rther con­
ference in the m atter, as a  result of which the follow­
ing proposal was substituted by a unanimous vote of 
the members of both committees: “Provided, That no 
part of this appropriation shall be available for pay­
ing any claim allowed in excess of $75,000 until a fte r 
the expiration of sixty days from the date upon which 
a report, giving the name of the person to whom the 
refund is to be made, the amount of the refund, and a 
summary of the facts and the decision of the Com­
missioner of Internal Revenue is submitted to the 
Joint Committee on Internal Revenue Taxation.” In 
the informal corridor discussions which had ensued 
a fte r the introduction of the original amendment 
some of the Senators had complained th a t they were 
not able to obtain sufficient information with regard 
to the large refunds th a t had been made in the past 
and were being made a t the present time. The pro­
vision finally substituted by the conferees would make 
such a claim unfounded in the future as fa r as re­
funds in excess of $75,000 were concerned and while 
it is required th a t payment shall not be made until 
the expiration of sixty days afte r the report is sub­
mitted, it was brought out in the floor discussion 
th a t the administration of these m atters could prob­
ably be so arranged as to cause but slight delay over 
present conditions. However, in view of the fact 
tha t in a large number of the refund cases the m at­
te r has been “in process” for from two to three years 
and probably in a m ajority of cases for a t least a 
period of a year, the slight delay caused by the pro­
posed amendment is negligible as compared with the 
extra cost and time which would necessarily have 
been consumed had the original amendment been 
enacted into law.
The House adopted the conferees report without a 
record vote. The Senate adopted the report Thurs­
day, February 24, afte r an hour of discussion, by a 
record vote of 38 to 23.
It is proper to add to this statem ent th a t Senator 
Couzens, previous to the introduction of the amend­
ment by Senator McKellar, had introduced a bill 
which would transfer to the Comptroller General all 
of the machinery for passing upon and paying tax 
refunds. The American Society filed a request with 
the Chairman of the Committee on Finance, to which 
the bill was referred, for an opportunity to be heard 
on the m atter in case the bill was considered by the 
committee. As this session of Congress adjourns in 
less than a week, it is not probable th a t any hearing 
will be had.
The Relation Between the Certified Public 
Accountant and the Banker
T HE relation between the certi­fied public accountant and 
the banker is a very im portant one, 
which deserves the serious atten­
tion of both parties thereto. Bank­
ers, especially city bankers, more 
and more are following the practice 
of requiring of the ir borrowing 
customers financial statements 
prepared by reputable accountants. 
So long as the  community is small 
and the banker is in close personal 
touch with the enterprises in his 
community, he really does not feel 
so urgently the need of the serv­
ices of the independent auditor, 
but as the community grows and 
the personal contact is necessarily 
lessened, it becomes absolutely 
necessary for him to have state­
ments prepared by reputable ac­
countants who are totally disinter­
ested. In cases of constant bor­
rowers, it is my opinion th a t the 
banker is very unwise in accept­
ing as a basis for credit statements 
which are not so prepared. In 
making this demand the banker 
not only serves his own best pur­
pose, but he also renders a service 
to th a t class of borrowers who 
keep their affairs in such shape as 
th a t the independent audit can not 
give a weakened appearance to the 
financial position of the business. 
The banker’s desire is not solely to 
make no bad loans, but also to 
guess as nearly as possible the 
amount of credit to which the pro­
spective borrower is entitled under 
all the existing circumstances, and 
to accommodate and facilitate the 
customer’s business to th a t ex­
tent. In some measure, a t any 
rate, the hazards which are experi­
enced in the weaker borrowers 
among those who insist upon mak­
ing their own financial statements 
are assessed against those whose 
position could well stand the scru­
tiny and analysis of the independ-
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ent auditor, with the resulting in­
justice.
Many losses th a t have been ex­
perienced in the banking business 
could have been avoided if the 
banker had had the courage to in­
sist upon a financial statem ent of 
this kind. I t not infrequently hap­
pens th a t the banker will suggest a 
statem ent by an independent ac­
countant, and the customer will of­
fer the excuse th a t he has in his 
own organization as good an ac­
countant as can be secured, and 
th a t he does not care to go to  the 
expense of employing an outside 
accountant. Too often this excuse 
prevails. A banker friend of mine 
told me not long ago of an experi­
ence which he had with a customer 
who had been a constant borrower 
for twenty-five years, who offered 
this same excuse, and to whose 
wishes he acceded. He extended 
this customer a large line of credit 
and shortly thereafter the custo­
mer died. Upon examination it was 
found th a t the customer’s financial 
statem ent did not reflect the true 
situation by any means. His in­
ventory was padded nearly one 
hundred per cent, and a very large 
percentage of his receivables were 
his own personal notes which were 
not collectable. Trouble of this 
kind can not always be avoided by 
the use of the certified public ac­
countant, but the independence 
and the financial responsibility of 
the accountant are the best insur­
ance we can get.
The profession of the certified 
public accountant is certainly a 
dignified profession, and the ethics 
of the profession should be ju st as
jealously guarded and maintained 
as are the ethics of the medical 
profession or the legal profession. 
I t occurs to me th a t there is a dif­
ference between the accountability 
of the auditor for the accurate re­
sults of his work and the accounta­
bility of the doctor or the lawyer. 
As has been often said “the doctor 
buries his mistakes," and the law­
yer, in most cases, has counsel op­
posing to call his attention to his 
mistakes, frequently in time for 
some correction to be brought 
about. I t is, therefore, almost im­
possible to measure in dollars and 
cents the damages resulting from 
the error of the doctor or the law­
yer. But when we come to the 
auditor it  is a different m atter. He 
is dealing with dollars and cents, 
and he is making very definite and 
concrete statements as to facts in­
volving dollars and cents, and his 
statem ents are made with the full 
knowledge th a t they will be acted 
upon with possible loss of dollars 
and cents. I think, therefore, th a t 
the measure of damages resulting 
from the negligence of the auditor 
can be more easily determined and 
if I am correct in this impression, 
we m ust conclude tha t in no pro­
fession is there greater need for 
accurate and conscientious work 
than is the case with the certified 
public accountant.
I do not understand th a t Mr. 
Gannon invited me to lecture you 
upon the responsibilities and the 
ethics of your profession, and, 
therefore, I must get back to my 
subject of the relation between the 
accountant and the banker, and the 
ways in which the accountant can 
make himself valuable to the 
banker.
I understand, of course, th a t 
the accountant is engaged ordinar­
ily by the company whose affairs 
are to be audited and that, there­
fore, he is not free to do more than 
he is engaged to do. The carefully 
worded certificate will indicate to 
the banker ju s t w hat the scope of 
the work of the accountant has 
been, and if sufficient data has not 
been furnished, it  is, of course, the 
banker’s business to get more in­
formation from his customer. I 
must say, however, th a t I think it 
not infrequently occurs th a t the 
accountant’s certificate is not as 
clear as it  m ight be, and the bank­
er does not feel th a t he has the as­
surance th a t he should have. I 
also believe th a t through closer co­
operation between the bankers and 
accountants, many customers could 
be trained to allow and to require 
accountants to incorporate in their 
reports certain valuable informa­
tion not ordinarily so incorporated. 
It is reasonable to suppose th a t 
every business arranges to have 
its audit a t the time of the year at 
which the best showing can be 
made, and we know th a t there is a 
great deal of “window dressing” 
indulged in ju s t prior to the time 
of making the audit. For instance, 
cases have been known in which 
just prior to the audit, some heav­
ily interested stockholder will pur­
chase from the business a large 
amount of its receivables or some 
of its other assets, and immedi­
ately afte r the audit sell these 
same assets back to the business. 
These facts are clear to the ac­
countant, and if possible should be 
called to the banker’s attention. 
Some of the things which have oc­
curred to me along this line as 
among those th a t might be very 
well shown in the auditor’s report 
and which are not ordinarily 
shown, are as follows:
1. The amount of the inventory 
at the lowest point, and a t the 
highest point.
2. The a m o u n t  of accounts 
receivable and bills receivable at 
the lowest point, and a t the highest 
point.
3. A classification of notes and 
accounts past due according to 
their age—30-60-90 days, 6 
months, and 12 months.
4. The amount of borrowings a t 
the lowest point, and a t the high­
est point.
5. The net earnings for the year, 
and the disposition thereof.
6. The sales turn-over for the 
year.
7. Just as fa r  as possible, the 
total contingent liability, however 
remote. In many cases it happens 
th a t there are large amounts of 
contingent liabilities outstanding 
which are not considered in the 
trade as actual liabilities, but 
which are in a strict sense legal 
liabilities.
I am aware th a t in the effort, 
through the cooperation of the 
bankers and the accountants, to 
establish the practice of showing 
more fully these details, the initia­
tive will have to be taken by the 
banker for the reason th a t he is 
in much better position to demand 
tha t this be done than is the ac­
countant. A suggestion was made 
a t the American Bankers Associa­
tion Convention in Los Angeles re­
cently th a t a committee be ap­
pointed to confer with a committee 
of accountants in the hope th a t a 
standardized form of accountant’s 
report could be evolved which the 
banker could insist upon and the 
accountant could cooperate in fu r­
nishing. I believe th a t if some­
thing of this kind were done the 
results would be very beneficial.
As we all know, one of the chief 
reasons tha t the independent audit 
is not more frequently had is the 
cost involved. I suppose th a t every 
layman has the feeling th a t the 
members of every profession 
entertain exorbitant ideas of 
appropriate charges, and I must 
confess th a t I have had on sev­
eral occasions a feeling th a t the 
charges of the reputable certified 
public accountants are high. I do 
not know enough about the ex­
penses involved to pretend to make 
the statem ent th a t such charges 
are too high, but I will say th a t the 
old rule of “charges which the tra f­
fic will bear” m ust be kept in mind. 
The lower the charges of the ac­
countants, the more independent
audits we will have. Naturally 
therefore, the banker’s disposition 
is to hope for lower charges.
I hope th a t I have not presumed 
upon your good nature in making 
these observations, and I am sure 
th a t every intelligent banker in­
vites such suggestions and criti­
cisms from the accountants in or­
der th a t the relation between the 
accountant and the banker may be 
fu rther cultivated to our mutual 
benefit and profit.
IN MEMORIAM
Carl A. Knowles, C. P. A. (N. C. 
No. 202, May 15, 1922), of Greens­
boro, N. C., died on January 23,
1927, from injuries received when 
he was struck by a hit-and-run 
driver on the previous night. Mr. 
Knowles was fixing a puncture on 
his car when the accident hap­
pened.
Mr. Knowles, who was 36 years 
old, came originally from near 
Providence, R. I. He went to 
Greensboro about three years ago 
and was associated with Scott, 
Charnley Company. About a year 
ago he became a partner in the
D. H. Everett Company, of Greens­
boro. In June of the past year he 
was married to Miss Gertrude 
Wheeler, of New Bern, who was 
with him at the time of the acci­
dent. He is also survived by two 
children by a former marriage, his 
parents and one sister. He was a 
member of the North Carolina As­
sociation of Certified Public Ac­
countants.
Theodore U. Walgren, C. P. A. 
(La. No. 54, Jan. 5, 1909), died a t 
his home in New Orleans, Louisi­
ana, on July 23, 1926.
Mr. Walgren, who was born in 
Minneapolis, Minnesota, in 1876, 
entered the field of public account­
ing in 1901. He was a member of 
the Society of Louisiana Certified 
Public Accountants and of The 
American Society of Certified Pub­
lic Accountants.
Stockholders and Financial Statements
The last decade has witnessed 
the unprecedented increase of 
widespread ownership in corporate 
stocks. This situation has created 
the problem of providing adequate 
protection for the minority stock­
holder.
Theoretically, the stockholders 
are proprietors and should have a 
voice in the management. Prac­
tically, the average stockholder 
gives little thought as to his rights 
of management. From the view­
point of the active managers, stock­
holders are considered outsiders.
Holders of railroad stock are 
protected by the Interstate Com­
merce Commission, which provides 
for uniform methods of accounting. 
Those having a  pecuniary interest 
in public utilities, banks, and in­
surance companies are protected 
by the following respective State 
agencies: The Public Service Com­
mission, the State Banking De­
partm ent and the State Insurance 
Department.
Competitive industrial corpora­
tions are not subject as a rule to 
Federal or State laws insofar as 
the preparation of their financial 
statem ents are concerned. Those 
corporations seeking listings on the 
Stock Exchanges are subject to the 
rules of these boards.
The New York Stock Exchange, 
in its listing agreement, provides 
th a t the following be made part 
of the application:
“To publish once in each year and sub­
m it to the stockholders, at least fifteen  
days in advance of the annual m eeting  
o f the corporation, a statem ent of its  
financial condition, a consolidated income 
account covering the previous fiscal year  
and a consolidated balance sheet show­
ing assets and liabilities at the end of  
the year; or an income account and bal­
ance sheet o f the parent company and o f  
all constituent, subsidiary, owned, or con­
trolled companies.”
As will be noted, no mention is 
made as to the manner of audit, 
nor the details required in these 
financial statements. In this con­
nection, financial reports of rep-
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resentative corporations were ex­
amined with the object of deter­
mining whether intelligent invest­
ments could be effected through 
them. The following defects were 
found in their Balance Sheets:
1. Fixed and current assets are 
considered on a net basis. The 
amount and manner of arriving a t 
the reserves are not shown.
2. Investments are not detailed.
3. The methods of arriving a t 
the valuation of merchandise in­
ventories are not revealed. F ur­
thermore, the inventories are not 
classified as to raw goods, goods in 
process, or finished goods.
4. From the facts available, it 
cannot be determined whether the 
capital assets are valued a t cost, 
cost of reproduction, or any other 
method.
5. The surplus accounts are not 
segregated.
The Income, Profit and Loss 
Statements disclosed the following 
lack of information:
1. Gross and Net Sales are not 
set forth.
 2. Nature of sources of other in­
come is not described.
3. There is no analysis showing 
separately the cost of m anufactur­
ing, selling, general and adminis­
trative expenses.
In Great Britain, under the Com­
panies Act, stockholders elect at 
their annual meeting a professional 
accountant. The auditor’s report 
is made to the stockholders.
The weaknesses of the English 
method are:
1. The auditor is confined to the 
preparation of the Balance Sheet.
2. His work is limited to the ex­
amination of the books of account 
only.
Various remedies have been sug­
gested pointing towards a more re­
liable presentation of facts to the 
stockholder. Professor William Z. 
Ripley, of Harvard University, in
a recent issue of World’s Work, 
makes these proposals:
1. That stockholders’ commit­
tee should be appointed, which 
should conduct independent audits 
of accounts.
2. That the Federal Trade Com­
mission, or some other prominent 
governmental agency, should have 
jurisdiction over all such m atters 
as fa r as interstate commerce is 
concerned.
These suggestions, while basic­
ally sound, are subject to the fol­
lowing criticism :
1. The stockholders’ committees 
would, under the present methods 
of voting by proxy, be eventually 
controlled by the management.
2. I t would introduce paternalis­
tic control by the Federal Govern­
ment of competitive industries.
3. I t would cause the placing of 
a multiplicity of laws on our s ta t­
ute books, dealing with business 
morals.
Progress making for industrial 
democracy should be orderly and 
come from within. Changes are 
needed to  protect the stockholders, 
but these must not be too drastic.
W hat are the remedies? The 
following suggestions are made:
1. Arrange for a conference of 
our industrial leaders, investment 
bankers, Stock Exchange heads, 
and representatives of the Ameri­
can Institute of Accountants, 
American Society of Certified Pub­
lic Accountants, and the State ac­
counting societies.
2. Provide for uniform methods 
of accounting in similar industries.
3. Devise u n i f o r m  financial 
statements, embodying the desired 
information.
4. Have independent auditors ap­
pointed by these groups, who will 
be responsible not only to the direc­
tors, but to the stockholders and 
the public.
While under this method, Utopia 
will not be reached, still a definite 
step making for industrial progress 
will be made.
G overnm ent A cco u n tin g
UNIFORM ACCOUNTING IN THE NATIONAL GOVERNMENT
Posting the Allotment Ledger 
Items to the General Ledger. The
allotment ledger sheets are totaled 
a t the end of each month and the 
allotments under each appropria­
tion are summarized on an allot­
ment ledger form. The postings 
are then made from the summary 
sheet, which is called “Summary 
of Allotment Totals.” Where ma­
chines are used which can prepare 
a register by carbon process the
work of summarizing the allot- _______________
ment ledger is obviated since post­
ings may be made from the carbon register sheet, 
which has been summarizing the allotment ledger en­
tries currently throughout the month. This register 
is called the “Register of Allotment Ledger Transac­
tions.” The totals of the columns of the Summary of 
the Allotment Ledger Totals or the Register of Allot­
ment Ledger Transactions, as the case may be, are 
posted to the General Ledger accounts as follows:
1. From A llotm ents Column—
Debit: 91 U nallotted Appropriations.
Credit: 92 Unencumbered A llotm ents.
2. From the Encumbrances Authorized Column—
Debit: 92 Unencumbered A llotm ents.
Credit: 93 Unliquidated Encumbrances.
3. From the Audited Vouchers Column.
Debit: 92 Unencumbered A llotm ents.
Credit: 94 Appropriation Expenditures.
Debit: 39 Undistributed Expenditures.
Credit: 60.1 Accounts Payable—Vouchers.
4. From the Encumbrances Liquidated Column.
Debit: 93 Unliquidated Encumbrances.
Credit: 92 Unencumbered A llotm ents.
5. From the D irect Settlem ent Vouchers Column—
Debit: 92 Unencumbered A llotm ents.
Credit: 94 Appropriation Expenditures.
Debit: 39 Undistributed Expenditures.
Credit: 60.1 Accounts Payable—Vouchers.
6. From the Stores Issues Column—
No entry is  made as the stores issues have been entered 
on one allotm ent sheet as a minus quantity and on 
another as a plus quantity. Thus the column total 
is  zero.
Illustrative Problem. The following transactions 
will be used to illustrate the operation of the system :
1. Opening inventories of stores and equipment brought on
the books.
2. Appropriations granted by Congress.
3. A llotm ents made.
4. Stores issued to operating divisions.
5. A llotm ents encumbered.
6. Advances made to disbursing officers.
7. Vouchers passed for paym ent (encumbrances liquidated).
By JOHN B. PA Y N E , Certified Public
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Editor’s N ote.—W e present a continua­
tion of the sixth o f a series of articles 
prepared by Mr. Payne w ith the idea of 
prom oting uniform ity in Governmental 
accounting and budget methods. This 
is  a project which w ill receive the sup­
port of public-spirited accountants and 
business men. Comments and su gges­
tions on the subject are invited. Address 
Mr. Payne a t 26 Jackson Place N. W., 
W ashington, D. C.
8. Accounts receivable created (b ills
rendered).
9. Accounts receivable collected by dis­
bursing officer.
10. Vouchers paid by disbursing officer.
11. Vouchers paid by Treasury (direct
settlem ents).
12. Proceeds of reimbursable accounts
receivable deposited in Treasury.
13. U navailable f u n d s  deposited in
Treasury.
14. Summ arizing and posting the trans­
actions for a month.
The appropriations symbols and 
titles used are as follows:
67301 Salaries, Bureau of Public Service, 1927.
67302 General Expenses, Bureau of Public Service, 1927.
The allotments made from appropriation 67301 
w ere:
67301.10 Personal Services, Office of the Director.
67301.11 Salaries, Other Personnel, D. C.
67301.12 Personal Services, Field.
The following allotments were made from appro- 
priation 67302:
67302.20 Traveling Expenses.
67302.21 F reight and Communication.
67302.22 Construction and Repairs.
67302.23 Storehouse Allotm ent.
1. Inventories. The information relative to the in­
ventories of stores and equipment is obtained from 
lists submitted by the store clerk and the property 
clerk. Enter as of July 1, 1926:
Stores Inventory ............ ......................... $8,000
Equipment Inventory ... ........................  22,000
Post to general ledger:
Debit: 20 S to r e s ............ ...........................  $8,000
Debit: 33 Equipment ............................  22,000
Credit: 80.2 Capital Surplus:
Stores and Equipment .................  $30,000
2. A ppropriations Granted by C ongress. The basis 
for the appropriation entry is the appropriation war­
ran t sent to the service by the Division of Bookkeep­
ing and W arrants of the Treasury Department:
67301. Salaries, Bureau o f Public Service, 1927............  $100,000
67302. General Expenses Bureau o f Public Serv­
ice, 1927 .............. ................................................................. 50,000
Post to the general ledger as of July 1 ,  1926:
Debit: 01 Treasury cash:
67301: S a la r ie s .......................................... $100,000
67302 General E xpenses ...................... 50,000
Credit: 91 U nallotted Appropriations:
67301 Salaries ... ................................ ...... $100,000
67302 General E x p e n se s ........................  50,000
3. A llotm ents M ade. The basis for the allotment 
entry is the allotment advice. E nter as of July 1, 
1926:
A llotm ents from  Appropriation 67301:
67301.10 Personal Services, Office of 
Director ..............................................  $15,000
67301.11 Salaries other Personnel,
D. C...... ........ ........................................ 60,000
67301.12 Personal Services, Field ....  20,000
Total 95,000
A llotm ents from  Appropriation 67302:
67302.20 Traveling Expenses ............. 10,000
67302.21 F reight and Communication 10,000
67302.22 Construction and R epairs.... 15,000
67302.23 Storehouse A llo tm en t.................................
T otal ..................................................... 35,000
The amount of each allotment is entered on its re­
spective allotment sheet, in the “Allotments” column. 
Posting is not made to the general ledger until the 
end of the month. See transaction No. 14 below.
4. Stores Issued to Operating Divisions. The basis 
fo r the stores entries is the store clerk’s report of 
stores issued. Stores were issued to allotment 
67302.22 on the following dates:
July 5 .. 
July 15 
July 30
$300
200
500
Total ... ............................ ............... ....  1,000
E nter from the store clerk’s schedules of stores 
issued, to the Allotment Ledger in the blank column 
immediately preceding the “Allotments” column of 
the allotment receiving the stores. As th is is a minus 
column entries therein reduce the amount of the un­
encumbered balance of the allotment. E nter the same 
amount in the same column on the “Storehouse” allot­
ment account as a contra entry thereby establishing 
an unencumbered balance of allotment in th a t ac­
count.
From the report of stores issued make the follow­
ing entry in the General Ledger:
Debit: 39 Undistributed Expenditures ............. $1,000
Credit: 20 Stores ............. ....... .......... ............ ......... $1,000
5. Allotments Encumbered. The information for 
encumbering salaries is obtained from a list of per­
sonnel a t the beginning of the fiscal year, and for 
General Expenses from the individual travel orders, 
purchase orders and contracts when obligations are 
incurred. Encumbrances set up were as follows:
Symbol. Date. T itle. Amount.
67301.10 7- 1 Salaries, Director’s Office (for year)... $15,000
6 7301.11 7- 1 Salaries, Other Personnel (for year)... 48,000
67301.12 7- 1 Salaries, F ield (for year) ........................ 18,000
Total Encumbrances 67301 ........................... .................. 81,000
67302.20
67302.20
67302.20
67302.22
67302.22
67302.23
67302.23
67302.23
67302.23
7-10 
7-10 
7-15 
7-20 
7-22 
7- 5 
7-10 
7-16 
7-20
Travel Order No. 1, John Jones..........  $150
Travel Order No. 2, Geo. Rice... .......  50
Travel Order No. 3, Jam es O’Connor... 100
Contract No. 1, R. P. Marsh, Contr..... 145
Contract No. 2, E lliott-F isher Co.......  125
Purchase Or. No. 1, Rudolph & West... 150
Purchase Or. No. 2, J. B. Lambie Co.... 50
Pur. Or. No. 3, R. P. Andrews Pa. Co. 40
Pur. Or. No. 4, Rem ington Typ. Co..... 75
Total Encumbrances 67302 ............................................  885
Enter the encumbrances from the encumbrance 
documents such as lists of personnel, purchase orders 
and contracts to the  “Encumbrances Authorized” col­
umn of the respective allotment ledger sheets. Post­
ing to the general ledger is made a t the end of the 
month. See transaction No. 14 below:
6. Advance Made to Disbursing Officers. The basis 
for recording advance to disbursing officers is the 
“Requisition for Advance of Funds.” Advances have 
been requested as follows:
67301 7-10 Salaries Bureau of Public Service ............. $10,000
67302 7-10 Gen’l E xpenses Bureau of Public Service 5,000
Post to the general ledger:
Debit: 03 D isbursing Officers’ Cash:
67301 Salaries ..................................................... $10,000
67302 General E xpenses ................................. 5,000
Credit: 01 Treasury Cash:
67301 Salaries ..................................................... $10,000
67302 General E xpenses ......... ........... ...........  5,000
7. Vouchers Passed for Payment (Encumbrances 
Liquidated). The information for the entry of vouch­
ers is obtained from the individual payrolls and other 
vouchers. The vouchers passed for payment were as 
follows:
Encum’d Am t. of
Symbol. Date. Vou.No. Document. Liq’ted. V ouc’r.
67301.10 7-31 1 Payroll 7-1 to 7-31...............  $1,250 $1,250
67301.11 7-31 1 Payroll 7-1 to 7-31............ ..  4,000 4,150
67301.12 7-31 2 Payroll 7-1 to 7-31............... 1,500 1,425
Total Encumbrances Liquidated and Vouch­
ers Passed Appropriation 67301 ............. 6,750 6,825
67302.20 7-15 3 John Jones Expense A c­
count T. O. No. L.............  90
67302.20 7-15 4 Pa. R. R. Co. T. O. No. 1.... 150 50
67302.20 7-15 5 Geo. Rice Expense A c­
count T. O. No. 2............. 35
67302.20 7-20 6 B. & O. Ry. Co. T. O. No. 2 50 20
67302.21 7-20 9 South’n Ry. Ex. Co. Fgt.... (*) 20
67302.21 7-20 10 Bell Telephone Co................ ....... (*) 15
67302.21 7-25 11 W estern Union Tel. Co.............. (* ) 30
67302.22 7-25 12 Underwood Typewriter Co.
Rep. Typewriter ............. (* ) 5
67302.22 7-25 13 E lliott-F isher Co., Over­
hauling A cctg. Machine 125 125
67302.22 7-30 14 R. P. Marsh, Contractor,
Construction work ... .......  145 140
67302.23 7-20 7 Rudolph & W est P. O. No. 1 150 150
67302.23 7-22 8 Jas. B. Lambie, Inc., P. O.
No. 2 ........................... ......... 50 55
Total Encumbrances Liquidated & Vouch­
ers Passed Appropriation No. 67302........  670 800
*Not encumbered.
Enter from vouchers and payrolls to the Allotment 
Ledger in the columns headed — “Encumbrances 
Liquidated” for the amount of the encumbrance 
previously set up in the “Encumbrances Authorized” 
column and in the column headed “Audited Vouchers” 
for the actual amount vouchered.
Very frequently there is a difference between the 
estimated amount of an encumbrance and the actual 
amount charged when the voucher is submitted. 
These differences are automatically adjusted by the 
machine method of “liquidating” the original encum­
brance charge and “recharging” the actual amount. 
In case no encumbrance has previously been set up 
the item is entered only in the “Audited Vouchers” 
column. Posting to the general ledger is made a t the 
end of the month. See transaction No. 14 below:
8. Accounts Receivable Created (Bills Rendered). 
The bills rendered form the basis of entries for ac­
counts receivable. The following bills were rendered 
during the month:
37302.20 7-25 Geo. Rice, Overpayment ...............................  $5
37302.21 7-25 James B. Lambie, Inc., Overpayment........ 5
------------ 7-28 Nat’l Salvage Co., Sale Gov’t Property.......  65
Total Billed ..............................................................................  75
The first two items are reimbursable to their re­
spective allotments and are available for re-expendi­
ture. The third item, however, is not available for 
expenditure by the service collecting it. It must be 
turned over to the Treasury Department and must 
be appropriated by Congress before any Government 
service can spend it. 
The general ledger for the reimbursable items is 
as follows:
Debit: 10.2 Accounts receivable—cu rrent....................... $10
Credit: 88.2 Reimbursable credits awaiting collection $10
For the unavailable item the general ledger en­
try is:
Debit: 10.2 Accounts receivable—current ....... ...............  $65
Credit: 70 General fund revenues ........................ ............  $65
If the volume of bills rendered is sufficient to war­
rant such action a collection register is used and its 
totals posted at the end of each month similarly 
to the entries given here.
9. Accounts Receivable Collected by Disbursing 
Officer. The basis for the entry of amounts collected 
is the disbursing officers’ “Schedule of Collections.” 
The following collections were made during the 
month:
67302.20 7-31 Geo. Rice, Personal ch eck ...............................  $5
------------ 7-30 National Salvage Co. check .... ............. ......... 65
The first item is reimbursable to the allotment.
Post to the general ledger as follows:
Debit: 03 Disbursing Officers’ Cash, 67302 Gen’l Ex..... $5
Credit: 10.2 Accounts Receivable—Current ..................  $5
Debit: 88.2 Reimbursable credits awaiting collection $5 
Credit: 60 Accounts Payable .............................................  $5
Enter in the allotment ledger in the “Audited 
Vouchers” column in red or contra. Since the 
“Audited Vouchers” column is a minus or contra col­
umn, entry therein makes a plus and thus adds the 
$5 to the unencumbered balance of the allotment.
The unavailable item of $65 is posted to the gen­
eral ledger as follows:
Debit: 05.1 Gen’l fund revenues with disbursing officers $65 
Credit: 10.2 Accounts receivable—current ..................... $65
10. Vouchers Paid by Disbursing Officer. The basis 
for the posting of the payment of vouchers is the 
disbursing officer’s “Schedule of Disbursements.” The 
following payments were made by the disbursing 
officer during the month:
67301 7-31 Office Payroll 7-1 to 7-31 .............................  $1,250
67301 7-31 Office Payroll 7-1 to 7-31 .............................  4,150
67301 7-31 Field Payroll 7-1 to 7-31 .............................  1,425
Total Vouchers Settled Appropriation No. 67301...... 6,825
67302 7-18 John Jones Expense A ccount........................ 90
67302 7-22 George Rice Expense Account .................... 35
67302 7-24 Rudolph & West ..............................................  150
67302 7-24 James B. Lambie, Inc........................... ............ 55
67302 7-28 Underwood Typewriter Co............... ...............  5
67302 7-28 Elliott-Fisher Co....... ................................... ....  125
Total Vouchers Settled Appropriation No. 67302.... 460
Post to the general ledger as follows:
Debit: 60 Accounts Payable ........................ ............. $7,285
Credit: Disbursing Officers’ Cash:
67301 Salaries ...................... ............ ...................  $6,825
67302 General Expenses ....... ............................  460
11. Vouchers Paid by Treasury (Direct Settle­
ments). The basis for posting to the general ledger 
is the Treasury Certificates of Settlements. The 
vouchers paid by the Treasury during the month were 
as follows:
67302
67302
67302
67302
67302
7-30
7-30
7-30
7-31
7-31
Pennsylvania R. R. Co. T. R. No. 150360... $25
Pennsylvania R. R. Co. T. R. No. 150361... 25
Balto. & Ohio Ry. Co. T. R. No. 158250... 10
Balto. & Ohio Ry. Co. T. R. No. 158251... 10
Southern Ry. Express Co. B. L. No. 1560... 85
Bell Telephone Co............................................. 15
Total Vouchers Settled 67302 ........... ............ ..... ...
The general ledger posting is as follows:
170
Debit: 60 Accounts Payable ........................................ $170
Credit: 01 Treasury Cash: 67302 Gen’l Expenses... $170
12. Proceeds of Reimbursable! Accounts Receivable 
Deposited in the Treasury. The basis for posting the 
deposit is the Treasury Certificate of Deposit. The 
entry is:
Debit: 01 Treasury Cash: 67302 General Expenses $5 
Credit: 03 Disbursing Officers’ Cash: 67302 Gen­
eral Expenses ............................................ .....  $5
13. Unavailable Funds Deposited in the Treasury.
Post to the general ledger from the Treasury Cer­
tificate of Deposit as follows:
Debit: 05.2 General Fund Revenues D eposited.....
Credits: 05.1 Gen’l Fd. Revs. with Disb’ing Offi’rs.. $65
14. Summary Entries for Monthly Posting. At the
end of each month the allotments under each appro­
priation are summarized on an allotment ledger sheet, 
or if the machine being used permits of a register 
of allotment ledger transactions being made currently 
it is unnecessary to prepare a Summary of Allotment 
Totals. Under either method the entering of the 
transactions given in this problem will result in sum­
maries with the following column totals:
Appropriation Appropriation
Column. 67301. 67302. Total.
Allotments ........... .....................  $95,000 $35,000 $130,000
Encumbrances Authorized .... 81,000 885 81,885
Encumbrances Liquidated .... 6,750 670 7,420
Audited Vouchers ........... ......... 6,825 595 7,420
Direct Settlement Vouchers ............  200 200
Stores Issues ........ .... .......................... ...  ............  ............
Post the above totals to the general ledger as follows:
From the “Allotments” column:
Debit: 91 Unallotted Appropriations:
67301 Salaries ................................................ $95,000
67302 General Expenses ...........................  35,000
Credit: 92 Unencumbered Allotments............  $130,000
From the “Encumbrances Authorized” column:
Debit: 92 Unencumbered Allotments ...........  $81,885
Credit: 93 Unliquidated Encumbrances ...... $81,885
From the “Encumbrances Liquidated” column:
Debit: 93 Unliquidated Encumbrances..........  $7,420
Credit: 92 Unencumbered Allotments ..........  $7,420
From the “Audited Vouchers” and “Direct Settlement 
Vouchers” Columns:
Debit: 92 Unencumbered Allotments ..........  $7,620
Credit: 94 Appropriation Expenditures........  $7,620
Also
Debit: 39 Undistributed Expenditures ..........
Credit: 60 Accounts Payable ...........................
7,620
7,620
If desired the following accounts may be main­
$65
tained by appropriations instead of one account for 
all appropriations:
92 Unencumbered A llotm ents.
93 Unliquidated Encumbrances.
94 Appropriation Expenditures.
From the cost reports compiled from the “Cost 
Ledger” the following information was determined:
Vouchered expenditures for storehouse s to c k ..........
Vouchered expenditures for additional equipment.. 
Vouchered expenditures charged to current costs 
Storehouse issues charged to current costs ............
$205
140
7,275
1,000
T otal as shown in “39 Undistributed Expenditures” 8,620
The entry for the distribution of this balance to
the proper accounts is as follows:
Debit: 20 Stores .............................................................. $205
Debit: 33 Equipment ......... ............................. .............. 140
Debit: 40 Current C o s ts ............. ..................................  8,275
Credit: 39 Undistributed Expenditures ................. ..........$8,620
Trial Balance of the General Ledger. A fter the 
summary entries ju s t given are posted the trial bal­
ance of the general ledger is as follows:
Trial Balance July 31, 1926
01 Treasury Cash—
67301 Salaries ...................... ...................  $90,000
67302 General E x p e n se s ........................  44,835
03 D isbursing Officers’ Cash—
67301 Salaries ................................ .........  3,175
67302 General E x p e n se s ..... ..................  4,540
05.1 General Fund Revenues w ith D isbursing
Officers ________________________ ___________
05.2 General Fund Revenues Deposited ........  65
10.2 Accounts Receivable C u rren t...................... 5
20 Stores .................................................................. 7,205
33 Equipment ............ .............................................  22,140
39 Undistributed Expenditures (Clearing
Account) ....................... ..............................................
40 Current Costs (E xpense) .............................. 8,275
60 Accounts Payable .............................. .............
70 General Fund R evenues ... ...........................
80.2 Capital Surplus— Stores and Equipment
88.2 Reimbursable Credits A w aiting Coll’tion
91 U nallotted Appropriations:
67301 Salaries .........................................
67302 General E xpenses ................... .....
92 Unencumbered A llotm ents ..........................
93 Unliquidated Encumbrance .......................
94 Appropriation Expenditures ......................
170
65
30,000 
5
5,000
15,000 
47,915 
74,465
7,620
Totals ....................... -..................-..............  180,240 180,240
Uniform State Accounting. The March, 1927, 
issue of THE CERTIFIED PUBLIC ACCOUNTANT 
will contain an article on the subject of Uniform State 
Accounting.
(To be Continued.)
W ashington State Suprem e C ourt D ecision
Askren, J.—The appellant, in 
1909, opened offices in Seattle, 
where he has continuously since 
maintained a school of accounting 
as well as the business of a Certi­
fied Public Accountant. In 1920, 
the respondent, who had previously 
thereto taken a course in appel­
lant’s accounting school, accepted 
employment with him as a certi­
fied public accountant a t a salary 
of approximately one hundred and 
fifty dollars per month. The em­
ployment lasted five years. Dur­
ing th a t time he became the leader 
in his branch of the auditing work 
and his salary was increased to 
two hundred and fifty dollars per 
month. A t the time of employ­
ment, nothing was said between 
the parties as to any restrictions 
upon future employment which re­
spondent m ight engage in, but a t 
the end of each week during the 
employment he was required to 
prepare a report showing the cli­
ents of appellant for whom work 
was performed by respondent, as
Rendered on January 5, 1927.
Samuel F . Racine, Doing Business Under 
the N am e o f Samuel F. Racine & Co., 
Appellant, v. G. D. Bender, et al., Re­
spondents.*
(*)Injunction (16) —  Property and 
R ights Protected— Trade Secrets—U se  
by Form er Employee.
Appeal from  a judgm ent of the Su­
perior Court for King County, Ronald J., 
entered March 28, 1926, upon granting  
a non-suit, dism issing an action for an  
injunction. Reversed.
George W. W illiam s and Philip D. Mc­
Bride, for Appellant.
Geo. W. Korte and J. Knox McDowell, 
for  Respondents.
well as the number of hours. At 
the bottom of the report, and im­
mediately above the signature of 
the respondent, appeared the fol­
lowing:
“W ARRANTY
“R ecognizing the relationship which 
ex ists between an accountant and his 
client and as a consideration for m y  
employment w ith  Samuel F . Racine & 
Co., also for  the amount received there­
for  as compensation, I hereby warrant 
that
“ (a ) During such employment, unless 
other arrangem ents are made, m y entire 
tim e shall be devoted to the interests of 
Samuel F . Racine & Co.
“ (b) During such employment I w ill 
not do any accounting, bookkeeping or 
auditing work for anyone except through  
the office o f Samuel F. Racine & Co.
“ (c) E ither doing or after leaving such 
em ploym ent I w ill not take any action  
w hatsoever which m ay disturb ex isting  
business relations of Samuel F . Racine
& Co. w ith any person, firm or corpora­
tion w ith whom I came in contact as a  
representative o f Samuel F. Racine & 
Co., and
“ (d) For a period of three years a fter  
leaving such employment I w ill not:
“ (1) Solicit accounting or auditing  
work from  any person, firm or corpora­
tion w ith whom I came in  contact as a  
representative o f Samuel F . Racine &  
Co., or
“ (2) Perform  any accounting or 
auditing work, either acting for m yself 
or for  any other party, for any person, 
firm or corporation w ith whom I came 
in  contact during m y employment w ith  
Samuel F . Racine & Co., also 
“ (3) That each of the above articles 
shall be construed to cover and include 
not only the clients of said Samuel F . 
Racine & Co., but also members of the
staffs of h is clients as w ell as occupants 
of their offices.”
I t will be noted th a t the war­
ranty  recites an agreement for a 
“period of three years.” The first 
reports contained a provision for 
only eighteen months, but this was 
changed to “three years” long 
prior to the cessation of employ­
ment by appellant. A fter the serv­
ices of respondent were term i­
nated, he opened a school of ac­
countancy and offices as a certified 
public accountant, and sent out no­
tices to this effect, some of which 
were sent to appellant’s clients, and 
began to perform services for 
many of appellant’s clients.
Appellant then brought this ac­
tion, asking for an injunction 
against the respondent to prevent 
him from doing business with ap­
pellant’s form er clients, and to en­
force the provisions of the contract 
with reference thereto. Upon the 
hearing, the evidence showed tha t 
the business of a certified public 
accountant is such th a t the person 
who actually performs the labor 
incident thereto acquires an inti­
mate knowledge of the business 
of the client, preparing audits of 
the business, income tax returns, 
and other m atters very confidential 
in their nature, and vital to the 
business itself. I t  showed also 
tha t appellant has spent some 
seventeen years in building up this 
business and th a t he employs a 
number of men to do the actual 
work a t the clients’ places of busi­
ness ; th a t as work is to be done he 
sends an accountant to do the work, 
but as the client learns to know 
the accountant the desire of the 
client to have the particular ac­
countant do his work increases to 
the point where i t  is almost im­
possible to change the accountant, 
owing to the confidential knowl­
edge he has of all the im portant 
and vital m atters concerning the 
business; th a t many times the ap­
pellant has no personal acquaint­
ance with his clients, but they 
come to him because of his reputa­
tion and ability to have in his em­
ploy careful accountants, capable 
of doing the client’s work and the 
accountant in most cases is the 
only point of contact between the 
appellant and the client.
The evidence disclosed th a t a t 
least twenty-two of appellant’s for­
mer clients changed to respondent 
when he commenced business for 
himself, and th a t substantial dam­
age has resulted to appellant.
The trial court held th a t the war­
ranty  contained in the weekly re­
port signed by respondent was not 
a part of the contract. Respondent 
testified that, while he read it 
many times, he did not consider it 
had anything to do with his em­
ployment, and tha t, a t a luncheon 
when he was present, the appellant 
had described the provisions there­
of as having no legal effect, and 
being placed there for the moral 
effect alone. The court thought 
th a t since the w arranty was con­
tained in the report for the week’s 
work ju s t finished, it referred to 
th a t week’s work only, and was un­
enforceable since the services were 
already performed. I t  concluded 
that it could not be effectual as to 
the next week’s work or any future 
services. This distinction is too 
shadowy to be upheld. I t may be 
th a t as to the first week’s labor 
the w arranty could not be effective, 
but when each week respondent 
signed the w arranty which ex­
pressly provides in the first three 
provisions in words th a t no man 
may misunderstand, “ (a) my en­
tire  time shall be devoted; (b) dur­
ing such employment I shall not do, 
and (c) either during or afte r leav­
ing such employment I will not 
take any action,” such a w arranty 
contained in each report was cer­
tainly a basis and a part considera­
tion for fu ture employment. Coun­
sel for respondent has cited a num­
ber of cases involving mercantile 
transactions, where the courts 
have held th a t invoices accompany­
ing delivery of goods pursuant to 
the previous contract, and contain­
ing modifications and qualifications 
thereof, are not binding upon the
party  purchasing, and are denomi­
nated by the courts as mere an­
nouncements in terrorem. Their 
application to the facts here where 
respondent signed each week for 
two hundred and sixty weeks a 
w arranty th a t he would not do cer­
ta in  things is not apparent. I t is 
a p art of the contract of employ­
ment and must be upheld, if it  be 
not contrary to law. This brings 
us to the serious point in the case.
(I) I t  is respondent’s contention 
th a t the contract is void because i t  
is against public policy in that, (1) 
it unduly restricts respondent’s lib­
erty  of contract, and (2) it unduly 
prevents the public from availing 
itself of his services. The provis­
ions which are said to be unduly 
restrictive are sections 1, 2, and 3, 
of subdivision (d), as follows:
“ (1) Solicit accounting or auditing  
work from  any person, firm or corpora­
tion w ith whom I came in contact as a  
representative of Samuel F . Racine & 
Co., or
“ (2) Perform  any accounting or audit­
ing work, either acting for m yself or for  
any other party, for  any person, firm or 
corporation with whom I came in con­
tact during m y em ploym ent w ith  Samuel 
F. Racine & Co., also
“ (3) That each of the above articles 
shall be construed to cover and include 
not only the clients of said Samuel F . 
Racine & Co., but also members of the  
staffs o f h is clients as w ell as occupants 
of their offices.”
Roughly construed, these pro­
visions prohibit respondent from 
soliciting or doing, within a period 
of three years, any work for any of 
those people whose desire for his 
services comes because through 
his work as a representative of the 
appellant he was enabled to ac­
quire a knowledge of their busi­
ness, or become intim ate with the 
members of the staff of such busi­
ness. This construction appears to 
be recognized by both parties to 
the controversy. Construed in this 
manner, let us see to w hat extent 
the restrictions go. In the broad­
est sense, the restriction is nothing 
more than  to prohibit respondent 
from taking appellant’s clients with 
him when he severs his connection 
with appellant, or to perform serv­
ices for those so intimately con­
nected with such clients as to be 
fairly classified as his future cli­
ents. That such a requirement so 
accords with common honesty be­
tween men, and a failure to observe 
it  leads to such direful results, is so 
well established th a t it  seems 
strange tha t it  should be contended 
th a t one engaged in a position 
where confidence is the basis of the 
relation between client and the em­
ployee and th a t confidence results 
through the employer and is the 
foundation stone of his business, 
then the employee may, disregard­
ing his employer’s rights, visit ruin 
upon him. The general rule applied 
in construing such contracts, is 
th a t restrictions therein are up­
held, if they meet the test of show­
ing th a t they are not greater than 
are reasonably necessary to pro­
tect the business or good will of 
the employer, even though they re­
strain the employee of his liberty 
to  engage in a  certain occupation 
or business, and deprive the public 
of the services, or restrain  trade. 
13 C. J. 475.
9 A. L. R. 1467, 1468, states the 
rule as follows:
“The valid ity o f covenants by em ­
ployees not to engage in a sim ilar or 
com peting business for a definite period 
of tim e, follow ing the term ination of 
the contract of employment in which the 
covenant is  incorporated, m ay be sus­
tained, although the contract is  recog­
nized to be in  restraint o f trade. The 
te s t generally applied in determ ining the 
validity o f such a covenant is whether 
or not the restraint is  necessary for the 
protection o f the business or good w ill 
o f the employer, and, if  so , whether it  
im poses on the em ployee any greater  
restraint than is  reasonably necessary to 
secure to the business of the employer, 
or the good w ill thereof, such protection, 
regard being had to the injury which  
m ay result to the public, by restraining  
the breach of the covenant, in  the loss of 
the services and skill o f the employee, 
and the danger of h is becoming a charge 
upon the public.
* * * * * *
“It is clear that i f  the nature o f the 
em ploym ent is  such as w ill bring the 
em ployee in personal contact w ith the 
patrons or customers o f the employer, or 
enable h im  to acquire valuable inform a­
tion as to the nature and character of
the business and the name and require­
m ents of the patrons or customers, en­
abling him , by engaging in a com peting  
business in  h is own behalf, or for  an­
other, to  take advantage of such knowl­
edge of or acquaintance with the patrons 
or customers of his form er employer, and 
thereby gain  an unfair advantage, equity  
will interfere in  behalf o f the em ployer 
and restrain  the breach of a negative  
covenant not to engage in such com­
peting business, either for  him self or for  
another providing the covenant does not 
offend against the rule that as to the 
tim e during which the restraint is  im ­
posed, or as to the territory it  embraces, 
it  shall be no greater than is  reasonably  
necessary to secure the protection of the 
business or good w ill of the employer.”
Of course, the rule above quoted 
is subject to the exception th a t the 
interests of the public may be so 
opposed to the contract th a t it 
should not be upheld, even though 
no good cause is shown between 
the parties. But no situation of 
this character is shown here. True, 
some of the form er clients of ap­
pellant testified th a t they asked re­
spondent to  do their work, and th a t 
they desired his services, but this 
is not enough.
They do not desire his services 
because he is the only person who 
has the ability to perform them, 
but because they know him well 
and he knows all about their busi­
ness. The case is no different than 
those contracts so often before the 
court where a physician’s or dent­
ist’s assistant has contracted not 
to engage in the practice of the pro­
fession within reasonable limits of 
his employer’s clientele. No doubt 
the patients prefer the services of 
the assistant who has cared for 
their health in the past, but the law 
presumes th a t the service can well 
be performed by some one else.
Respondent has argued th a t this 
case is controlled by Ice Delivery 
Co. v. Davis, 137 Wash. 649, 243 
Pac. 842, where the plaintiff, an 
ice company, sought to restrain  the 
defendant from soliciting and serv­
ing ice to customers of the plain­
tiff, his knowledge of them being 
such, having resulted from his for­
mer relationship with the plaintiff, 
and the injunction was denied. But 
we are unable to so conclude. The
case a t bar is more nearly like, and 
we think, controlled by, the case 
of Davis & Co. v. Miller, 104 Wash. 
444, 177 Pac. 323, where a form er 
employee of the plaintiff, who had 
knowledge of all the im portant 
m atters, and stood in relation of 
confidence to the employer, started 
a like business of his own, and so­
licited the clients of his former em­
ployer. In the ice delivery case, 
supra, it was sought to predicate 
the righ t to an injunction upon 
the decision in the Davis case. But 
we rejected the plea of similarity 
and the distinction which should be 
made here was aptly made in th a t 
case, where we said:
“The facts and circum stances in that 
case and those in  the present one are 
not parallel. In that case, the services 
under consideration w ere more largely  
o f a personal sort in the performance o f  
duties of the agency. The success of that 
service depended upon the personal abil­
ity  of the agent to obtain as h igh rentals 
as possible and reasonable from  tenants 
who were responsible and dependable. 
For those purposes each piece of prop­
erty handled w as a  separate and indi­
vidual thing. Davis & Co. had estab­
lished a large and successful business of 
that kind, largely  through the efforts of  
M iller within the knowledge o f the cli­
entele who w ere acquainted w ith  him. 
The service was that o f a  representative  
betw een the owner and the tenant that 
necessitated the fixing of prices, term s 
of tenancy and knowledge of the financial 
standing of all the persons involved, w ith  
changes in that respect, i f  any, as they  
happened. H andling the business re­
quired daily conferences of all the em­
ployees and embraced confidences too im ­
portant for  others than John D avis who 
w as the head of the concern, M iller and 
one other employee. M iller w as alw ays 
there, he w as the one man in  the con­
fidence o f Davis.
“N ot so in the present case, which in ­
volved the sale o f a commodity for  con­
sumption. D ifferent from  houses and 
rooms, a  pound o f ice is  like another 
pound of ice, the sam e price to all in the  
sam e quantity. The customer m ay take  
it  today and refuse it  tomorrow. The 
substance of the service is  the ice de­
livered, not the personal service o f the  
carrier who delivers it.”
Respondent has cited a large 
number of cases from other ju ris­
dictions. An examination of them  
discloses th a t they are not gener­
ally a t variance with the rule we
have announced. Their applica­
bility depends upon the facts. In 
many of them will be found facts 
which the court concluded were in­
sufficient to  sustain the restric­
tions; as, for instance, in Menter 
v. Brock, 147 Minn. 407, 180 N. W. 
553, where the  court held th a t 
“there was no evidence th a t Brock 
in the position of manager came in 
contact with customers of plain­
tiff, so as to obtain any personal 
hold on the good will of the busi­
ness in Samuel Stores v. Abrams, 
94 Conn. 248, 108 Atl. 541, where 
the agreement related “merely to 
services in a local retail business 
and primarily aims to  restric t com­
petition and in Mandeville v. H ar­
man, 42 N. J. 185, 7 Atl. 37, where 
a contract never to engage in the 
practice of medicine in Newark 
was held not to be reasonably nec­
essary for the protection of the 
plaintiff. We have been cited to 
no case which we deem parallel 
with th is where the contract has 
been held void. Indeed, the re­
strictions in the covenant are fa r  
milder than  most of those upheld 
by the court.
Much is said in the briefs as to 
the righ t to labor, and the neces­
sity of the courts declining to up­
hold restrictive covenants, to much 
of which there can be no dissent. 
But the restriction here is not un­
reasonable either as to time—three 
years—or as to  persons—Racine’s 
clients. Nor is there any showing 
tha t i t  has affected or will affect 
respondent’s labor fo r a livlihood. 
He testified th a t he had already 
secured a  large number of clients 
and th a t a t least three-fourths 
of them did not come to him from 
his form er connections. The limi­
tation, it will be seen, is fa r  less 
restrictive than many usually up­
held by the courts.
It is our conclusion th a t the con­
trac t is valid and should be upheld. 
The cause is reversed, with instruc­
tions to enforce the provisions 
thereof.
Parker, Mackintosh, and Bridges, 
JJ., concur.
Tolman, C. J. (dissenting in
part) W ith most of what is said 
by the m ajority, treated abstrac­
tedly, I agree; but I feel th a t the 
m ajority have overlooked w hat I 
consider the very unreasonable 
features of subdivision “2” of para­
graph “d” of the so-called war­
ranty. That subdivision i s : “I will 
not . . . .perform any accounting 
or auditing work, either acting for 
myself or any other party, for any 
person, firm or corporation with 
whom I came in contact during my 
employment with Samuel F. Racine 
& Co., . . ." This is a peculiar 
provision and, I think, a very un­
reasonable one. Unless bound by 
a contract for a definite term —of 
which there is no suggestion here 
—every one of Racine’s clients 
m ight term inate the relationship 
a t pleasure. I find no proof here 
which negatives the conclusion 
th a t each and all of Racine’s form­
er clients, now the clients of re­
spondent, had not, without solici­
tation, a t his own volition, term in­
ated the relationship with Racine
THEORY OF ACCOUNTS
Exam ination Tuesday, October 12, 1926, 
9 a. m. to 12 m.
Do not repeat questions, but designate 
them by number. In addition to tech­
nical accuracy the intelligence indicated 
by your answers w ill be taken into con­
sideration in grading the papers.
1. Is it  possible to prepare a balance 
sheet so as to show the true financial 
status o f a  going concern a t a given  
tim e? If  not, why not?
2. (a ) State the general rule for valua­
tion of inventories.
(b) Is this rule based on any funda­
m ental theory o f accounting? I f  not, 
w hat reason can you give for the rule 
in question?
3. (a ) Define depreciation, taking the  
term  in its  strict sense.
(b) W hat do you understand by func­
tional depreciation?
(c) Explain the usual method of pro­
viding for  depreciation.
4. (a ) W hat is m eant by the term  ob­
solescence ?
(b) Do you regard it  as an elem ent of 
m anufacturing cost? Explain.
(c) I f  your answ er to the question im -
a t or before the time respondent 
left Racine’s employ. I t may even 
be th a t some of them dissolved 
their relations with Racine years 
before Bender ceased to be so em­
ployed. Can anyone say th a t it is  
reasonably necessary, for the pro­
tection of Racine, th a t Bender 
should not for three years there­
afte r do any business for one who, 
though once a client of Racine’s, 
had ceased to be such for good 
and sufficient reasons long years 
before Bender opened an office of 
his own? Clearly, when a  client 
severed his relations with Racine, 
Racine had no interest to protect; 
and therefore, in my judgment, th e  
order of the m ajority to enforce 
the provisions of the contract is 
too broad, and in reason and in 
justice should be so limited as to  
permit Bender to serve all those 
who had terminated their relations 
with Racine prior to the time when 
Bender ceased to be Racine’s em­
ployee. I therefore, to th a t ex­
tent, dissent.
m ediately preceding is  in the affirm ative, 
explain the method you would adopt to  
provide for  obsolescence.
5. (a ) Define depletion and explain in 
w hat respects it  differs from  deprecia­
tion.
(b) How should provision be made fo r  
depletion ?
6. (a ) Nam e the three principal e le­
m ents o f m anufacturing cost.
(b) W hat are the usual item s included  
in  overhead or burden?
(c) Explain the methods commonly  
used in distributing overhead or burden.
7. (a ) D istinguish between land as a  
fixed asset and a current asset.
(b) I f  the m arket value is  in excess 
of the book value, is it  perm issible to  
w rite up the asset to market value?  
Give your reasons.
8. I f  an appraisal o f land or machinery 
has been made and th e appraised value  
is greater than the book value, would you  
take cognizance of this appraisal ? I f  so, 
how would you show it  on the balance  
sheet?
9. W hat is  the proper method of treat­
m ent by the lessee  in  regard to im prove­
m ents made on leased property?
C. P. A. EXAMINATION QUESTIONS, 
OHIO, OCTOBER, 1926
10. A company purchased machinery 
on December 1, 1925, a t a cost of $40,000. 
Twenty-five per cent of the cost was paid 
in cash and the balance is to be paid in 
60 monthly installments of equal 
amounts. The monthly payments are to 
be represented by notes, payable on the 
first day of each month and secured by 
chattel mortgage. Interest a t 6 per cent 
per annum, or half of one per cent per 
month, is to be included in the notes. 
Give the amount of each note, taking the 
compound interest on one dollar as 
.348850 for the given time and rate.
AUDITING 
Examination Tuesday, October 12, 1926,
1.00 p. m. to 5.00 p. m.
Do not repeat questions but designate 
them by numbers and letters.
1. Outline briefly the duties of an au­
ditor. What qualifications should he 
possess ?
2. Is a profit and loss statement cov­
ering a fiscal year prepared by an au­
ditor a  statement of facts or an expres­
sion of his opinion? Give reasons.
3. How do you compute the book value 
of the capital stock of a corporation? 
Name a t least five factors that effect the 
price a purchaser would pay for such 
stock.
4. Outline your method of auditing the 
capital stock account of a corporation. 
I f  you found that some stock had 
been issued merely as collateral for a 
loan, how would you trea t it in prepar­
ing balance sheet?
5. What would be your procedure in 
verifying cash on hand a t December 31st 
when you started the work on February 
1st following?
6. You are called in to determine the 
loss by fire of an inventory totally de­
stroyed on August 31st. Inventories and 
complete reports are on file covering all 
calendar years prior and all current 
books on hand. Give your procedure.
7. You are retained by the directors of 
a  company to audit the cash accounts 
for the current year kept entirely under 
the control of the treasurer. Outline 
your procedure, giving reasons for work 
done.
8. A department store has a large 
number of customers’ ledgers which they 
have balanced and they submit the add­
ing machine tapes for your verification 
and approval. You find tha t the credit 
balances are listed separately and de­
ducted. Give your procedure in verify­
ing  the accounts and how you would 
classify them in balance sheet.
9. W hat tax returns are required of 
every Ohio corporation? When are each 
due to be filed and what consideration 
would you give them in preparing bal­
ance sheet as of December 31st.
10. What is the proper accounting pro­
cedure in respect of the following items, 
particularly as to the effect on the profit 
and loss account?
(a) Cost of organization of a new com­
pany.
(b) Cost of acquiring a lease.
(c) Cost of an extensive advertising 
campaign for business in a new territory.
(d) Cash received for a partial fire 
loss.
(e) Cost of acquiring a patent.
(f) Discount on bonds sold.
PRACTICAL ACCOUNTING— 
PROBLEM I
Examination Wednesday, Oct. 13, 1926, 
9 a. m. to 12.30 p. m.
A manufacturing company has an 
agreement with a sales company which 
provides th a t the la tte r company is to 
handle the entire output of the former 
company, and that the gross profits on 
sales are to be divided between the re­
spective companies on the basis of 30 
per cent fo r the manufacturing company 
and 70 per cent for the sales company. 
The term gross profit is to be taken as 
meaning the amount remaining after 
deducting from the net sales the actual 
cost of goods sold, plus 10 per cent, and 
freight paid on same by the sales com­
pany. I t  is understood that the cost of 
the goods shall include, in addition to the 
usual manufacturing charges, expenses 
of the cost department, shipping ex­
penses, one-third of the salaries of the 
general officers, 85 per cent of taxes, and 
6 per cent interest on $356,000 of in­
vested capital.
Goods are to be shipped to the sales 
company on consignment a t an estimated 
cost plus 10 per cent and the consignee 
is to advance 75 per cent of the billed 
value, which is to be paid on receipt of 
the goods. And a t the end of each 
month, the sales company is to remit for 
the balance due, a t the billed value, on 
goods sold.
A t the end of the year, adjustment is 
to be made of the difference between the 
estimated cost plus 10 per cent and the 
actual cost plus 10 per cent, if any.
The trial balance of the manufacturing 
company at December 31, 1925, was as 
follows:
Debits.
Cash .... ........ ........ $74,906.24
Sales company ... 59,702.50
Raw m a t e r i a l s
purchased ....... 425,714.50
Productive labor ... 261,000.00
Non - productive
labor ................. 63,574.53
Cost department
expenses ........... 19,450.60
Superintendence ... 15,000.00
Repairs to ma­
chinery ........... 19,711.65
Factory supplies 
and expenses...... 15,037.75 ....
Interest ...............  4,500.00 ....
Shipping expense 14,540.00 .... 
General officers’
salaries ........... 45,000.00 ....
Clerical salaries,
general .............  21,500.00 ...
General office ex­
pense _______  14,781.78 
Machinery _____ 200,000.00
Factory fixtures... 15,000.00
Tools ...................  20,000.00
General office fix­
tures ................. 10,000.00
Land ..................... 21,000.00
Buildings (fact’y) 100,000.00
Taxes (local) .....  3,500.00
Capital s to ck ...................... ....
Accounts payable .................
Notes payable .......................
Shipments on con­
signment .............................
1,423,919.55 1,423,919.55 
Inventories a t the end of the year were 
as follows:
Raw materials .........................  $58,640.50
Goods in process .....................  100,074.00
Factory supplies ..................... 3,674.53
The goods in process included $45,- 
815.25 for material, $30,143.75 for pro­
ductive labor and $24,115.00 for over­
head.
Depreciation at the rate of 10 per cent 
on machinery, tools, general office fix­
tures, factory fixtures, and a t 3 per cent 
on buildings, is to be taken into account.
Accruals not taken into account were: 
$6,000 for productive labor, $2,000 for 
non-productive labor, $2,500 for local 
taxes, and $1,500 for interest on notes 
payable.
The net sales as reported by the con­
signee amounted to $1,032,240.00, and 
the total freight paid on all goods re­
ceived was $15,554.61, and the value of 
goods on hand a t original billing was 
$68,794.00.
Remittances by the consignee included 
the full value, a t original billed price, of 
goods sold.
You are required to submit the fol­
lowing:
1. A balance sheet, after taking into 
account the transactions reported by the 
consignee. This sheet must show clearly 
the true financial condition of the manu­
facturing company, in so fa r  as it  can be 
determined from the given data.
2. A profit and loss statement, which 
must show the result before and after 
giving effect to sales by consignee.
3. Statement showing actual amount 
due and payable by consignee a t Decem­
ber 31, 1925. You must show clearly 
how the result has been arrived at. This 
statement must also show the profit on 
sales of consignee, and how arrived at.
4. A work-sheet, which must be in 
good form, neat and intelligible.
Note: Pencil writing is permissible on 
the work-sheet only.
$500,000.00
65,719.55
75,000.00
783,200.00
Credits.
PRACTICAL ACCOUNTING— 
PROBLEM II
Examination W ednesday, Oct. 13, 1926, 
1.30 p. m. to 5.30 p. m.
The A m anufacturing company entered 
into a contract on January 5, 1 9 2 5 , to  sell 
its net a ssets and business as o f D e­
c em b er  31 , 1925 , to the B m anufacturing  
Company for  no par value common stock  
o f  the latter company at a value o f  
$40.00 per share. The agreed purchase 
price w as the book value o f the net 
tangible assets to  be determined by you, 
plus an amount equal to six  tim es the 
average earnings for  the five years ended 
December 3 1 , 1 9 2 5 , all of which, except 
the year o f 1 9 2 5 , have been covered by  
audits.
You are g iven  the follow ing balance 
sheets of the A  M anufacturing Company 
as of December 3 1 ,  1925:
A ssets.
Cash ............................. ........ .........  $120,000
U. S. Government securities ... 150,000
Accounts receivable .................  600,000
Inventory ............ ............ ..............  800,000
Personal and m iscellaneous
accounts receivable ... ......... 75,000
Land .............. ................................. 90,000
Buildings .............. ..... ........... ....... 800,000
Machinery and eq u ip m en t___ 600,000
Good will .................. .....................  250,000
Deferred charges ..... ......... .........  30,000
3,515,000
Liabilities.
Accounts p a y a b le ........................  210,000
Accrued local taxes .................  35,000
Unpaid w ages ............................  40,000
Unpaid dividends ...................... 120,000
Reserve for contingencies ......  80,000
Reserve for depreciation ____  400,000
Capital s to c k ... ................... ......... 1,000,000
Surplus .......................................... 1,180,000
Profits— current year ... ...........  450,000
3,515,000
Your audit of the accounts included 
in this balance sheet disclosed the fo l­
lowing:
Cash includes $25,000.00 received in  
January, 1926, in  paym ent of certain  
customers’ accounts, and also a  deposit 
of $75,000.00 in a bank declared insol­
vent in December, 1925, and closed. In­
vestigation discloses that in the course 
of liquidation o f the bank’s affairs that 
the company w ill recover approxim ately 
one-third of the amount on deposit in 
this account.
U . S. Government securities w ere short 
$40,000.00 and you w ere informed that 
these had been loaned to the president of 
the company tem porarily, he securing  
the loan by putting up $50,000.00 par 
value of bank stock having a  m arket 
value of $75,000.00.
Accounts receivable include charges of 
$40,000.00 for goods not finished or ship­
ped until January 10, 1926. The cost of 
these goods to December 31, 1925, w as 
found to be $20,000.00 and $5,000.00 ad­
ditional costs were charged in the year 
1926. Accounts receivable also include 
$60,000.00 for merchandise on consign­
m ent at cost, the sales value being $100,- 
000.00.
The company had made no provisions 
for  discounts and allowances on accounts 
receivable which you found were taken  
in 1926 in the respective amounts of $10,- 
000.00 and $15,000.00.
The merchandise inventory included 
the amount of $20,000.00 representing  
the estim ated value o f sm all tools, etc., 
in use in the factory but previously  
charged to expense. You also found that 
m aterials in the am ount o f $30,000.00 
had been received and included in the in ­
ventory but that the invoices were en­
tered in January, 1926; that the selling  
price of a certain product had dropped 
prior to December 31st, and that the 
selling price of certain finished merchan­
dise included in the inventory at an a g ­
gregate manufactured cost of $75,000.00 
would be approxim ately $60,000.00. This 
reduction in sales value w as also re­
flected in cost o f the necessary raw m a­
terials and the company included in  its  
inventory m aterials at $60,000.00 cost, 
whereas the m arket value w as $40,000.00. 
Other raw m aterials in  the inventory had 
greatly  enhanced in value and you found  
such m aterials amounted to $30,000.00 
w ith a present m arket value o f $50,- 
000.00.
Your computation of cost of m anu­
facturing showed an average o f 80 per 
cent of the sales value of such goods 
for the year 1925.
Personal and m iscellaneous accounts 
receivable included $50,000.00 for ad­
vances to salesm en. During January 
these accounts w ere credited w ith $45,- 
000.00 for  com m issions for  the year of
1925, not determinable until several 
w eeks after December 1st. These ac­
counts also included $5,000.00 for  loans 
made to form er em ployees who could 
not be located. The m anagem ent ad­
m itted that these accounts were un­
doubtedly w orthless but stated that 
based upon past experience they would 
realize much more than that amount on 
custom ers’ accounts that had been en­
tirely  charged off.
Your exam ination disclosed the fact 
that the treasurer had a  large debit bal­
ance in his account during the year but 
that, on December 28, 1925, he had paid 
the balance then due of $30,000.00. On 
January 5, 1926, he borrowed from  the 
company $15,000.00 and also a  like 
amount January 15th.
In charges to m achinery and equip­
m ent you found item s aggregating $60,- 
000.00 which had been built and installed  
in  1925 by  the regular factory workmen. 
The cost o f m aking and installing these 
item s w as $50,000.00, the amount charged
representing the price that w as quoted 
for  this equipm ent by an outside concern.
Accounts payable w ere found to in ­
clude $30,000.00 for m aterial in  transit 
which had not been included in  the in ­
ventory.
Earnings of Company A  for the years 
1921, 1922, 1923 and 1924 w ere $200,- 
000.00, $300,000.00, $250,000.00 and $225,- 
000.00, respectively.
An audited balance sheet o f the B 
M anufacturing Company a t December 31,
1925, subm itted to you showed the fo l­
low ing accounts:
A sse ts .
Cash ................................................ $75,000
U. S. Government securities.... 125,000
N otes receivable— customers... 60,000
Accts. receivable— customers... 925,000
Inventory .....................................  1,200,000
Personal and miscellaneous
accounts receivable ...............  100,000
Land ... ......................................... ....  150,000
Buildings ................ ............ ......... 750,000
M achinery and eq u ip m en t......  1,100,000
Deferred charges ........................ 100,000
4,585,000
Liabilities.
N otes p a y a b le .............................. 500,000
Accounts payable ........................  350,000
Accrued Federal income taxes 100,000
Accrued local t a x e s ...................  45,000
Reserve for  discounts and al­
lowances on custom ers’ ac­
counts receivable ...................  25,000
Reserve for  depreciation ........  450,000
Capital stock:
Authorized 20,000 shares—  
outstanding 17,500 shares 
(par value o f shares $100) 1,750,000 
Profit and loss— su rp lu s ..........  1,365,000
4,585,000
On January 3, 1926, the company 
changed its  authorized capital stock to
250,000 shares of no par value, declared 
common capital being placed at $1,500,-
000. Im m ediately thereafter it  exchanged  
its  old stock for new on the basis of six  
of the new  for  one of the old. In order to 
liquidate its  notes payable, provide a  
fund for  $500,000.00 to construct a new  
plant and provide additional working  
capital, the company on January 1 0 ,  1926, 
authorized a bond issue of $1,500,000, 
which bonds w ere sold to a broker at 94.
The stockholders of Company A  agreed  
to elim inate any fractional shares by 
paying to Company B sufficient to  adjust 
to nearest even shares, i f  necessary.
Y ou are required to prepare the fo l­
lowing:
Balance sheet o f Company A  as of 
December 31, 1925.
Statem ent show ing number of shares 
o f stock o f Company B to be paid to  
Company A  and how determined.
Balance sheet o f Company B as of 
December 31, 1925, adjusted to g ive e f­
fect to the acquisition o f net assets and 
business of Company A , a fter recapita­
lization and to the application o f th e pro­
ceeds realized from  the sale o f bonds.
Schedules of adjustm ents made for  
both companies showing entries made 
and reasons.
PRACTICAL A C C O U N T IN G - 
PROBLEM III
Thursday, October 14, 1926,
9 a. m. to 12 m.
The Black Company w as organized  
during 1906 and the capital stock w as 
owned as follow s:
F. M. Black ....  645 shares par value $100
E. K. Black .... 1 share par value 100
D. N. Black .... 1 share par value 100
C. J. Black .... 1 share par value 100
B. O. Black .... 1 share par value 100
A. H. Black .... 1 share par value 100
During the year 1911, F . M. Black, 
father of the five other stockholders, 
died and each of the five sons w ere le ft  
equal shares of stock previously held by 
the father.
The books of th is company w ere kept 
on a  fiscal year basis ending on March 
1st, and after including all operations up 
to and including the fiscal year ended in  
March 1st, 1926, you found that over 
a period of thirteen years the surplus 
account w as increased by $10,000.00.
In addition to capital accounts the bal­
ance sheet o f the company as a t  March 
1st, 1925, contained the follow ing item s:
Accounts receivable ......................  $50,000
Accrued interest on payables .... 100
Accounts payable ....................... -...  12,150
Accrued taxes ... ................ ...........  750
Bonds owned .....................................  30,000
Buildings ..........-................................  30,000
Cash ............ ........................................  1,250
Interest accrued on receivables.... 400
Land ... ................. ...............................  10,000
Merchandise inventory ................. 32,500
N otes payable ................................... 15,000
N otes receivable ......................... -...  15,000
N otes receivable— discontinued... 5,000
Office furniture and fixtures ......  3,750
Prepaid insurance .......................... 450
Prepaid interest ....................... ......   50
Reserve for depreciation— Build­
ings .............. .............. ........... .........  2,700
R eserve for  depreciation— fix­
tures ................................................  500
R eserve for  unearned income on
securities ................................ .......  2,500
From  March 1st, 1925, to March 1st,
1926, the follow ing cash transactions 
w ere made:
Cash Receipts.
From—
N otes receivable ..........................  $27,000
N otes receivable— discounted... 10,000
Accounts receivable .............. ....  97,500
Land sold .......................................  5,000
Furniture and fixtures sold .... 1,250
N otes payable is s u e d ................. 12,000
Bonds sold .....................................  15,000
Interest ...— ..................................  1,250
Insurance premium recovered... 50 
Cash Disbursements.
N otes payable .............. ............... -...  7,000
Accounts payable ...............-............  37,650
T axes ...................... ............................ 2,250
M ortgage payable ... -................- 20,000
Interest .............. .................................. 1,800
A. N . Black ................ ....................... 6,250
B. O. Black ......... .............................  8,000
C. J. Black ........................................  6,750
D. N . Black .......................................  5,250
E. K. Black ............ ................. ......... 3,750
Other commercial expenses .... ...  20,000
Other transactions w ere as follow s:
Customer’s notes of $27,000.00 were 
received in paym ent of accounts.
N otes discounted w ere paid to bank by  
makers.
Charge sales were $80,000.00. This 
includes sale o f all merchandise.
M ortgage for $20,000.00 given to take  
up like amount o f notes payable.
Balance o f bonds owned w ere ex­
changed for  first m ortgage face value 
$18,050.00 and interest accrued thereon  
$150.00.
Accounts determined worthless $3,-
000.00.
Discounts allowed on customers ac­
counts w ere $2,500.00.
Discounts earned on payables were 
$2,000.00.
Merchandise purchases were $27,-
500.00
Salary o f each stockholder w as $5,-
000.00 per annum.
E. K. Black w as charged w ith the  
purchase of the m ortgage owned by the 
company at face value, interest being  
paid to company to date.
The five stockholders purchased equal 
shares of all rem aining assets, excluding  
cash for  $90,000.00.
The company surrendered its  charter 
on February 25, 1926.
From  the above inform ation you are 
requested t o prepare statem ent showing  
final cash adjustm ent w ith  stockholders. 
You are also requested to make final 
determ ination of Federal income taxes, 
and in exam ining prior years, you found  
the company’s books for the fiscal year  
ended March 1st, 1924, showed a debit 
balance in  the profit and loss account of  
$17,250.00 and for  the follow ing fiscal 
period $20,750.00.
Included in  the profit and loss account 
for  the fiscal year ended March 1st, 1924, 
w ere: Income taxes paid of $8,000.00 and 
donations of $2,000.00.
You are also requested to state, for  
income tax  purposes, whether or not, the 
individual stockholders realized a gain  
or loss in final liquidation and if  so, in  
w hat amount.
COMMERCIAL LAW
Thursday, October 14, 1926,
1 p. m. to 4 p. m.
1. (a ) W hat elem ents are required in 
all contracts?
(b) Does a  contract made for the pur­
chase o f goods valued in  excess o f $2,-
500.00, require any special form ality ? 
If  so, w hat is  the form ality?
2. W hat is  required in  an instrum ent 
to  m ake it  negotiable?
3. How m ay partnerships be created 
and term inated?
4. State four w ays by which the rela­
tion o f principal and agent m ay be cre­
ated.
5. How are corporations created and 
what are the usual pow ers?
6. (a ) A  note, secured by m ortgage, 
made payable to  a fictitious and non­
ex istin g  person, this fact being unknown  
to the maker, does this in any w ay effect 
the instrum ent?
(b) I f  the maker knew that such per­
son does not exist, w hat is the effect?
7. A  debtor issued a prom issory note 
wherein provision w as made that th e  
debtor waived the benefit of exem ption  
as provided by law. Of w hat effect is  
such provision and w hat effect, i f  any, 
does it  have w ith respect to the exem p­
tion ?
8. Is there a lim itation of tim e within  
which an action m ay be brought to en­
force paym ent of:
(a ) Open account.
(b) Prom issory note?
I f  there be a lim itation on either, what? 
is  it?
9. (a ) I f  neither debtor nor creditor 
specify the particular item  o f an open  
account to which a paym ent applies, how  
should the paym ent be applied?
(b) How is the lim itation effected by  
a partial paym ent on an open account 
and on a prom issory note?
10. Can the holder of a prom issory  
note voluntarily endorse a paym ent 
thereon and prevent the expiration of 
lim itations ?
11. A  foreign  corporation conducting 
its  business in Ohio w ithout com plying 
w ith the law  w ith respect thereto, issued  
its  note secured by chattel m ortgage. 
Later an Ohio corporation purchased  
its  a ssets and assumed all liabilities. Is  
the debt in any w ay effected by the fa il-  
ure to comply w ith the law  by the for­
eign  corporation?
12. A  m an residing in Lucas County 
and having a place of business in Wood 
County purchases a fixture, which is de­
livered to h is place of business. In pay­
m ent therefor, your client accepted a 
prom issory note secured by chattel m ort­
gage. W hat should be done by your 
client to  protect h is rights under h is 
m ortgage and where?
13. A  borrows $10,000 from  a bank on 
January 1, 1925, g iv in g  a note secured by 
m ortgage for  building of a  home, due in 
one year, w ith interest at 6 per cent. 
From  tim e to tim e the bank advanced 
him m oney to pay contractor’s estim ates. 
Before m aturity the bank had actually  
advanced $9,000.00 as follow s:
January 31, 1925 ............... ............... $3,000
March 15, 1925 ..................................  3,000
A pril 15, 1925 ........................... .........  1,500
May 15, 1925 .....................................  1,500
On June 1st, 1926, the maker of the 
note desires to pay it. How should in ­
terest be computed?
14. A  prom issory note made payable 
to the order of two payees, who are not 
partners, w as assigned by one payee of 
his part in terest in the note to a third
PROCEDURE OF SOLUTION
Since the problem requires the prepa­
ration of a balance sheet and a profit and 
loss statem ent, it  is apparent that the 
solution w ill be appreciably simplified 
by the use of a working sheet. This 
working sheet should provide two col­
umns for the trial balance of June 30,
1926, two columns for the adjustm ents, 
and two columns each for the balance 
sheet and the profit and loss statem ent, 
or eight money columns in all.
The first adjustm ent necessary is 
one converting the partnership into a 
corporation. The actual change took  
place as of June 30, 1925, when the part­
nership had a net worth o f $400,000, for  
which the corporation issued its  entire  
capital stock of $500,000, indicating either 
the purchase of goodwill of $100,000 or a 
discount on stock o f that amount. Custo­
mary procedure appears to favor treat­
ing such an item  as goodwill, and the  
entry necessary to adjust the books is 
accordingly as follow s:
(1) Brown’s investm ent $300,000 
Jones’ investment... 100,000
Goodwill .............. ....  100,000
Cap’l s t ’k issued $500,000
The memoranda follow ing the trial bal­
ance of June 30, 1926, show other ad­
justm ents necessary.
The first o f these is  the depreciation  
on buildings and machinery. In the trial 
balance o f June 30, 1925, the depreci­
able assets are all included in one gen-
person. W hat effect does this have as to 
negotiability?
(b) W hat is  m eant by the term  
“Choses in A ction?”
15. W hat is m eant by the Bulk Sales 
A ct? Is  there such an act in effect in  
Ohio?
eral item , plant and machinery, $175,000. 
The trial balance dated one year later 
shows the plant assets separated into 
three item s, real estate, $25,000, build­
ings, $50,000, and machinery, $112,500, 
the total being $12,500 greater than the 
amount shown for  the sam e assets a t the 
earlier date, but in the solution it  is as­
sumed that the depreciation rates apply 
for the fu ll year on the balances given  
for buildings and machinery as of June 
30, 1926. The entry required for de­
preciation is  therefore as follow s:
(2) Depreciation ... ........ ....  $12,750
Reserve for Deprecia­
tion— Buildings ........  $1,500
Reserve for Deprecia­
tion— Machinery ......  11,250
The item  of unexpired insurance pre­
sents no complication and the follow ing  
entry makes the necessary adjustm ent:
(3 )U nexpired Insurance ... ..... $375
Insurance ....................... ....... $375
Since the business obviously operates 
on the periodic inventory basis the fo l­
low ing entries make the required adjust­
m ents to  close out the old inventory and 
purchases and to set up the new inven­
tory and cost of goods sold:
(4 )Cost of Goods Sold $102,625 
M aterial Inventory $102,625
(5 )M aterial Inventory 98,025
Cost of Goods Sold 98,025
(6 )Cost.of Goods Sold 240,000 
Purchases ...............  240,000
The item  of bad debts, $4,625, involves 
some uncertainty. Since it  is  described
as bad debts rather than doubtful ac­
counts, we m ay safely  assum e that all 
o f the necessary conditions are present 
to bring the debts w ithin the term s o f  
the guaranty by Brown and Jones and 
that the amount is to be regarded as due 
from  officers and stockholders.
There is, however, no fixed rule that can­
didates can follow  in dealing with debts 
due from  officers, stockholders or em ­
ployees, as the particular circum stances 
o f each case should be taken into con­
sideration. A ll of the circum stances, o f  
course, can not be given in the statem ent 
of a problem, but in  the present case  
some im portant factors are that the busi­
ness is a close corporation, the amount 
is com paratively large and is  due from  
two men who apparently own all the 
stock of the corporation and direct all its  
policies. Further, in reaching a  decision  
on a question o f th is kind, it  is w ell to  
remember that balance sheets are more 
likely to be subject to criticism  for  dis­
closing too little  than for  disclosing too 
much. It seem s preferable, therefore, 
to  take this item  out o f general accounts 
receivable and set it  up in the general 
ledger. The adjusting entry necessary  
is  as follow s:
(7 )Brown—Personal ac­
count .... . ....  $3,468.75
Jones— Personal ac­
count .............. ......... 1,156.25
Accounts receivable... $4,625
A fter  these adjustm ents have been  
carried to the working sheet the com­
pletion of the solution is com paratively  
sim ple, but there are two features to  
which special attention m ay be given.
One o f these is the item  of goodwill, 
which would ordinarily be shown in the 
assets section of the balance sheet. In 
th is instance, however, the book value 
results from  a transaction in which the 
sellers w ere also the buyers and all the 
elem ents of a true sale were not present. 
It seem s desirable in such a case to show  
goodwill as a deduction in the net worth 
section of the balance sheet.
The other feature is the insurance ex­
pense, which has been assumed to be on 
assets employed in production and there­
fore to constitute an elem ent of cost of 
goods sold.
SOLUTION TO PROBLEM NO. 10 OF PENNSYL­
VANIA C. P. A. EXAMINATION QUESTIONS
(Published on page 374 of Dec. issue.)
By JOHN B. T A N N ER , C. P. A . (Ohio and W isconsin), International Account­
ants Society.
Brown and Jones, Inc., 
WORKING SHEET  
For the Year Ending June 30, 1926
Trial Balance
Accounts June 3 0 ,  1926 Adjustm ents Profit and Loss Balance Sheet
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr.
Brown’s Investm ent ................................  $300,000 (1) $300,000
Jones’ Investm ent ....................................  100,000 (1) 100,000
Real E state ..................................................  $25,000 $25,000
Buildings ....................................................... 50,000 50,000
Machinery ... .................................................  112,500 112,500
Accounts
M aterial, Inventory .....................
Sales ....................... ..........................
Purchases ........................................
Labor ........... .......... .................... ....
Office Salaries ...............................
T raveling Expenses ........... .........
Interest .............................................
Stationery and Printing ............
Taxes on Real E state ................
A llowances on Sales ..................
Cash Discounts .
Fuel .... .................
Insurance ..........
Freight Inward .
Commissions ....
A dvertising .....
N otes Receivable .........................
N otes Payable ........_....................
Accounts Receivable ................
Accounts Payable .........................
Cash ...-........... ............................ ......
Goodwill ................... ........... ..........
Capital Stock Issued ...................
Depreciation ..................................
Reserve for Depreciation:
Buildings ........................ .......
Machinery .............................
Unexpired Insurance ..................
Cost of Goods Sold (M aterial).
Brown— Personal Account 
Jones— Personal Account .. 
N et P r o f it .......................
Trial Balance 
June 3 0 , 1926 
Dr. Cr.
Adjustm ents
102,625
240,000
172,500
35,000
12,000 
3,000
875
6,500 
1,250
10,000
23,000
875
8,750
31,875
2,500 
30,575
180,575
52,375
657,025
(5)
Dr.
98,025
5,500
39,250
( 1) 100,000 
(2) 12,750
(3)
(4) 
(6) 
(7) 
(7)
Cr.
(4) $102,625
(6) 240,000
(3) 375
Totals .......................................... 1,101,775 1,101,775
375
102,625
240,000
3,468.75
1,156.25
958,400
(7) 4,625
(1) 500,000
(2) 1,500 
(2) 11,250
Profit and Loss 
Dr. Cr.
$657,025
$172,500
35,000
12,000 
3,000
875
6,500 
1,250
10,000
23,000
500
8,750
31,875
2 ,500
Balance Sheet
Dr.
98,025
12,750
(5) 98,025 244,600
30,575
175,950
52,375
100,000
375
958,400
91,925 
657,025 657,025
Cr.
3,468.75
1,156.25
$5,500
39,250
500,000
1,500
11,250
91,925
649,425 649,425
Brown and Jones, Inc. 
BALANCE SHEET  
June 30, 1926
Current A ssets: A ssets
Cash ............. .......................... .........
N otes Receivable ........................
Accounts Receivable:
Customers ............. .....................  $175,950
4,625Officers and Stockholders 
Inventory o f M aterials
$52,375
30,575
180,575
98,025
Total Current A ssets  
F ixed A ssets:
$361,550
Brown and Jones, Inc. 
PROFIT A N D  LOSS STATEM ENT  
For the Year Ending June 30, 1926
Sales ............................................. .........
Less— A llow ances on Sales ...........
N et Sales ....... .........................
Cost of Goods Sold:
Inventory, July 1, 1925 ........  $102,625
Purchases ........ ............ ....... ...... 240,000
F reigh t Inward .......................  8,750
Real E state ............. .......................
Buildings . ..................... 50,000
1,500
25,000 L ess— Inv’t’ry, June 30, 1926 98,025
Less— Reserve for  Depreciation 48,500 Labor ................................... ............
M anufacturing E xpenses:
Depreciation ...............................
F u e l .......... .............. ......................
Machinery ................................. .....
Less— Reserve for  Depreciation
112,500
11,250 101,250
12,750
23,000
Total F ixed A ssets  
Deferred Charges: 
Unexpired In su ran ce.....
Total A ssets .
Current Liabilities:
N otes Payable ... .
Accounts Payable
174,750
375
536,675
Liabilities
T axes on Real E state  
Insurance ............. ......
Cost of Goods Sold
Gross Profit on Sales ........
Selling Expenses: 
Commissions ....................
6,500
500
31,875
172,500
42,750
Total Liabilities
 Capital Stock Issued .. 
*N et Profit for Year
N et Worth
Less— Goodwill ..... .
Total N et Worth
5,500
39,250
500,000 
91,925
591,925
100,000
Traveling Expenses ................ — 12,000
 A dvertising ..... ................................  2,500 46,375
44,750 General and A dm inistrative Expenses:
491,925
Office Salaries 
Stationery and P r in tin g ... ...
N et Profit on Sales .............. .
Deductions from  Income:
Interest ......................................
Cash Discounts ............... .....
*N et Profit for Year.....
35,000 
875 35,875
3,000
10,000
$657,025
1,250
655,775
468,600
187,175
82,250
104,925
13,000
91,925
T otal Liabilities and N et Worth 536,675 * Subject to Federal Income Tax.
Tax Simplification
I T seems to me th a t an approach in th a t direction would be by 
making the form elastic, a t least 
to this extent: Instead of insist­
ing on an ironbound classification 
of gross income and deductions, 
and of the balance sheet, the state­
ment prepared by a corporation on 
the basis of the classification of 
accounts which the corporation 
uses in recording the operations 
during the year, and in preparing 
balance sheets for its own use, 
those statem ents m ight w ithin cer­
tain limitations, be accepted, and 
the form of return  prescribed by 
the Treasury indicate th a t i t  is 
elastic to th a t extent.
However, as long as we have the 
present form of statute, classify­
ing both income and deductions, 
and particularly the deductions, the 
Treasury will always want to have 
a certain amount of information 
with regard to certain types of de­
ductions. For instance, I take it 
the Treasury would always want to 
have the depreciation deductions 
shown separately so th a t it may be 
able to pass intelligently on the 
reasonableness thereof, th a t simi­
larly the deductions for taxes and 
interest would need to be shown 
separately and information given 
regarding them, because certain 
kinds of tax  and interest payments 
are not deductible.
It will be seen th a t there are 
some deductions concerning which 
the form of return  must, under 
the present s ta tu te  be ra ther rigid, 
but there are other deductions th a t 
there is no particular need for set­
ting out in an ironbound classifica­
tion to be applied to  all corpora­
tions the country over.
I think the feasible thing would 
be a certain measure of elasticity 
or flexibility, which could be indi­
cated on the form, and which would 
then give a corporation the righ t
By W ALTER A. STAUB, C. P. A. 
of N ew  York City
Remarks made at National Tax A sso­
ciation Conference, Philadelphia, Novem ­
ber 17, 1926.
Editor’s Note.— Mr. Staub w as the of­
ficial representative of the American  
Society of Certified Public Accountants 
at the Conference. The early part of 
the session w as largely  occupied by per­
sons who criticized the form  of the pres­
ent Revenue Act. Mr. Staub followed a 
speaker who had propounded a question  
which the Chairman of the Conference 
asked Mr. Staub to answer. The ques­
tion was as to whether it  would not sim ­
p lify  m atters to use the financial sta te­
m ents o f taxpayers instead of requiring 
them  to follow  the classifications of in ­
come, expense, and balance sheet item s 
set forth in the form  of tax return pre­
scribed for  business concerns.
or privilege, which ever you want 
to call it, of supplementing a broad 
classification in the return  with its 
own income account and its own 
balance sheet.
To be sure, a t times I presume 
the Department would have to call 
for fu rther information on some 
items. That might be true of the 
balance sheet, it m ight be true of 
the income account, but in many 
cases th a t would probably not be 
necessary, and there would thus be 
a certain amount of relief to cor­
porations and to partnerships and 
individuals carrying on business in 
th a t form, in being permitted tha t 
measure of flexibility.
A t the present time there is a 
certain amount of irritation, I 
think, felt by business concerns, 
and particularly by the members of 
their staffs, in having to dig out 
certain information and data and 
making certain analyses, to com­
ply with the classification on the 
forms where th a t classification is 
not the same as the one used in the
current records or accounts of the 
business concern.
I have been much interested in 
what has been said this morning 
in regard to the form of the statute, 
but I am not going to attem pt to 
deal with th a t in any comprehen­
sive way or even address myself 
to th a t particularly. Anything I 
may say in th a t connection will be 
more or less incidental.
I should ju st like to bring before 
you a few concrete suggestions in 
the way of simplification from the 
viewpoint of one who has been on 
the firing line for a number of 
years in dealing with income tax  
and excess profits tax  cases, a t­
tempting to carry out the act in its 
application from the taxpayer’s 
standpoint, and in meeting the De­
partm ent in Washington in its con­
struction of the statu te and its ap­
plication.
One fundamental principle, how­
ever, to which I would like to refer 
to though it is not so much con­
crete as it is a statem ent of prin­
ciple th a t I think would be very 
helpful, and th a t to many, many 
taxpayers would seem to be real 
simplification, and th a t would be if 
it were clear from the revenue act 
th a t the burden of proof in ta x  
cases rested on the Treasury De­
partm ent rather than on the tax ­
payer.
Now, the student of taxation who 
looks a t taxation in the abstract, 
from the standpoint of theory, and 
particularly the lawyer who is in­
terested in the government’s side 
of taxation and who is impressed 
with the necessity of collecting the 
revenue in order th a t government 
may be carried on, may not be im­
pressed with th a t suggestion, but 
there seems to me to be some very 
good reasons for it.
One outstanding reason is th a t 
those of you who have been in
practical contact with this subject 
of the administration of the ex­
cess profits tax  and the  income tax  
act, have time and again no doubt 
encountered the same situation 
th a t I have seen repeatedly, and 
th a t is th a t a revenue agent will— 
well, I don’t  think I am overstating 
it—jump a t some wild conclusion 
and on very inadequate evidence, 
very inadequate data will arrive a t 
some rough result and will put th a t 
in his report as a basis for a pro­
posed additional assessment. The 
agent’s report is passed in Wash­
ington, and immediately there is a 
heavy burden put on the taxpayer 
to  rebut something th a t ought 
never be required of him to rebut, 
but having once initiated the 
proposition from the Government’s 
standpoint, the position is taken 
when the taxpayer comes before 
the  Board of Tax Appeals th a t the 
burden of proof on the taxpayer is 
to  show th a t the facts are not as 
claimed by the Treasury and th a t 
w hat the Commissioner through 
his agent has determined is incor­
rect.
Now, if it were possible for the 
Government personnel to consist 
entirely and without exception of 
highly competent men, experienced 
in accounts and finances, versed in 
law and in the interpretation of 
statu tes, we might not have this 
situation, but, as Mr. Drake ju st 
pointed out, the Government con­
tinually has difficulty in getting an 
adequate number of experienced 
men, and th a t is particularly true 
out on the firing line where so 
many of these things originate 
w ith the revenue agent.
Now, I do not criticize the reve­
nue agents as a class, do not mis­
understand me. There are many 
competent men among them, and 
they are doing in a broad way 
the  best they can and I think 
the Treasury is doing all it can 
to  train  them for th a t service, 
b u t there are inherent difficulties 
in the situation, and it seems to me 
it would be much fairer if the 
Treasury could assert additional 
taxes only when it is in position to
sustain the burden of proof and to 
show the taxpayer is clearly in er­
ro r in the return  made by him.
It seems to me th a t when a tax­
payer has made a return  based on 
his (or its, if i t  is a corporation) 
books of account, records which are 
open to the Treasury when th a t re­
tu rn  is made under oath, and when 
there are severe penalties th rea t­
ening the taxpayer if the return  is 
not a correct one or a t least an 
honest one, under those circum­
stances the taxpayer’s return 
ought to be accepted as prima 
facie correct, and th a t then the 
burden of proof ought to be on the 
Treasury to show th a t the tax ­
payer is in error with respect to 
this, th a t or the other item in the 
return. I am sure th a t if some 
such principle could be put into the 
statu te it would appeal to many, 
many taxpayers, if not the ma­
jority  of taxpayers, as tending to 
simplification, because it would re­
lieve them  of a burden which has 
in many cases proven not only to be 
trying but also extremely expen­
sive.
Now, to get down to a few con­
crete suggestions for simplifica­
tion, I think a desirable one would 
be for simplification of the various 
statu tory  periods. A t the present 
time the periods within which the 
Government can make assessments 
of additional tax  are separate and 
unrelated, strictly speaking, from 
the statu tory  periods within which 
a taxpayer may claim a refund.
When we realize th a t the whole 
subject of income taxation, and 
particularly profits taxation, is a 
new proposition in this country, 
th a t we have had it with us hardly 
for a decade, it  seems to me rather 
unfair to impose on taxpayers in 
all their severity and rigidity the 
rules or principles of law th a t have 
become established with respect to 
old forms of taxation, such as the 
thought th a t the taxpayer must, 
a t his own peril, correctly interpret 
the law, th a t a t his own peril he 
overpays the tax  if he complies 
with the Treasury regulations, 
which years later are determined
to be illegal and th a t unless within 
a certain time he makes claim for 
refund and gives notice th a t the 
tax  is overpaid, he will be barred 
from refund.
That does not seem a fa ir prin­
ciple, especially as long as the 
Treasury is permitted, by the use 
of waivers, to keep open indefin­
itely the period for additional as­
sessment.
Now, prior to the 1926 Act, we 
had a t least three different basic 
dates, or three different periods 
th a t ran  more or less concurrently 
with regard to different adminis­
trative aspects of the tax. You 
had the date on which a  return  
was filed, from which the statu ­
tory period ran  for the making of 
additional assessments by the 
Treasury, and with the Treasury 
in position to keep th a t period open 
indefinitely by practically compel­
ling the taxpayer to give waivers 
or the alternative of hasty jeopardy 
assessments.
You had another date, th a t on 
which the return  was due, from 
which the period for filing claims 
for refund ran. That is gradually 
simplifying itself somewhat in the 
present Act, because from a prac­
tical standpoint the time is now 
running, in a great many cases, 
and will do so in more cases as 
time goes on, from the time the 
tax  was paid ra ther than the time 
the retu rn  was due.
A th ird  period was the date over 
which the period ran for the enter­
ing of suit for refund, that, if I 
recall correctly, running from the 
time the tax  was paid.
So, you had a t least three differ­
ent dates, and in the present s ta t­
ute you have a conglomeration of 
dates from which these periods ran. 
Also the present act specifies peri­
ods of varying length within which 
additional assessment may be made 
for different years. Simplification 
here would be highly desirable, and 
could be effected perhaps along 
two different lines. One would be 
th a t as long as the case is open 
from the Government’s standpoint, 
the case should also be open for the
adjustm ent of refunds where tax 
has been overpaid. I t does not 
satisfy the taxpayer, in fact it 
leaves a very bad taste, when the 
Treasury Department makes an 
over-assessment for one or more 
years and then says, “We are sorry, 
but we are barred by the statu te 
of limitations from making a re­
fund for certain years for which 
you overpaid, we are helpless, the 
law controls us,” but when it comes 
to asking for a  waiver of the  ad­
ditional assessments, there is no 
such control on the Treasury.
Another desirable provision is 
one suggested when past revenue 
acts have been in the making, but 
has never been actually enacted, 
and th a t is, th a t when a Treasury 
regulation is set aside by a court 
decision, regardless of the period 
of time th a t has run, it ought then 
to be permissible for a taxpayer 
to come in and get a refund if he 
has been affected in th a t way.
The law imposes a penalty for 
deliberately ignoring a Treasury 
regulation and making a return  
contrary to it. I think the Treas­
ury has been more or less lenient 
in th a t m atter where there has 
been disclosure, but it is in a po­
sition when it  says there is delib­
erate ignoring of the regulations, 
to say th a t the penalty does fall, 
and with th a t provision in the Act 
it does not seem proper or right 
that the statutory time for re­
funds should be limited when a 
court may later set aside th a t reg­
ulation as not having a t all been in 
accordance with the law.
On the m atter of exchanges of 
property there is, of course, more 
or less difference of opinion as to 
ju st what could be accomplished in 
the way of simplification. Unques­
tionably the provisions in the Act 
with regard to exchanges, reorgan­
izations and so forth, are very com­
plicated, and they put a premium 
on astuteness and cleverness in 
working out schemes either to 
avoid or to postpone payment of 
the tax  indefinitely.
I t is possible th a t a provision 
could be framed which, instead of
saying th a t all exchanges are tax ­
able, and then making all these ex­
ceptions, would read th a t ex­
changes would be taxable only 
when there has been realized profit, 
and th a t the circumstances of each 
case must determine whether or 
not there has been a true realiza­
tion of income. Now, th a t may 
seem an almost insuperable diffi­
culty for administrative purposes, 
and yet we have other questions of 
the actual realization of income, in 
other transactions, th a t I am not 
a t all sure are any more difficult 
in practice than the administration 
of such a provision as th a t ju st 
suggested would be.
Then, there is one simplification 
of the exchange provisions th a t is 
highly desirable, and th a t is the 
double tax  th a t follows if a corpor­
ation inadvisedly sells its property 
when it is going out of business 
and then distributes the proceeds 
to its stockholders. If a corpora­
tion shows a profit on the sale of 
its property it pays a tax  on th a t 
profit, and then the corporation 
stockholders, when the profit is 
distributed to them, again pay a 
tax  thereon.
Of course, the well-advised 
corporation never gets caught th a t 
way, because it either distributes 
its assets in kind, which involves 
no tax  to the corporation and the 
only tax is on the stockholders who 
make the sale or, where it is feasi­
ble, the stock itself is sold to the 
purchaser. In the la tte r case there 
is only one tax, namely, th a t on the 
stockholders and the purchaser of 
course pays no tax  because there 
can be no taxable profit in a pur­
chase.
In the interest of simplification 
and justice there is one principle 
th a t ought to be worked out still 
better than it has been up to this 
time, and th a t is in respect to 
changes in law and regulations 
which are retroactive. I think a t 
this moment particularly of the 
instalment sale proposition. I sup­
pose a t least 90 per cent of the con­
cerns in th is country doing busi­
ness on the instalment plan—I am
thinking now of furniture houses 
and piano concerns and those de­
partm ents of department stores 
which are engaged in similar busi­
ness—which changed from the ac­
crual to the instalment basis un­
der the Treasury regulations of 
1920, have had their tax returns 
audited and their cases closed, and 
they have had the benefit of th a t  
change. Remember now it is not a 
benefit which represents a final ex­
emption of income from tax for all 
time, it is simply a deferment of 
tax. To be sure, there was some 
benefit due to the change in rates 
between years, but th a t is an inci­
dent th a t will always be more or 
less present in any change of th a t 
kind. But, the other 10 per cent 
of concerns of th a t class, whose 
returns are not yet completed or 
examined and carried to a conclu­
sion, which have perhaps appeals 
pending before the Board of Tax 
Appeals, and the closing of which 
cases has been held up, as I know 
from personal observation in a 
number of cases, on very trifling 
technicality, these concerns are 
now likely to be penalized as com­
pared with their brothers in the 
same line of business because of 
the provision of the 1926 Act 
which says th a t the instalment 
basis provided in the Act shall be 
retrospective and shall be applied 
under regulations formulated by 
the Commissioner with the appro­
val of the Secretary of the Treas­
ury.
The Commissioner in the new 
regulations has radically changed 
the basis for computing the tax ­
able income of instalment busi­
nesses. I t does not seem to me 
righ t in principle, and it seems a 
condition calling for real simplifica­
tion and rectification to avoid what 
is a discrimination against those 
taxpayers whose cases have been 
held up (usually not through any 
fault of theirs) by settling such 
cases on a basis adversely different 
from the 90 per cent of cases al­
ready closed.
Let me revert again to  the m at­
te r of the closing of statutory
periods. There is a provision in 
the present Act carried forward 
from the 1924 Act, and, I think, 
the 1921 Act, with reference to 
keeping open indefinitely the pos­
sibility of additional assessments.
Where amortization claims are 
adjusted by the Commissioner, he 
having once made an allowance 
which he can now say was merely 
a tentative allowance, he can revise 
them and impose an additional as­
sessment, and under the Act there 
is no limitation of time thereon. 
Theoretically he can do it fifty 
years from now. Practically I 
don’t  suppose he will, but there is 
no reason I can see, with the amor­
tization postwar period behind us 
for several years, with the Treas­
ury in possession of about all the 
knowledge it  is likely to have on 
the subject of amortization, speak­
ing broadly, and with various de­
cisions having been laid down 
enunciating general principles for 
keeping the assessment period 
open indefinitely, and having tax­
payers on tenterhooks as to 
w hether amortization allowed 
them in their 1918 returns may be 
open five years from now. That 
ought to be taken up whenever 
there is an amendment of the pres­
ent statute.
The provision respecting in ter­
est on refunds needs consideration 
very definitely. Here is a m atter 
th a t is to some extent adm inistra­
tive ra ther than  otherwise. Al­
though I think the Treasury con­
siders it is interpreting the Act the 
way it should be construed, cer­
tainly very definite simplification 
could easily be made.
Fiduciaries are required to make 
a return  on Form 1041 especially 
prepared for their use. The Treas­
ury says where an estate or tru s t 
is subject to the tax, th a t is when 
the tax is to be paid by the estate 
or tru s t ra ther than by the bene­
ficiaries, the body th a t should re­
fund, the fiduciary m ust also file 
Form 1040. If my recollection is 
not a t fault, the Treasury has held 
th a t when the fiduciary has filed
Form 1041 and has actually paid 
the tax falling on the estate or 
trust, but has failed to file Form 
1040, the statu te of limitation on 
additional assessments has not yet 
begun to run, because it runs only 
from the time Form 1040 is filed, 
Form 1041 being only an informa­
tion return.
I can not recall myself any 
actual provision in the Act th a t 
would w arrant th a t interpretation. 
Certainly if it is there, or if there 
is any ground for an opinion like 
that, simplification is highly in or­
der. One return  would suffice.
Another thing I  might point to, 
which though partially adm inistra­
tive may by this time be recog­
nized as a definite interpretation of 
the Act, is the Treasury’s proced­
ure in the determination of profit 
or loss on sales security, when pur- 
cases of securities have been made 
a t different times, where stock div­
idends have been received and 
stock dividends again on top of 
those. The procedure which the 
Treasury Department prescribes in 
such cases for the determination of 
gain or loss is extremely compli­
cated. I t  is not an exaggeration 
to say that, in some cases which we 
have had in our office, i t  has re­
quired actually a number of days 
to make a determination of the 
taxable gain or deductible loss on a 
single sale of securities, where the 
previous transactions have been 
numerous, and when there have 
been stock dividends interposing 
between the acquisition of stock a t 
different intervals and the event­
ual sale.
I t would not only greatly simpli­
fy, but probably more nearly ap­
proach justice, if the purchases 
were averaged with the stock divi­
dends down to the time of sale, and 
the securities sold given the aver­
age cost (or other basis, such as 
March 1, 1913, value) up to th a t 
time, ra ther than to require this 
complicated and intricate method 
of computation.
I have thrown out these few sug­
gestions as some which have oc­
curred to those who are in a prac­
tical way dealing with the inter­
pretation of the Act, and as illus­
trations of subjects which are re­
peatedly discussed among account­
ants who have given a great deal 
of attention and thought to  taxes.
I want to say in conclusion, how­
ever, th a t it does not seem to me 
th a t the situation in Washington 
is becoming any worse so fa r as 
administration is concerned, than 
it has previously been. I do not 
share the pessimism of Mr. Zoller 
w ith respect to the inapplicability 
or inadvisability of a Federal in­
come tax in our system of taxation. 
I question whether in the present 
state of things the Federal Gov­
ernment could get along without 
an income tax, nor does it seem de­
sirable to discontinue it  when we 
give a thought to the future and 
the possible recurrence of some 
emergency, like the World War, 
where we needed to resort to  ex­
tremely high rates of taxation on 
incomes.
I t  seems to me desirable to re­
tain  the income tax  as a form of 
Federal taxation, reduced, to  be 
sure, to as low rates as possible. 
Incidentally it would simplify the 
situation if as the taxes are to be 
lowered from time to time it were 
done by mere amendment of the 
rates ra ther than by exhaustive 
amendment of the Act.
The. greatest complexity has 
come from the profits taxes, and 
with those rapidly disappearing 
into the past the administration of 
the income tax is not the impos­
sible or inadvisable thing th a t has 
been suggested.
My experience in contact with 
the Treasury is th a t it is today 
more ready, I think, than ever be­
fore, to carry out what it believes 
to be the in ten t of the Act and to  
give taxpayers a square deal. If  
we can carry out the first sugges­
tion which I made, namely, to have 
the Act put the burden of proof on 
the Treasury for additional taxes 
to be assessed, I believe one of the 
greatest possible objections to  the 
administration of the Federal in­
come tax  would be overcome.
The C. P. A. and the Client
WHEN I was advised of the fact th a t I was to speak 
at this convention, I gave it  some 
thought and tried to go up and 
down the list of my clients and find 
the proper one to speak about. 
A fter having my address carefully 
prepared, I was told th a t I was to 
speak a t the banquet. Having as­
sumed th a t it was to be given a t 
one of the technical sessions, and 
perhaps in executive session, and 
then finding th a t w hat I am to say 
may reach the ears of the profane, 
even some profane client, I may be 
excused if I handle the subject 
with gloves, kid gloves, not box­
ing gloves. However, I would not 
refuse to speak for a great many 
reasons. I am very glad the Gov­
ernor is here. I want to offer to 
him the evidence of the fact tha t 
there are plenty of accountants 
here to check up on those roads.
Why I should be offered as Ex­
hibit A I do not know. Exhibit A 
is usually the preliminary part of 
the report. You have heard the 
comment by the toastm aster. I 
am Exhibit A, and I m ust be the 
balance sheet.
In my own experience there are 
very few orators in the public ac­
counting profession. There is only 
one outstanding orator th a t I know 
of, the form er partner of Mr. 
Glover here, Eddie Gore, of Chi­
cago, who is able a t any time, on 
any occasion, to get up and dis­
tinguish himself both as an orator 
and as an outstanding man in the 
profession. The rest of us being 
laymen, from the standpoint of 
orators, as fa r as I know, have to 
rely more or less upon notes.
As I say, this is limited to fif­
teen minutes, and an accountant 
can not be very thorough in fifteen 
minutes, any more than he can be 
thorough about a fixed-fee ar­
rangement with his client. Clients 
are responsible for all of our trou­
bles and most of our worries. I 
hold no brief for them  here to­
night. One principal objection tha t
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I have to our clients is th a t they 
expect us to  be thorough in less 
time than is possible.
They expect more even than the 
customer a t the restaurant who 
ordered turtle  soup, and he said, 
“Waiter, it  has been a half an hour 
since I ordered th a t turtle soup.” 
The w aiter said, “Sorry, sir, but 
you know how slow turtles are.” 
Another objection I have to cli­
ents is th a t they expect you to 
know so much. We accountants 
admit th a t we know a lot, but we 
can never achieve th a t omniscience 
for which our clients give us credit. 
I have a great respect for the legal 
profession, for a lawyer, if he is 
called in, asks for time in which to 
refer to the statu tes and to the de­
cisions. But we accountants, being 
a new profession, with few prece­
dents, are expected to answer off­
hand any question th a t a client may 
propound, from the application of 
Section 203 of the Revenue Act re­
lating to  the recognition of gain or 
loss from sales and exchanges, to 
the proper treatm ent in the ac­
counts and for taxes of amortiza­
tion and accumulation of premiums 
and discounts on investments. We 
are very proud of this recognition 
by clients and their appreciation 
of our ability to promptly give 
opinion on all subjects. A t least, 
we do not propose to be embar­
rassed by their inquiries, and will 
answer the ir questions without de­
lay. I t is said th a t Mr. Elbert H. 
Gary, of the U. S. Steel Corpora­
tion, when asked as to whether the 
stocks of the corporation would go 
up or down, replied, “Yes, I think 
they will. They rarely stand still, 
and they can not go sidewise.” 
Another objection I have to our 
clients is their sublime reliance on
our physical capacity. These same 
clients, in their dealings with 
preachers, doctors, lawyers, plumb­
ers and dentists, and other profes­
sions, thoughtfully and regularly 
distribute their patronage through­
out the year. But, w ith the ac­
countants, probably prompted by 
the sending of holiday greetings 
ju s t around Christmas and New 
Year’s, they combine to deluge us 
with engagements; they are  con­
stantly growing worse. The dis­
ease is called “Calendaryearitis.” 
And I might say, for the benefit 
of Major Foote, whom all of you 
did not hear today, but whom I 
did with a great deal of interest 
and profit, th a t the Department of 
Commerce and Labor m ight well, 
for the benefit of accountants, de­
vote some time to the considera­
tion of relieving accountants dur­
ing January, February and March, 
of this peak load of 99 per cent of 
their work, by educating the busi­
ness public to so distribute their 
closing period throughout the year 
according to the natural business 
year of their particular trade, so 
as to make it possible for us to 
level our time, to spread our work 
in a way th a t we can do it better, 
with more consistent effort, and a 
more constant force than it is pos­
sible for us to do in our present 
condition. However, our clients, 
in order th a t the ordeal may be 
short, not only close their books 
promptly on December 31st, more 
or less promptly, but always “as of 
December 31st,” but they are con­
tinually advancing the dates of 
their annual meeting so th a t the 
time between closing of the books 
and the holding of their annual 
meeting, makes it almost impossi­
ble for us to complete our job. The 
result is th a t about half of us are 
permitted to take a vacation from 
April 1st to October 1st—without 
pay, of course. So th a t we are 
very grateful, as Anita Loos says 
in her famous book on “Why Gen­
tlemen Prefer Blondes.”
The law of compensation and the 
law of no compensation, like the 
law of gravity, is immutable. The 
airman was explaining the use of 
the parachute to a group of listen­
ers. “And, w hat would happen if 
the parachute failed to open afte r 
you jumped off,” asked a listener. 
“Oh, th a t wouldn’t  stop me,” re­
plied the airm an; “I would come 
down ju s t the same.”
Another objection I have to 
some clients is their tem erity when 
we render bills. I t is unfortunate 
th a t our high calling has to con­
cern itself a t all with bills. A pro­
fessional man, however, can not 
measure the value of his services; 
the benefits are timely and con­
tinuous, but, not like coal, iron and 
steel, they have neither height nor 
breadth; they have only thickness. 
If we can not then measure the 
value of our services, how is the 
client to measure it?  Consequent­
ly we charge w hat we think the 
client will pay, and still be a client.
Notwithstanding our tender feel­
ings in the m atter, some clients 
question the charges, showing tha t 
they have not the same confidence 
in our judgment of their capacity 
to pay us as they have in our judg­
ment of their capacity to pay cred­
itors. What I object to, however, 
is th a t I have rarely been accused 
of charging too little; and I know 
tha t we can not always err on one 
side. The proof is in the eating. 
Name, if you please, the rich ac­
countants, including myself, and 
tell me how the number compares 
with the number of rich clients? 
Our charges are moderate and 
should not be questioned. Like Dr. 
Jones, some one asked, “Are his 
charges moderate.” “Oh, yes,” 
was the reply. “He does his best 
to bring illness within the reach 
of all.”
Another objection I have to cli­
ents is the habit they have of steal­
ing our best accountants. Some­
times it  seems th a t our profession 
is only a nursery. There was a 
time when the public accountant, 
particularly the English and 
Scotch variety, never an American, 
was noted for his application to
work by day and bottle by n ight; 
but he continued to be an account­
ant. Now, our accountant is milk- 
fed, and by the time he is fit for 
market, a discerning client comes 
along and makes him a proposition. 
Occasionally the  client shows his 
deference by consulting you on the 
subject to obtain permission to ne­
gotiate. In th a t case, you m ust 
say, “All righ t,” for if you were 
to say “Nay,” both client and ac­
countant would resent it, and you 
would lose both. Then, if the man 
makes good, the client credits his 
own judgment. If the man fails 
to make good, the client blames 
you.
Summed up, the evidence is all 
against the client. The troubles 
are his own; he creates them. He 
calls us in a t inopportune tim es; 
requires us to give snap judg­
ments ; requires us to make audits 
in too short a tim e; takes from us 
our trained men; collectively, they 
require us to do a year’s work in 
two m onths; assumes th a t you are 
a walking encyclopaedia of theory, 
facts, procedures, prophecies and 
commercial law ; sometimes as­
sumes th a t we know more than 
lawyers, which is libel. Occasion­
ally he assumes to question our 
charges, which is sedition.
Now th a t we have an ideal law 
regulating accountants, I propose 
a new law regulating clients. As 
Mark Twain said about the weath­
er, “Everybody talks about the 
weather, but nobody ever seems to 
do anything about it.”
WILLIAM HENRY DENNIS 
EXONERATED
To remain under indictment 
from the early part of the year 
1922 until November 27, 1926, and 
then to receive full exoneration by 
the court has been the experience 
of William Henry Dennis, a certi­
fied public accountant of the State 
of New York, a former professor 
of accounting in the School of 
Commerce, Accounts and Finance 
of New York University, and from 
1914 to 1920 a member of the State 
Board of Examiners. Although
the newspapers carried front-page 
notices of his indictment, the re­
port of his exoneration was not so 
prominently displayed.
I t  is deplorable th a t a man of 
the personal and professional 
standing of Mr. Dennis should have 
been indicted without evidence of 
any wrong doing, and th a t his good 
name should have remained under 
this cloud for so many years w ith­
out an opportunity of having 
his standing judicially determined. 
I t did not become necessary for 
Mr. Dennis to offer any proof in 
defense of the charges against him. 
The indictment was dismissed a t  
the end of the Government’s proof, 
and Judge Thomas D. Thacher, of 
the United States D istrict Court 
for the Southern District of New 
York held th a t the United States 
Government had wholly failed to 
establish any wrongful act on the 
part of Mr. Dennis. No one who 
knew Mr. Dennis doubted for a 
moment his innocence. There is 
something wrong with our judicial 
process when a person wholly in­
nocent can be indicted and remain 
under charges for so long a period 
of time. Quite apart from the 
question of injury to professional 
standing, there is the element of 
personal distress.
Every member of the profession 
will feel a keen sense of personal 
satisfaction in knowing th a t Mr. 
Dennis has upheld in his own prac­
tice high standards of ethics which 
all of us endeavor to maintain. Mr. 
Dennis graduated from the School 
of Commerce, Accounts and F i­
nance of New York University in 
its first class of 1902, and in the 
same year obtained his Certified 
Public Accounting license from 
New York State. He served for 
many years on the faculty of the 
University, and owing to the de­
mands of his private practice, he 
retired from his professorship in 
the year 1912. Mr. Dennis faced 
the problem of organizing account­
ing instruction, and the methods 
which he developed were a signifi­
cant contribution to education in 
the field of business.
Som e T h o u g h ts  on  Business
I HAVE been in business a little over sixty years, and am just 
as much interested in it as ever. 
I went into my fa ther’s business 
when I was 16 years old, and for 
about two years attended to  busi­
ness over in Europe. A t the age 
of 18 I came to this country and 
have been active ever since in busi­
ness here.
My aim has always been to  be 
helpful in making a success of any 
undertaking with which I am con­
nected, not so much with the idea 
of personal gain, but ra ther to 
achieve success for the enterprise. 
While I  am not giving as close a t­
tention to details as I used to, and 
am absent a good deal of the time, 
I constantly keep in touch and am 
kept fully posted, receiving reports 
daily, wherever I may be, of all the 
business of my firm and of the dif­
ferent corporations with which I 
am connected. Instead of being a 
burden, it is a pleasure to me a t all 
times, and even though I may not 
give as much personal attention to 
the business as I did formerly, I 
think it is an advantage to the dif­
ferent executives and heads of de­
partm ents to have the benefit of 
my counsel and experience al­
though they are perfectly compe­
tent.
My success has been due in great 
part to the fact th a t I have been 
able to find the righ t associates, 
those who work with me and for 
me, every one of them knowing 
that I am interested in him and set 
the righ t example. One of the 
greatest satisfactions to me has 
been the fact th a t I have never 
done anything to be ashamed of, 
and this, of course, has had a good 
influence on my associates and em­
ployees. I have never quarreled 
with any of them, seldom scold, 
and there is real friendship exist­
ing between all of us—associates 
as well as employees, who are
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working together to achieve suc­
cess in business.
I have in many instances formed 
friendships with people with whom
I did business, and the result has 
been good treatm ent and cordial 
relations on both sides. To make 
a success of business, ability and a 
knowledge of business are impor­
tan t factors; vision is very help­
ful, although it must not be con­
founded with seeing facts as char­
acter and the highest integrity on 
the part of those engaged in busi­
ness. W ithout character and in­
tegrity  confidence is lacking and 
without confidence good results 
cannot be achieved in the long run.
My motto has always been, “Be­
fore the word is spoken it must be 
governed by you; afte r it is spoken 
it must govern you.” Confidence, 
integrity and fairness are not only 
essential to maintain the good will 
of the people with whom one does 
business but are ju s t as im portant 
to secure the good feeling of asso­
ciates and employees and to achieve 
the consequent success to be de­
rived therefrom.
Of course, not much of impor­
tance can be accomplished by ju st 
depending upon one’s self alone, in­
stead of seeking the co-operation 
of others, whether they be asso­
ciates, employees or others who 
work with you. The im portant 
thing is to choose the right help­
ers and to know how to trea t them 
in the right way so as to bring out 
the best th a t is in them. Even 
after you have succeeded in choos­
ing the right helpers you m ust give 
them a chance to  show w hat they 
can do themselves, not simply use 
them as messengers to do as you 
direct, but let them use their own 
ability and initiative. In this way 
you can get the best results with­
out being obliged to do it all your­
self personally.
A man who can simply work 
well himself but does not know how 
to handle other people can accom­
plish comparatively little. I t takes 
a certain knowledge and judgment 
to tell to  what extent you can de­
pend upon the people who are 
working with you. My principle 
has always been th a t you m ust 
have confidence in your agents, 
th a t is, in the people who are work­
ing with you or for you as asso­
ciates in business or as your em­
ployees generally, or those th a t 
work with you in any field w hat­
ever. Do not keep them down, but 
let them have a chance to prove 
their merit. Much depends upon 
your treatm ent of those who work 
for you in gaining their co-opera- 
tion and loyalty in inspiring them 
to give the best th a t is in them.
There is an idea among some 
people th a t one can only make 
money by trickery and sharp prac­
tice. While this might sometimes 
result in temporary success, in the 
long run one can accomplish much 
more by honesty and truthfulness 
and by earning the confidence and 
respect of those with whom one 
has business dealings.
One of the first principles is to 
conduct one’s business not only ac­
cording to legal standards but ac­
cording to the highest moral stand­
ards. While one must have cour­
age, caution must also be exercised 
not to go in too deep and to avoid 
possible large losses. W ith good 
judgment, careful watching and 
the observance of sound business 
principles, success is bound to 
result.
Editor’s Note: Adolph Lewisohn, 
Banker and Philanthropist, is a 
worthy representative of a large 
group of foreign-born individuals 
who have achieved success in this 
country and who are contributing 
liberally to educational institutions. 
Both Columbia University and the 
College of the City of New York 
have been benefitted by his gifts.
California
On February 18, 1927, Judge 
Moses H. Grossman delivered an 
address on Arbitration before the 
Bankers Masonic Club of Los An­
geles, California, to which meeting 
the members of the Los Angeles 
Chapter of the California State So­
ciety of Certified Public Account­
ants had been invited as guests of 
the bankers. At the close of the 
address the bankers passed a reso­
lution endorsing the Arbitration 
bill now before the California Leg­
islature. Subsequently, the Board 
of Directors of the Los Angeles 
Chapter passed the following reso­
lution:
“Resolved, That the Los Angeles 
Chapter of the California State 
Society of Certified Public Ac­
countants is heartily in favor of 
the passage of the arbitration bill 
known as Assembly Bill No. 460 
and that the members of this 
Chapter pledge themselves to en­
thusiastically support the same."
Colorado
A regular monthly meeting of 
the Colorado Society of Certified 
Public Accountants was held on 
Thursday, January 27, 1927, at the 
Brown Palace, Denver, at 6.15 p. 
m. Mr. LeRoy McWhinney, Trust 
Officer of the United States Na­
tional Bank, delivered an address 
on the proposed bill introduced in 
the Colorado Legislature on State 
Inheritance Taxation.
Georgia
The Georgia Society of Certified 
Public Accountants, having com­
pleted its mail balloting, announces 
the following officers and trustees 
who were elected to serve for the 
year ending on the last Saturday 
in November, 1927: President, G.
S. Alexander, Augusta; Vice Presi­
dent, A. W. Clapp, Atlanta; Secre­
tary, Victor Markwalter, Augusta; 
Treasurer, Edward Richardson, 
Atlanta. Trustees: C. R. Dawson, 
Joel Hunter, W. C. Jackson, and 
L. L. Davis, all of Atlanta; M. H.
Barnes, Savannah; G. S. Alex­
ander, Augusta; and J. M. Mc­
Ferrin, Macon.
Massachusetts
The Massachusetts Society of 
Certified Public Accountants held a 
meeting on Monday evening, Janu­
ary 24, 1927, at 6.15 o’clock, in the 
Chamber of Commerce Building, 
Boston. The following topics were 
up for discussion: (1) Audit Cer­
tificates and Reports; (2) No Par 
Value Capital Stock; (3) Treat­
ment of Taxes on the Balance 
Sheet; (4) Verification of Cash.
STATE LEGISLATION
Odd years show a larger num­
ber of State legislatures in session 
than even years. Interest in ac­
countancy legislation is shown by 
the fact that in many of these leg­
islatures amendments have been 
introduced which either relate to 
the State C. P. A. law or to mat­
ters in which C. P. A’s are inter­
ested.
In Arizona a bill has been intro­
duced which would repeal the pres­
ent law and set up in its stead a 
board of five members, reopen the 
waiver clause for those who had 
been engaged as public accountants 
for a period of three years on their 
own account or for a period of five 
years on the staff of a public ac­
countant. The new law also pro­
vides for the issuance of certifi­
cates of authority to practice as 
public accountants to those who 
were engaged in public practice on 
January 1, 1927, who do not quali­
ty under the preceding require­
ment. Annual registration is re­
quired.
In Arkansas a bill has been in­
troduced providing a State income 
tax. Two provisions are of special 
interest to certified public account­
ants. Article 3 of Section 25, 
says: “Whenever a return is filed 
and a certified public accountant 
duly authorized under the law of 
Arkansas, certifies that he has 
made an audit of the taxpayers’
records for the income year and 
has prepared the return to which 
his certificate is attached, such re­
turn shall be accepted by the Com­
missioner as prima facie true and 
correct.” Article 7 of Section 30 
reads as follows: “Any certified 
public accountant who shall make 
a false certificate to any return as 
filed and offered to the Commis­
sioner pursuant to Paragraph 2 of 
Section 25 herein, shall be guilty of 
a felony and shall, upon conviction 
thereof, be fined in any sum not to 
exceed one thousand ($1,000.00) 
dollars, or be imprisoned not to ex­
ceed one year, and his certificate 
shall be forthwith cancelled and 
revoked.”
There has also been introduced 
a bill to amend the present law 
governing the State Board of Ac­
countancy. In a Senate resolution 
certified public accountants are 
recognized by the appointment of 
a committee to conduct the affairs 
of the State Penitentiary.
In California a bill has been in­
troduced which would repeal the 
present act governing accountancy 
and substitute therefor one which 
required annual registration but 
which reopened the waiver clause. 
It is understood that while this 
bill is backed by the Institute of 
Chartered Accountants, it is based, 
except as to the waiver provision, 
upon the bill prepared two years 
ago by the State Society of Cer­
tified Public Accountants.
In Colorado certified public ac­
countants are interested in a bill 
which has been introduced into the 
legislature providing for a State 
Inheritance tax.
In Connecticut, as illustrating 
the trend in legislation, there is a 
proposed amendment to the char­
ter of the city of Willimantic, 
which would provide for a semi­
annual audit by certified public ac­
countants.
In Illinois the non-certified pub­
lic accountants are taking time to 
prepare a bill for introduction at 
the present session of the legisla­
ture which it is hoped by them will 
be free from the unconstitutional 
wording of the bill which they in­
troduced two years ago.
STATE SOCIETY NEWS
In Indiana it is hoped th a t a bill 
will pass providing a one-year resi­
dence qualification and requiring 
an annual registration for all cer­
tified public accountants.
The Kansas Legislature has 
three bills before it, one of which 
prescribes th a t a t least one of the 
officials of banks shall have suffici­
ent knowledge of accounting to be 
able to reconcile accounts. An­
other seeks to require th a t the 
books and records of certain coun­
ty officials shall be audited by a 
certified public accountant appoint­
ed by the Judge of the District 
Court. The th ird  bill provides for 
semi-annual audits by the State 
Budget Director of all books, rec­
ords, files, and accounts of each 
county official in the State.
In Massachusetts several bills 
are being sponsored by the Massa­
chusetts Society of Certified Pub­
lic Accountants, all relating to 
State taxation.
In Missouri the attem pt to repeal 
the C. P. A. law was not success­
ful.
In Montana a bill has been in­
troduced which would reopen the 
waiver clause for those who had 
been engaged in the practice of 
public accounting exclusively and 
continuously for a period of two 
years and for World W ar veterans 
who were graduates of a school of 
higher accounting.
In Nebraska a bill has been in­
troduced which provides for uni­
form system of accounting for the 
various government offices either 
in village, city or county.
In New Jersey a bill has been in­
troduced which seeks to establish 
the calendar year as the fiscal year 
for all building and loan associa­
tions. This, of course, would place 
a still fu rther hardship upon cer­
tified public accountants with B. 
and L. clients.
The New York situation was re­
ferred to in our last issue.
The North Carolina Legislature 
has before it a bill th a t would re­
quire the State Bank Examiner to  
audit the books of building and 
loan associations.
The North Dakota Legislature 
has had presented for its consid­
eration a bill repealing the present 
C. P. A. law and substituting there­
for a new act.
In Oregon the attem pt to reopen 
the waiver clause was not success­
ful. Another bill which has re­
ceived the approval of the House 
provides for the appointment by 
the Governor of the State of a cer­
tified public accountant to audit ir­
rigation districts.
The West Virginia Society of
A. J. Krasner, C. P. A., and 
H arry Krasner, C. P. A., announce 
the formation of a copartnership 
under the firm name of Krasner 
and Krasner, Certified Public Ac­
countants, to conduct a general 
practice with offices a t 1440 Broad­
way, New York City.
W. Henry Hirschmann, C. P. A., 
announces the opening of an office 
for the practice of accountancy at 
50 E ast 42nd Street, New York 
City.
H erbert G. Farquhar, C. P. A., 
formerly of the firm of Doubleday, 
Farquhar & Doubleday, announces 
the opening of offices, January 1,
1927, under the title of H erbert G. 
Farquhar & Co., Certified Public 
Accountants, 293 Bridge Street, 
Springfield, Massachusetts.
Edward M. Wopinsky, C. P. A., 
announces the removal of his offices 
to Suite 1250, F irst National Bank 
Building, 33 South Clark Street, 
Chicago, Illinois.
Owen S. Thompson & Co., Cer­
tified Public Accountants, 2095 
Broadway, New York City, an­
nounce the admittance of Harold
F. Solomon, C. P. A., to  member­
ship in the firm.
Crane and Bowman, Certified 
Public Accountants, with head of­
fices in Denver, announce th a t the 
accounting practice of Coughlin
& Coughlin, Associates Building, 
South Bend, Indiana, has been con-
Certified Public Accountants pre­
pared a new C. P. A. bill which was 
introduced into the legislature, in 
both Senate and House, and awaits 
action by the legislature afte r its 
customary adjournment.
In Wyoming a bill was intro­
duced which would substitute for 
the present C. P. A. law a complete 
regulatory one. However, the m at­
te r has been indefinitely postponed 
by the legislature.
solidated with their practice and 
th a t the South Bend office will be 
continued in charge of J. R. Cough­
lin, C. P. A. Announcement is also 
made of the fact th a t Mr. Bow­
man’s interests have been pur­
chased by other members of the 
partnership and his connection 
with the firm has been terminated. 
Mr. Crane, senior partner, will con­
tinue in active charge of the prac­
tice.
Caddie H. Kinard, C. P. A., an­
nounces the removal of offices from 
the National Bank of Commerce 
Building to 313-314-315 Exchange 
Building, El Dorado, Arkansas.
Owen S. Thompson & Co., Cer­
tified Public Accountants, announce 
the opening of their new offices in 
the U. S. Mortgage & Trust Co. 
Building, 2095 Broadway, New  
York City, where they will con­
tinue their practice.
Bernstein & Feiring, Certified 
Public Accountants, are now lo­
cated a t 1540 Broadway, Suite 
1101, New York City.
Scovell, Wellington & Company, 
Accountants - Engineers, announce 
the establishment of an office in 
the Federal Reserve Bank Build­
ing, Kansas City, Missouri, w ith 
Milton E. Carter, C. P. A., as Resi­
dent Manager.
By mutual agreement of Oscar
I. Koke and James G. Bright, the 
partnership of Koke and B right
ANNOUNCEMENTS
has been term inated as of January 
31, 1927. Mr. Koke will continue 
in general accounting and tax  prac­
tice under the name of Koke & 
Company, Fidelity Mortgage Build­
ing, Cleveland, with associate of­
fices in Washington, D. C., P itts­
burgh, and Detroit. Mr. B right 
will maintain an office in Washing­
ton, D. C. under the name of James
G. Bright.
H arry A. Keller, C. P. A., an­
nounces the removal of his offices 
from 16 East Broad Street to Suite 
913, F irst National Bank Building, 
33 North High Street, Columbus, 
Ohio.
Francis M. McMahon, C. P. A., 
is now located in Suite 651 Subway 
Terminal Building, Los Angeles, 
California.
C. H. Reimerth & Company, with 
general offices a t Casper, Wyoming, 
announce the admission of Willard
B. Merrill into the firm as a part­
ner. Announcement is also made 
of the opening of an office in the 
Amarillo Building, Amarillo, Texas.
E. A. Kracke, C. P. A., has re­
turned to Europe to resume super­
vision of the practice of Haskins
& Sells in Germany.
James H. Barr, C. P. A., is now 
w ith the P ittsburgh office of Price- 
W aterhouse & Co.
The officers and directors of the 
International Accountants Society, 
Inc., announce the consolidation of 
th a t institution and the Alexander 
Hamilton Institute, of New York 
City, on December 31, 1926. The 
International Accountants Society, 
Inc., will hereafter be known as 
International Accountants Society, 
Inc., a Division of The Alexander 
Hamilton Institute. As heretofore, 
its  headquarters will be in Chicago, 
a t  3411 South Michigan Avenue, 
and no changes, are contemplated 
in any of its policies and methods. 
The present personnel of the In­
ternational Accountants Society,
Inc., will remain with the new con­
solidation.
STATE BOARD NEWS
District of Columbia
The Commissioners of the Dis- 
tric t of Columbia have appointed 
Wayne Kendrick, C. P. A., of 
Washington, D. C., to the Board of 
Accountancy of the D istrict of Co­
lumbia for a period of two years 
to fill the vacancy caused by the  
death of William Clabaugh. C. 
Vaughan Darby, C. P. A., of Wash­
ington, D. C., was appointed for a 
term  of one year to fill the vacancy 
caused by the  resignation of R. G. 
Rankin. John J. Miller, C. P. A., 
also of Washington, D. C., was re­
appointed for a term  of three 
years.
Illinois
The Board of Examiners in Ac­
countancy of Illinois has reorgan­
ized with A rthur Anderson, C. P. 
A., Chairman; Harold Benington, 
C. P. A., Secretary; W alter F. 
Dodd, Attorney.
The members of the University 
Committee on Accountancy a re : 
M. H. Robinson, Chairman; G. P. 
Tuttle, Secretary; W. E. Britton.
Louisiana
G. V. W. Lyman, C. P. A., of 
New Orleans, has been appointed 
to the  S tate Board of Certified 
Public Accountants of Louisiana 
for a term  of five years.
Rhode Island
The Rhode Island S tate Board of 
Accountancy has reorganized as 
follows: Chairman, Earl S. Clark; 
Secretary, George E. Comery; 
Treasurer, E rnest L. Goodman.
Texas
Forrest Mathis, C. P. A., of Dal­
las, Texas, has been appointed a 
member of the Texas State Board 
of Accountancy.
A PATENT DECISION
On June 3 0 , 1921, application No. 
481484 was filed by Lewis A. Foote, 
asking for a patent on  a system of 
accrual accounting. Patent No. 
1618124 was issued to him on Feb­
ruary 15, 1927. The decision in 
th is case is of special interest to 
public accountants.
In the application the invention 
was described as relating to a sys­
tem of accrual accounting, said 
system comprising sheets or ac­
counting blanks and the methods 
of the ir use. The claims for the  
sheets and the blank forms were 
allowed by the examiners-in-chief. 
The method claims were rejected 
and an appeal was taken to  the 
Commissioner of Patents. M. J. 
Moore, A ssistant Commissioner of 
Patents, rendered a decision sus­
taining the findings of the exami­
ners.
The method claims were rejected 
on the ground th a t they do not de­
fine a patentable method, th a t they 
do not fall within the definition of 
an a r t and th a t they are not w ith­
in the intent or scope of the statute 
relating to patentable inventions, 
as th a t sta tu te  has been construed 
by the courts and by previous de­
cisions of the Commissioner. As 
illustrating some of the claims, 
made concerning method, Nos. 13 
and 31 are quoted:
“13. In a system of accrual ac­
counting, the method of accounting 
for income from time paper which 
comprises first establishing the ac­
crual unit both of the paper taken 
and of the paper paid during a 
given unit of tim e and then enter­
ing, in appropriately designated 
columns of an account of income 
earned and on successive lines fo r 
successive time units, as a credit 
the current accrual unit of paper 
taken as a  debit the current ac­
crual unit of paper paid, the  cur­
ren t credit balance of the accrual 
units, and the period to date credit 
balance of the accrual units.
“31. In an accrual system of ac­
counting, the method of keeping 
the accounts of income and of ex­
pense and preparing statem ents 
therefrom  which comprises estab-
lishing the accrual units of the 
items of income and of expense for 
given units of time, carrying sepa­
rate accounts for different classifi­
cations of income and of expense in 
which are entered, by units of time 
and in columns in an accrual sec­
tion the extended balances of the 
accrual units both for the current 
time unit and for the period to date 
and in a cash section the extended 
received paid balance for the 
period to date appropriate to  the 
respective accounts, and preparing 
a statement, as of the close of any 
time unit, by copying on a sheet in 
columns appropriate therefor and 
opposite the different classifica­
tions of the income and of expense, 
the two current balances shown in 
the accrual and the current bal­
ance shown in the cash section of 
the several accounts, then estab­
lishing the suspense balances of 
the respective classifications, by 
uniformly subtracting each accrual 
period to date balance from the 
corresponding received paid bal­
ance, and entering such suspense 
balances in a column, and finally 
footing the balances of income and 
the balances of expense in the sev­
eral columns and deducting the 
footings of the expense balances 
from the footings, of the income 
balances in the respective col­
umns.”
The entire decision would be of 
interest to public accountants who 
may be considering the possibility 
of securing a patent with reference 
to accounting systems.
C. P . A. LUNCHEONS
Since early in December, the Illi­
nois Society of Certified Public Ac­
countants has been holding weekly 
luncheons, under the general direc­
tion of its Committee on Meet­
ings, each Thursday noon in the 
Cafe of Hotel La Salle. The week­
ly notice sent out to the member­
ship is “Come and stay as long as 
you like or break away when you 
wish.” I t is reported th a t these 
luncheons have been productive of 
much good fellowship and have se­
cured a better acquaintance by the
members of the Illinois Society 
with their fellow members.
Since the first week in January 
the certified public accountants in 
Washington, under the direction 
of the District of Columbia Insti­
tu te of Certified Public Account­
ants, have been holding a weekly 
luncheon a t the City Club each 
Wednesday a t 12.30 o’clock. To 
this luncheon all certified public 
accountants who may be in Wash­
ington th a t day are cordially in­
vited and every week save one 
there have been some visitors. 
These luncheons have also been of 
great help in cementing the fra ­
ternal ties among accountants 
which have usually not been very 
strong.
We shall be glad to list from 
time to time notices of other fixed 
luncheon or dinner periods so th a t 
visiting certified public account­
ants may take advantage of the 
same ju st as visiting members of 
Rotary, Kiwanis and other clubs 
are always welcome at any regular 
session.
VISITORS AT OFFICE
From January 22 to February 21, 1927
Martin Dowd, Grand Rapids, Mich. 
Perley Morse, N ew  York City. 
Edward S. E lliott, Memphis, Tenn. 
Frank W ilbur Main, Pittsburgh, Pa. 
Harold Dudley Greeley, N ew  York 
City.
Louis A. Searson, Columbia, S. C. 
John S. Glenn, N ashville, Tenn.
E. E. Gano, Elizabeth, N. J.
Jesse Knapp, Portsm outh, Ohio.
John S. Lloyd, W ilkes-Barre, Pa.
P. F . Crowley, Lynn, Mass.
Andrew J. Quigley, Chicago, Ill.
C. E. Packman, Chicago, Ill.
Louis I. Kane, N ew  York City.
A. C. U pleger, Waco, Texas.
John A. Stolp, Chicago, Ill.
W. J. M iscally, Miami, Fla.
E. R. Zane, Johnson City, Tenn.
Wm. E. Mason, Chicago, Ill.
J. B. McCabe, W ilmington, N. C.
Earl S. Clark, Providence, R. I.
J. M. Jordan, Jacksonville, Fla.
W. L. Schuyler, Jacksonville, Fla.
S. A . B lustein, Charleston, W. Va. 
Mordecai Tonkonogy, Buffalo, N . Y. 
Garner A. W atson, Memphis, Tenn.
T. Coleman Andrews, Richmond, Va. 
Thomas H. Evans, D etroit, Mich. 
Jam es T. Swan, Boston, Mass.
O'. V. W allin, Philadelphia, Pa.
Last month ju s t as we were 
ready to mail the February issue 
the young man who has had charge 
of our mailing room for two years 
decided very unexpectedly th a t he 
needed a change of climate. We 
are not certain th a t we reached all 
of our members and subscribers 
with the February issue. In fact, 
we suspect th a t we did not, for we 
have about one hundred copies 
more than we usually carry over 
for subsequent mailing purposes. 
We ask the indulgence of our read­
ers for the delay in mailing neces­
sitated by the need of securing new 
help and if any did not receive the 
February issue, please drop us a 
note to th a t effect.
C lassified  Advertisem ents
LEADING FIRM OF N EW  YORK CER­
T IFIE D  PUBLIC ACCOUNTANTS  
offers their N ew  York City offices, w ell 
located, as resident office for  Account­
ants of other States, or the use of their  
organization to handle Accountants’ 
Eastern engagem ents.— Box 165, THE  
CERTIFIED PUBLIC A CCO UNT­
A NT.
CERTIFIED PUBLIC ACCOUNTANT  
desires position. A ge 34, married; one 
year auditor, Income Tax U nit, W ash­
ington; three years, Field Examiner; 
three years, assistan t to Revenue 
A gent in Charge; Public Accounting  
experience; capable taking charge tax  
department.— Box 166, THE CERTI­
FIE D  PUBLIC ACCOUNTANT.
C ERTIFIED PUBLIC ACCOUNTANT  
(C onnecticut), five years public and 
five years corporation experience, age  
34, desires position w ith  corporation  
as auditor, comptroller or assistant 
treasurer. Minimum in itial salary  
$4,800.00. A t present employed. Box  
No. 167, THE CERTIFIED PUBLIC  
ACCOUNTANT.
HOTEL LAFAYETTE
Sixteenth and I  Streets 
W ashington, D. C.
CENTRALLY LOCATED
W ithin three blocks of Treasury 
Department
A Com plete Tax Library 
A vailable for use o f gu ests.
W rite or W ire for R eservations. 
MODERATE RATES
MEMBERSHIP OP THE AMERICAN SOCIETY
(M embers recorded
Reuben Pollowitz, 341 State St., N ew  
H aven, Conn.
H ugh Leroy Patch, 1262 W est Lake 
A ve., Lakewood, Ohio.
John K. Hulse, 204 S. Lexington Ave., 
Merchantville, N . J.
Andrew G. Frommelt, 115 Market St., 
Paterson, N . J.
W ilfred Carl Sigerson, 342 Madison 
Ave., N ew  York City.
Harry Friedman, Earle Bldg., W ash­
ington, D. C.
W alter K. Wood, 1883 E ast 69th St., 
Cleveland, Ohio.
O. H. Chmillon, Southern Bldg., W ash­
ington, D. C.
Charles J. Burke, 1313 H ealey Bldg., 
A tlanta, Ga.
George E. H. Satchell, 369 Pine St., 
San Francisco, Calif.
Raymond F. Linehan, 1302 Trust Com­
pany Bldg., Milwaukee, Wis.
W alter W. Hansen, 619 F irst N ational 
Bank Bldg., Memphis, Tenn.
Frederick W illiam Buff, 962 Stuart 
Building, Seattle, Wash.
John L. Headington, P . O. Box 329, 
Manila, P. I.
Charles E. Stanwood, 150 Congress 
St., Boston, Mass.
Louis Kremer, 191 Merrimack St., 
H averhill, Mass.
Guy B. Jeffries, 709 Citizens Bank 
Bldg., Evansville, Ind.
A lbert C. Bischel, 7124 E ast End A ve., 
Chicago, Ill.
Herbert G. Farquhar, 31 Maple St., 
Springfield, Mass.
A m es Nowell, 1090 Beacon St., Brook­
line, Mass.
Morton E. Setchell, 294 W ashington  
St., Boston, Mass.
Edwin D. Evans, 300 F lagler Arcade, 
Miami, Fla.
Joseph Hall, Durham H osiery M ills, 
Durham, N . C.
Jam es A. Gross, 801-3 F irst N ational 
Bank Bldg., Tampa, Fla.
Conrad Fox, 870 Oakland A ve., Mil­
w aukee, W is.
John B. McCabe, P. O. 1243, W ilm ing­
ton, N . C.
W illiam B. Holm es, 6318 21st A ve. N .
E ., Seattle, W ash.
W illiam  B arrett W iegand, Industrial 
Bldg., Newark, N. J.
Jam es L. Benson, 1830 M unsey Bldg., 
Baltim ore, Md.
Samuel J. Jacobson, 51 Chambers St., 
N ew  York City.
J. Frank Farm er, 1722 Autumn A ve., 
Memphis, Tenn.
John H. Gilbody, 73 Curtis, Somer­
v ille , Mass.
Frank J. Finn, 880 South St., Roslin- 
dale, M ass.
since la s t reported)
Arthur M. D ewey, 515 Hanna Bldg., 
Cleveland, Ohio.
E. S. Reinberger, 117 Main St., Pine 
Bluff, Ark.
Arthur M. Dignan, 37 Byron St., 
Wakefield, Mass.
Le Roy A lbert Snell, 3914 Lem ay A ve., 
Detroit, Mich.
Herbert B. Hawkins, 49 W all St., N ew  
York City.
Bryan Joseph Weber, 1020 Olympia 
Bldg., Miami, Fla.
Herbert Edward H allberg, 5103 N. 
Oakley A ve., Chicago, Ill.
Clarence S. Springer, 1077 Long- 
meadow St., Longmeadow, Mass.
Ernest Edward Griffiths, 611 T aft 
Bldg., Hollywood, Calif.
Louis Roth, 20 Trenton A ve., W hite 
Plains, N . Y.
Herbert W ilson, 26 Jackson P l . N . W., 
W ashington, D. C.
Christian A. H ale, 1550 E. 65th St., 
Chicago, Ill.
Clarence Leslie Turner, 818 Perry 
Bldg., Philadelphia, Pa.
Richard Fitz-Gerald, 924 Book Bldg., 
Detroit, Mich.
John Hutchings R awlings, 716 Fidelity  
Bank Bldg., Memphis, Tenn.
Edward Herbert Copes, Morris Bldg., 
Baltimore, Md.
Kenneth A . Cornell, 30 Church St., 
N ew  York City.
Carl W. Tideman, 120 Broadway, N ew  
York City.
LeRoy M. Magruder, 200 M illigan  
Bldg., Springfield, Mo.
Benjamin Franklin Abbott, A tlanta  
Trust Company Bldg., A tlanta, Ga.
W alter K. Smith, 317 F irst National 
Bank Bldg., Mobile, A la.
Chester M. Edelman, 120 Broadway, 
N ew  York City.
Harry Louis Erb, 651 59th St., Mil­
waukee, W is.
John D. Brethauer, Koerber Bldg., 
Berkeley, Calif.
John Darroch Morrison, Savings Bank 
Bldg., M arquette, Mich.
 W illiam  J. Ferguson, 623 Marquette 
Bldg., Chicago, Ill .
Gilbert W atts Epps, A sheville, N . C.
John Ford Morris, 628 Inter-Southern 
Bldg., Louisville, Ky.
Elm er S. Jepson, 323 Kinney Bldg., 
N ewark, N . J.
F. J. Cook, 2762 E. Greenlake Way, 
Seattle, W ash.
W illiam  S. Malin, 9 W illis St., Port­
land, Maine.
E m ile Z. Baker, F irst N ational Bank 
Bldg., Freeport, L. I., N . Y.
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W HAT YOU OW E TO YOUR  
PROFESSION
W HEN man made a visible sign to represent an audible sound, he made his greatest stride 
since he came into existence on earth some 15,000 
years ago. The a rt of w riting undoubtedly was one 
of the principal factors in raising his condition from 
practically th a t of a  wild beast to his present state  
of civilization. Once articulate speech could be pre­
served and made intelligible to  more than those th a t 
heard it, progress became rapid.
The crude hieroglyphic and cuneiform characters 
of the ancients have long since given way to the fa r  
simpler and more efficient alphabets of the present. 
Printing has multiplied almost infinitely the dis­
semination of knowledge throughout the mass of 
humanity, and it is through the press tha t the growth 
of accountancy will to  a large extent depend. While 
many factors in the past ten years have contributed 
to the growth of accountancy, undoubtedly the great­
est factor which has helped to bring our profession 
into its own and place it on a basis with older profes­
sions, has been the literary contributions made by 
those whose desire it was to help those who were to 
follow.
These men represent the pioneers of the accounting 
profession and it is largely to them  th a t we all owe 
the advancement which has been made in our pro­
fession. Some of them have passed on to greater 
rewards, but their works are, and will continue to be, 
living monuments to the great service they have 
rendered.
Today almost every im portant calling has its tech­
nical or trade journal. These periodicals unquestion­
ably have contributed much toward the extremely 
rapid progress th a t has been made during the past 
few decades. This is true to a large extent in the 
field of accountancy, but the burden has been thrown 
upon the shoulders of comparatively few. Is it fa ir 
to the other fellow th a t we should “hide our light 
under a bushel?” In the files of every accountant’s 
office lies a wealth of m aterial on accounting subjects 
which with very little effort could be put into shape
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for publication. I t is, th is  material th a t is so neces­
sary to make our journal a real success.
Many will loudly proclaim th a t they are too busy, 
but from my observation it  is nearly always the busy 
accountant who really accomplishes the things he 
is asked to do. If an accountant can w rite an inter­
esting and instructive audit report, then he certainly 
is well qualified to  contribute to his accounting 
journal.
It is earnestly hoped th a t this appeal for contribu­
tions on accounting subjects will receive the support 
of every member of The American Society of Certified 
Public Accountants. Certainly every accountant 
owes a t least th is much to his profession.
LESTER A. PRATT.
FIVE-DAY W EEK
C ERTAIN statistical experts claim th a t during the first one hundred thousand years of man’s 
existence the total cumulated wealth amounted to 
one hundred million dollars, while during the past one 
hundred years the total accumulations have amounted 
to one hundred billion dollars. A very cursory study 
will convince any thoughtful student th a t both esti­
m ates are entirely inaccurate. They are, however, 
true as an illustration of the tremendous increase in 
wealth during the past one hundred years as com­
pared to man’s entire history theretofore. The actual 
accumulation of wealth is almost inconceivable. The 
reasons are many. The m ajor ones are as follows: 
F irst. Practical application and development of the 
use of steam, followed by the development and use of 
electricity and, more recently, super-power. The use 
of steam and electricity, coupled with the almost uni­
versal use of coal and oil, have made possible modern 
industry.
Second. Modern inventions, representing labor-sav­
ing devices of all kinds, types and character, includ­
ing more recently the automobile, the moving picture, 
the radio and the aeroplane.
Third. Research work along chemical, engineering 
and other scientific lines, making possible many 
phases of industrial development.
Fourth. The application of accounting to modern 
needs. The development of their accounting methods 
has always gone hand in hand with the large and 
successful business organizations.
Fifth . Credit based on mutual confidence and a 
spirit of good will and service, thus taking care of the 
buyer as contrasted with the form er rule of caveat 
emptor.
Sixth. Modern publicity methods, making possible 
the universal sale and use of both necessities and 
luxuries. W ithout publicity business could not have 
advanced as it has. The professions alone have held 
back from using this agency of development, but 
some are now fast setting aside their preconceived 
prejudices.
W hat has th is to do with the Five-Day Week? 
Simply th is : The answer to the question as to whether 
Mr. Ford is righ t in his advocacy of a universal five- 
day week, or w hether Mr. Gary is righ t in his state­
ment th a t a five-day week is not only impracticable, 
but impossible in our present industrial development 
is dependent entirely upon the answer to the question 
as to w hether we have yet made sufficient develop­
ment along the lines outlined to make the same prac­
ticable.
A committee of the New England Association of 
Farmers, Mechanics and other Workmen in a report 
less than one hundred years ago called attention to 
the conditions in the industrial factories in New Eng­
land, which were inhuman and barbarous. The regu­
lar working day for women and children was fourteen 
to fifteen hours, commencing a t 4.30 a. m. Not only 
were the hours very long, but the working conditions 
unsatisfactory. One of the great arguments in favor 
of slavery in those days was the statem ent commonly 
made th a t the working conditions of the negroes in 
the South were much better than the working condi­
tions of the industrial wage earners in the North. Our 
first reaction afte r reading such a  report is th a t the 
factory owners were cruel and inhuman, and yet if we 
study the facts we find th a t the earnings of these 
early New England companies were not unduly large. 
If the  entire profit had been spread among the work­
ers or if the hours had been shortened to eliminate 
the said profit, very little change in the industrial 
conditions would have resulted. I t  is only compara­
tively a few years ago since the farm er not only tilled 
his soil, but made the shoes for his family, served as 
his own blacksmith and wagon m aker and built his 
own home and outbuildings. The farm er’s wife not 
only tended to the  housework but spun the  cloth for 
the clothes, and in addition thereto served in many 
cases as teacher as well as nurse and doctor for the
children. Sunrise to sunset did not as a  rule limit 
the hours of work of either the farm er or his wife.
The tru th  is th a t except in tropical lands, man has 
always been kept very busy making a bare living 
when he has had to depend very largely upon his own 
hands. Even where there is a small amount of ma­
chinery, the wresting of a livelihood requires very 
long hours.
Our engineering friends tell us th a t a t the present 
time each inhabitant of this country has the equiva­
lent of th irty  slaves constantly working for him. If 
we add to these material slaves the intangible servants 
of modern accounting, credit and publicity, we readily 
see how i t  is th a t the average working day of the 
industrial worker has been cut down from 90 hours 
per week to 44 hours per week (five and one-half days 
of eight hours), and in the case of Mr. Ford’s em­
ployees to 40 hours per week. A t the present time 
the five-day week of 40 hours does not afte r all seem 
very radical or very much out of the way. A t the 
present time a substantial percentage of office work­
ers are on a seven-hour day which, with Saturday 
afternoon off, means a 39-hour week, or one hour less 
than the five-day week of eight hours.
All companies are not able to take advantage of the 
same production increasing methods, nor are all busi­
nesses equally well managed. In many business 
establishments a five-day week is not yet practicable. 
Generally speaking, this w riter believes th a t every 
business should, however, look forward to a five-day 
week and in the bringing about of th is result the 
research work now being carried on in all lines of 
business and industry will play no small part.
W ithout venturing too fa r  into the field of 
prophecy, the w riter believes th a t many of the 
younger members of the profession will not only see 
a five-day week in general operation, but will see in 
certain establishments a four-day week. This is a very 
interesting subject from the standpoint of the certi­
fied public accountant, and this magazine will be very 
glad to receive and publish pertinent views and ob­
servations of the members of our Society.
FRANK WILBUR MAIN.
GROUP ACTIVITY
A BOUT six weeks ago the Editor was privileged to hear Merle Thorpe, Editor of the Nation’s 
Business, speak before the members of the City Club 
of Washington, D. C., on the subject “The New Com­
petition.” Your Editor was the guest of a lawyer a t 
the luncheon and as we came from the dining room 
the lawyer remarked th a t the trend of the address 
would seem to indicate th a t lawyers and accountants 
might find themselves a t no distant date competing 
by groups for certain types of clients, referring es­
pecially to tax  cases.
In the Nation’s Business for March and April,
1927, Mr. Thorpe has articles on th is subject which 
it  will pay every certified public accountant to read 
if he has not already done so.
The new competition, as Mr. Thorpe sees it, is re­
moved from the old individualistic competition and 
centers around the group. He maintained th a t group 
action had become absolutely essential under present- 
day conditions in order to secure a greater profit to 
the individual. He indicated th a t in the business 
world its purpose was to  gain for the individual mem­
bers of the group a greater share of the consumer’s 
dollar.
He cited as an evidence of this tendency to com­
bine the efforts of the individuals of a certain group, 
the fact th a t during the last three years over one 
hundred different codes of ethics had been agreed 
upon by business organizations, not entirely because 
of a desire to consider the relationships of the individ­
ual members therein from a strictly ethical stand­
point, but ra ther because it  had been found th a t it 
paid to be ethical in th a t it  tended to remove “un­
fa ir” competition from within one’s own group.
Mr. Thorpe dealt w ith competitive conditions re­
lating to materials alone.
Labor presented an early attempted group activity 
and the result of these efforts has been beneficial to 
its individual members except when individual mem­
bers were permitted by the group to exploit the group  
for their own selfish purposes.
Business found it  necessary to compete by groups 
in order to prevent unnecessary and unprofitable 
competition within the group. Trade associations 
have revolutionized business methods. Extended cam­
paigns can be planned by a group with a fa ir chance 
of success while independent individualistic efforts of 
the members thereof would more than likely meet 
with failure.
Group action benefits the weaker organizations to 
a greater degree than it does the stronger institu­
tions. I t is the only method by which the small 
establishment can permanently exist. Acting inde­
pendently, the big organization has the ability to 
crush the smaller organization. Yet, almost uni­
formly, the large organizations are the leaders in the 
group movement and they bear the greater p art of 
the burden involved in securing this essential unified 
effort.
Communities are beginning to feature the group 
action idea in the hope th a t a  greater gain will result 
therefrom than was produced by the haphazard meth­
ods heretofore employed. Even state-wide groups 
are endeavoring to convince prospective investors th a t 
the particular advantages of th a t state are not else­
where equalled.
In the professional field, the lawyer, the doctor and 
the dentist have developed the group idea to  the
greatest extent, even reaching conclusions as to 
proper minimum charges which are warranted, re­
serving to each individual the righ t to establish a 
maximum rate. A t the  same time their standards 
of professional ethics have become fairly well estab­
lished, although their observance has not yet reached 
100 per cent.
Due to divergent religious beliefs, the ministry has 
never reached the position of group solidarity in any 
community enjoyed by the other older professions, 
but since the world war, when minister, priest and 
rabbi were obliged by the necessity of the situation 
to recognize the basic likeness of their several creeds, 
there has been a noticeable improvement in the co­
operative effort put forth  by the religious leaders.
Of public accountants not much need be said. On the 
whole, not much group activity has yet been devel­
oped. In some cities representative public account­
ants do not know other leading members of their pro­
fession. In other cities there is a fa ir spirit of com­
radeship. In some states there is not even a  state 
organization. In others the percentage of certi­
fied public accountants who are members of the state 
society would average well with the record in law, 
medicine or dentistry. The oldest state society, New 
York, celebrates its th irtie th  anniversary April 25th.
The American Society, as the national organization, 
is endeavoring to strengthen the group activity of 
certified public accountants in both cities and states. 
The weekly luncheon idea has taken a strong hold on 
the American business and professional man. I t  has 
enabled him to greatly strengthen the community 
group idea as touching philanthopic and govern­
mental problems. Accountants need to know each 
other better than they do. Individual prosperity will 
follow group activity in accounting as in business. 
However, care needs to be observed th a t the group 
activity is properly directed.
Suggesting a T it le  for the Certified Public  
A ccou n tan t
WE are all familiar with the reply given by Thomas 
Marshall, former Vice President of 
the U. S. A., to a reporter’s query, 
“W hat does this country need 
m ost?” “W hat this country needs 
most,” Mr. Marshall was quoted as 
saying, “is a good five-cent cigar.” 
Should anyone ask me w hat the 
public accounting profession of this 
country needs most, I would reply, 
“the adoption of a professional 
title.”
Why not ? Surely there is no rea­
son why the certified public ac­
countant (engaged in public prac­
tice) should not have a  designa­
tion similar to th a t of “Doctor,” 
“Professor,” Attorney,” etc. Ob­
viously, he can not hope to restrict 
to himself the term, “Accountant.” 
I t is therefore imperative th a t the 
certified public practitioner adopt 
an appellation which, when pre­
fixed to his name in conversation 
or writing, will immediately give 
notice th a t the personage men­
tioned is an accountant both “cer­
tified” and “public.”
I have in mind a suitable appel­
lation. Naturally, it will sound 
nonsensical a t first, as it  did to me
By M. D. BACHRACH, C. P. A., 
Pittsburgh, Pa.
when I began musing over it. But 
try  as I m ight the idea kept pop­
ping up in my thoughts every now 
and then until I have finally 
reached the stage where my 
further peace of mind depends 
either upon its adoption by the 
profession or its being loudly and 
conclusively (I almost said con­
vulsively) laughed off.
The term, then, which I would 
like to present to the consideration 
(serious consideration, if you will) 
of my fellow - members of The 
American Society (who, I hope, 
will pardon the presumption) is 
“SENIOR.”
I would like to see the expres­
sion “Senior” (now used promiscu­
ously as the designation of both 
certified and near-certified men) 
restricted exclusively to the C. P. 
A. and only to th a t C. P. A. who 
earns his livelihood as a public 
practitioner. If  this suggestion is 
adopted, “Senior Accountant” will 
become an expression with a defi­
nite meaning and the title “Senior”
will fu rther differentiate between
C. P. A’s in public practice and 
those who are permanently con­
nected with private organizations.
The adoption of such a designa­
tion would, to a  great extent, solve 
the troublesome question of ethical 
advertising. As it  is, the certified 
public accountant can only hope 
to familiarize the public with his 
name either by advertising pro­
miscuously or by availing himself 
of a fitting opportunity, when in­
troduced to strangers, to refer to 
his calling. Possessed of a popu­
larly-known title, however, he 
would reap continuous benefit 
through the fact th a t every time 
he was introduced, his audience, by 
virtue of his being presented as 
“Senior So-and-So,” would immedi­
ately become aware of his profes­
sional occupation.
In the public prints, too, the ef­
fect would be most desirable. No 
longer would an accountant’s light 
be ignominously hidden under a 
bushel when mention is made of 
the fact th a t “a committee was ap­
pointed consisting of Dr. John 
Smith, A ttorney Frank Jones and 
(Continued on page 126)
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A Hall Mark of Distinction
FOR some time the thought has been very much in my mind 
th a t the certified public account- 
and lacks a distinctive m ark by 
which he might be known to all 
who see and read. Too often he 
is a willing methodical fellow who 
has little to say for himself even 
though his work bespeaks brains 
and superior train ing; too often 
his work is but the background for 
the success of others. The certi­
fied public accountant needs an out­
ward sign to lend him caste, and 
the logical source is the national 
society to which he belongs.
An emblem of the sort desired 
would identify the certified public 
accountant under all conditions; it 
would distinguish him from the 
itinerant public accountant not 
certified; it would react favorably 
in the public mind when once es­
tablished; it  would appeal favor­
ably to and be an aid to the cer­
tified public accountant associated 
in an executive capacity with pri­
vate in terests; it would represent 
something tangible in the way of 
a benefit from membership in the 
national organization.
To be effective, the emblem when 
used in the form of a pin would 
have to be designed along dignified 
lines, preferably for wear on the 
vest; the choice of it would have 
to be carefully made to satisfy all 
in terests ; and the issue of it would 
have to be rigidly protected.
The wearing of the pin sug­
gested would immediately identify 
the certified public accountant un­
der all conditions. An engineer 
may have baggy trousers and his 
pockets may bulge in an unsightly 
manner w ith field notes, but his 
engineering society pin tells the 
wherefore of him and generates 
respect. A certified public account­
ant’s trousers are often baggy; in 
fact, I know one whose trousers 
have been perforce sh iny; and pity 
the man, fo r few observed the 
depth of thought in his eyes. If
By A D R IA N  F. SANDERBECK, C. P. A. 
Pittsburgh, Pa.
they speculated about him at all 
it was to wonder in what direction 
he was moving, for his trousers’ 
crease cut no indicative air waves, 
and he had naught about him else 
to interest. Now, of course, a dis­
tinctive emblem, such as a national 
society pin, would not press the 
baggy trousers, though it might 
come in handy should the over­
burdened threads part, but it would 
discover to the observer the caste 
of the man. And the world has 
not yet entirely disassociated lap­
ses in tonsorial care from gen­
ius, which often stalks abroad in 
strangest guise. More seriously 
speaking, the pin would give stand­
ing in conference and in daily rou­
tine where it  is not always possible 
to procure satisfactory introduc­
tions.
The itinerant public accountant, 
not certified, causes trouble and 
misunderstanding for the certified 
man. The former, I have noted, 
is not above conveying the impres­
sion th a t he is certified, until 
forced into a  corner, while the 
la tte r often cannot very gracefully 
mention his certificate. Some out­
ward sign such as the pin here sug­
gested would be of material assist­
ance. The force of this argument 
may not appeal so strongly to  the 
certified man, who while still in 
public practice does most or all of 
his work in his own nicely furnished 
office, but there are still a few of us 
who handle field work or who have 
not started partnerships wherein 
we can atrophy into “overhead” so 
long as the partnership lasts.
A fter the public becomes ac­
quainted with the symbol and 
learns to look for it, the return to 
the Society will make the initial 
difficulties well worth while. By 
use in publications, articles and in­
structive advertising the symbol 
will become an asset of great value. 
Certified men who have left pub­
lic practice and now are associated 
in executive capacities with pri­
vate interests find their certificates 
of material value in the prestige 
derived from them. The proposed 
national emblem would enable them 
quietly to take advantage of their 
certificates, which cannot be toted 
around and waved in the faces of 
department personel or conference 
members. There may be some 
among us who feel th a t the certi­
fied men who have left public prac­
tice have also abandoned any claim 
to distinction as public account­
ants. But let me tell you th a t 
more than once I have found them 
to be friends within the gates and 
as such glad to have an audit made 
and willing in their cooperation. 
Most of them are a credit to the 
profession and therefore they are 
entitled to consideration.
The Society, through its officers, 
has fought and won a number of 
battles precipitated through the 
desire to protect and enhance the 
value of the certificate. Yet a t no 
point does it  give a really tangible 
return to the individual account­
ant. I t is true th a t the account­
ant who has the interest of his 
profession genuinely a t heart will 
not ask the age-old question, “W hat 
shall I get out of the Society if I 
join.” On the other hand, why 
shouldn’t  the Society give him a 
tangible return  if a t all possible, 
and more especially so when the 
thing can be so simply accomp­
lished? A greatly increased per 
cent membership of certified men 
should result, and thus a mutual 
benefit would flow from the adop­
tion of a  national insignia.
This insignia would, of course, 
have to  be dignified and of suffici­
ent intrinsic worth to make i t  a 
desirable article of adornment. 
Preferably, a t least it would seem 
so to me, the form taken should be 
th a t of a pin to be worn on the vest, 
(Continued on page 126)
W h en  Is “Profit” Profit?
RECENTLY there has flooded into our offices quantities of 
large envelopes used by a  promi­
nent m anufacturer to carry his 
selling story to many thousands 
of retailers.
These envelopes came to us from 
hardware merchants in all parts of 
the country who objected to  the 
advertiser's effort to  intrigue their 
interest by large-type printing on 
the envelope of “69 Per Cent 
Profit” to the retailer.
Their resentm ent arose out of 
the advertiser’s violation of three 
fundamentals.
F irs t: W hat the advertiser calls 
profit is not profit. I t  is not even 
margin. The percentage repre­
sents mark-up, and there is a  vast 
difference between mark-up and 
profit.
Second: If the advertiser intend­
ed to  suggest the dealer’s margin, 
the percentage is 40.8 per cent, not 
69 per cent. Percentages of m ar­
gin, expense and profit are based 
on selling price, not buying price.
Third: From the retailer’s view­
point, even accurate price and 
profit figures should not be pub­
licly exposed, as in this case, be­
cause of the public’s lack of knowl­
edge of operating expense and the 
other factors composing margin.
In other words, these hardware 
merchants were ju s t human 
enough to not enjoy having the 
public told—through the postal 
service—in large type th a t they 
make a profit of 69 per cent when 
their actual profit on th is adver­
tiser’s goods is but a very small 
p a rt of the figures quoted.
And the ir action in sending the 
envelopes to us w ith their com­
plaints, and in w riting direct to 
the advertiser, is both a reflection 
and an evidence of the effective­
ness of the National Retail Hard­
ware Association’s Educational 
campaign for correct business te r­
minology.
Hardware retailers believe things
By HERBERT P. SHEETS, Secretary- 
Treasurer, National Retail Hardware 
Association, Indianapolis, Indiana.
should be called by their righ t 
names; they object to having the 
public told th a t m erchants make 
exorbitant profits when annual sur­
veys show th a t the ir profits are 
relatively small.
I t  was several years ago, when 
the cry of profiteer was frequently 
heard, th a t hardware merchants 
began to  concern themselves about 
the common misconception of mer­
chandising profits and to seek for 
causes not readily apparent.
Out of these studies came the 
conclusion th a t while the use of 
incorrect terminology by business 
men themselves has been partly  re­
sponsible for the  large-profit be­
lief, the real root of the trouble is 
in the arithm etic texts long used 
in our schools.
For generations these texts have 
told students th a t the difference 
between buying and selling price 
is profit or gross profit, and teach­
ing has naturally followed texts.
Because of such early training 
and heritage from the past, i t  is 
possibly not surprising th a t in 
their general speech business men 
have sometimes talked very loosely 
of gross profit (and profit), and in 
their selling efforts have not in­
frequently used the figures most 
favorable to them.
Nor is it surprising th a t such 
usage of faulty terminology should 
have created in the public mind a 
misconception of business profits 
and the supposition th a t the pub­
lic is generally over-charged.
Believing the evil could be best 
corrected a t  its source, one of our 
staff members devoted several 
months to the study of current 
arithmetics, as a result of which 
reports were made to 26 publish­
ers, with specific recommendations 
for the revision of 4560 erroneous 
examples.
To make action easier for the 
publishers, each of these examples 
was reproduced in typewriting in 
its  original phrasing, w ith the in­
correct parts hyphened out and the 
correcting words and phrases 
typed in red.
In all cases “m argin” was sub­
stituted for “gross profit” and in­
correctly used “profit”, profit be­
ing used only in its true sense of 
actual profit.
I t  was emphasized th a t “gross 
profit” is a  misnomer and because 
of its misleading interpretation, 
should never be used; and because 
there can be but one profit the 
word “net” is unnecessary.
Incorporated in each report were 
W ebster’s definitions of MARGIN 
as—
“The difference between cost and 
selling price of an article taken 
as th a t from which expense must 
be met and profit derived.”
And PROFIT as—
“The excess of the price received 
over the cost of purchasing and 
handling or producing and m arket­
ing goods.”
These definitions were supple­
mented by specific suggestions 
th a t percentages of margin, ex­
pense and profit should be figured 
on the selling price as representing 
100 per cent, since this has long 
been the universal practice of mer­
chants in all lines.
It will readily be seen th a t such 
an undertaking involved no little 
expense of time and effort, and 
some may wonder ju s t why the 
National Retail Hardware Associa­
tion should have alone assumed a 
task of such importance to  all re­
ta il trades and, in fact, all business 
men.
The answer is simple: We saw 
a job to be done and thought it 
easier to go directly a t it  in a con­
structive way than  to  spend a lot 
of time in the effort to interest 
other organizations in making it a 
cooperative enterprise.
(Continued on page 127)
H o w  Secretary H o over  Can C ooperate W ith  
Public A ccountants
W HEN Mr. Hoover became Secretary of Commerce, 
his first question was, and it  is his 
question now, “How may the De­
partm ent of Commerce be of the 
greatest service to American in­
dustry ?”
You know full well of many 
things which he has done these 
last few years, since he has been 
the head of th a t great department, 
but I am to speak to you today very 
informally regarding a small but 
important p art of th a t department 
having to do w ith the elimination 
of waste in American industry. I t 
has seemed to me—and th a t is why 
I am here, a t Mr. Springer’s and 
your President’s invitation—th a t 
the accountants of th e  entire coun­
try, can be of great service to 
American industry in cooperating 
in this work. And, a t the end of 
the program I shall venture to of­
fer a few suggestions indicating 
the ways in which we believe th a t 
you can profitably use simplified 
practice.
As an evidence of the increasing 
interest which industry is taking in 
these new plans of the Secretary, 
you may be interested to know 
that before he assumed the port­
folio, about 15,000 inquiries per 
month were coming to the Depart­
ment of Commerce. Last year we 
had 170,000 a  month, a total of 
240,000 letters, asking for infor­
mation and help for the commerce 
and industry of this country. I t 
is, of course, a great inspiration to 
see th a t industry is so actively 
accepting the cooperative offers 
which he has made.
In the first place, let us clearly 
understand exactly w hat Simpli­
fied Practice means. I t  is sim­
plicity itse lf; it  has to do with the 
reduction in sizes, dimensions and 
immaterial differences of every day 
commodities, as a means of elimi-
By A RTH UR E. FOOTE, D ivision of 
Simplified Practice, U nited States De­
partment o f Commerce, before annual 
m eeting, September, 1926.
nating waste, decreasing cost, and 
increasing profits and values in 
production, distribution, and con­
sumption. I t  is not standardiza­
tion, which is of a  more technical 
nature. Simplified Practice simply 
means th a t the useless, the un­
necessary, the obsolete, the slow- 
selling items in the catalog of a 
m anufacturer and a distributor 
will be eliminated and will not ob­
struct the free flow of distribution 
and fill the  dealer’s shelves with 
unsalable items.
Our work has been based, first 
upon the survey made a few years 
ago, when Mr. Hoover was Presi-
W a ste  in  I n d u s tr y  
Sum m ary o f  S u rveys Mad e  b y  
Federated Americ a n  Engineering S ociety
Industry Per  Cent Waste
dent of the American Federated 
Engineering Societies. A t th a t 
time six great trades were sur­
veyed, and the result has been pub­
lished in a book entitled “Waste 
in Industry” w ith which I have no 
doubt you are all familiar. I t was 
found th a t in these trades wast­
ages were running from 29 to 64 
per cent of all the time, labor, ef­
fort, and capital put into these 
great industries,—or an average of
49 per cent. The information was 
truly astounding, because, when we 
consider th a t the fabricated pro­
duction of this country is some­
thing over sixty billion dollars, you 
can see th a t 49 or 50 per cent would
be th irty  billions; and it is esti­
mated th a t one-third of th a t wast­
age is owing to a lack of simplifica­
tion and w hat accompanies i t ;  so 
we have the huge sum of ten bil­
lion dollars a year possible waste 
elimination a t which we may aim.
There has been developed a defi­
nite theory of Simplified Practice 
which I now wish to  bring to your 
attention. I t decreases idle invest­
ment, seasonal operations, produc­
tion costs, selling expenses, misun­
derstandings, and on the other 
hand increases turnover, working 
capital, stability of employment 
and quality of product.
All this is done simply through 
the elemination of avoidable 
wastes. No attem pt will now be 
made to discuss this theory of 
Simplified Practice, but if you will 
bear its main factors in mind you 
will see as we discuss various indus­
tries how this theory has been sat­
isfactorily and profitably turned 
into practice. I t is the practical 
and commercial ra ther than the  
theoretical and academic applica­
tion which interests us today.
The other forerunner of Simpli­
fied Practice was the work accom­
plished by the Conservation Divi­
sion of the W ar Industries Board, 
when through the compulsion and 
stress of War, it became neces­
sary to conserve men and material. 
As a result of th a t work, many in­
dustries found th a t they could do 
as great a volume of business on 
a short line as on a  long line, and 
continued it  afte r the War. But, 
owing to the American slogan of 
“Give the Customer anything he 
wants,” competition again became 
rampant, and an innumerable num­
ber of items again appeared in the 
catalogs.
An example of the efficient work 
of this Board may be noted in the 
simplifications brought about in
the agricultural implement field 
when walking plows were reduced 
from 147 to 41, planters and drills 
from 791 to 29, cultivators from 45 
to 8 and so on through the line 
showing a total reduction from 
1092 to 137, or an elimination of 
87 per cent.
Simplified Practice may also be 
developed under Government regu­
lation. I t  occasionally happens 
that an industry insists upon mak­
ing such a mass of heterogeneous 
sizes, types, and varieties of its
SIMPLIFIED PRACTICE
APPLIED TO  A  GREA T SHOE BUSINESS 
r ed u c in g
FROM 3 GRADES AND 2500 STYLES EACH 
TO 1 GRADE AND 100 STYLES
ACTUALLY
DECREASED
PRODUCTION COST 3 1 %
DIRECT OVERHEAD 28 %
INVENTORIES 26%
COST TO CONSUMER 27%
INCREASED 
TURNOVER 50%
SALES:
PAIRS OF WOMEN'S SHOES 22% 
PAIRS OF MEN'S SHOES 80%
PERCENTAGE OF ELIMINATION
articles th a t it becomes a nuisance 
to transportation and to the dis­
tributing and consuming public. In 
such cases an opportunity is given 
for its regulation by law. Such a 
case is the Standard Container 
Act, through which grape baskets 
were reduced from 31 to 3; till bas­
kets from 30 to 5, and berry boxes 
from 17 to 3. This is simplifica­
tion by law. This act is enforced 
by the Department of Agriculture.
Our Division, however, is not 
concerned with this type of sim­
plification, our efforts being to 
avoid adding new laws but to as­
sist in bringing about the desired 
simplified results through mutual 
joint action of the interested par­
ties concerned.
We have referred to the con­
structive work of the Conserva­
tion Division of the W ar Industries 
Board in the agricultural imple­
ment field.
Many manufacturers, realizing 
its valuable results, studied their 
own lines and directly applied sim­
plification. One progressive manu­
facturer found th a t he was making 
twelve different seats for his vari­
ous i m p l e m e n t s,—these were 
promptly reduced to one—the best 
one. Twenty-four wrenches were 
being made for these same imple­
ments but by a simple standardiza­
tion of bolts and nuts, these were 
reduced to four and so on through­
out the entire line, developing an 
interchangeability of parts much 
appreciated by the consumer. This 
manufacturer has told us of his 
actual dollar savings by this simple 
piece of work and the sum is ex­
traordinarily large.
Some of us will remember away 
back in the ’90’s when the idea of 
competition was for each manufac­
turer to make something different 
from tha t which was made by any 
other concern and during th a t 
period there were developed, in 
electric light sockets some 180 dif­
ferent varieties, no one of which 
would fit into any other. If one of 
those bulbs broke, it was neces­
sary to go out and search the 
streets until a store was found 
which carried th a t particular 
socket. Such a practice became a 
nuisance to the consumer, so tha t 
instead of 180 sockets, under the 
old type of competition, there are 
now six, each one for a specific pur­
pose.
This is an indication of simplifi- 
cation which has been worked out 
through the years. The m atter of 
which I am speaking today is noth­
ing new. It has been worked out 
by individual companies and in 
certain instances by groups for a 
good many years. The work which 
our Division is doing has crystal­
lized th a t movement, and is giving 
it an impulse forward, so th a t now, 
instead of simply an idea and an 
ideal, it has become a great na­
tional movement.
When I say “Simplified Prac­
tice," I mean the simplification by 
a group. We do not consider, gen­
erally speaking, th a t Simplified 
Practice applies to fashion, design, 
art, invention, and m atters of tha t 
character. We would never think 
of going to the millinery trade and 
suggesting th a t our wives’ hats be
simplified. That is quite unthink­
able. The charm of our ladies’ 
hats is th a t each one is different. 
But let us look a t the shoe indus­
try  which depends so much on 
style, fashion and design. There 
was a shoe m anufacturer who was 
making three grades and 2500 
styles, when shoe styles, colors and 
varieties were running ram pant; 
and he arbitrarily, by himself, de­
cided th a t he would make but one 
grade and one hundred styles. You 
will note how the theory we showed 
to you a few moments ago is now 
being worked out in practice. He 
made a decrease of 31 per cent in 
the cost of production, 28 per cent 
in direct overhead, 26 per cent in 
inventories, and w hat we are most 
interested in,—27 per cent reduc­
tion in cost to consumer.
On the other side, the turnover 
has increased 50 per cent; sale of 
women’s shoes, 22 per cent; men’s 
shoes, 80 per cent. And, in to­
night’s paper, I have seen the ad­
vertisement of this concern, “Sixty 
styles, in sixty stores, a t $6.60 
apiece.”
Let us look a t the simplification
does simplification pay?
“ before we applied sim plification,
OUR ANNUAL BUSINESS WAS $1,600,000 
ON A RAW MATERIAL INVENTORY OF 500,000,- 
A  TURNOVER OF 3.2 ,- 
NOW IT IS $4,000,000
ON A RAW MATERIAL INVENTORY OF $176,000- 
A TURNOVER OF 22.7.
OUR I NVENTORY TIME WAS 4 PAYS -NOW IT IS 1½".
RESULTS
DECREASE IN INVENTORY TIME=62.5%
DECREASE IN RAW MATERIAL INVENTORY=64.8%  
INCREASE IN TURNOVER= 600% 
INCREASE IN ANNUAL BUSINESS=150%
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work of the Knox H at Company 
which has reduced its styles and 
colors to 3,684 from some 9,000. 
That was real progress, but 90 per 
cent of the business, so the Presi­
dent of the concern tells us, is in 
seven styles and ten colors—70 
out of 3,684; 10 per cent of the 
business comes from the other 
3,614.
Stabilization of employment is 
something in which we are all 
greatly interested, and the Knox 
Company has brought about stab­
ilization through simplification. 
The President has said, “There are 
two off seasons in the manufacture 
of soft hats. During these periods 
our production was 33 1-3 normal. 
A t these times we could not manu­
facture for stock. The excessive 
diversity tied up too much money. 
Now with only 40 per cent of the 
form er variety we manufacture 
for stock and during off periods 
we run 75 per cent normal.
Shall we look for a moment a t 
the retail drug field? When Mr. 
George M. Gales became President 
of the Liggett Company, he found 
$500,000 worth of dead stock. He 
called together his directors, and 
afte r some difficulty he obtained 
permission to dispose of it, to sell 
it, to get rid of it, to throw it out, 
to junk it. I t did not sell,—it was 
a liability, not an asset. The ac­
tion he took was a perfectly normal 
one,—reducing the items sold 
from 22,000 to 10,000. Soaps were 
cut from 75 to 25, talcum powders 
from 50 to 20, etc., w ith the result 
th a t the turnover in the Liggett 
store has been raised to 12.
Stock is turned once a month and 
in the Grand Central Store in New 
York City, the turnover is 17 1-4, 
while th a t of the neighborhood 
drug store is something around 
four or five. Recent statistics have 
been prepared indicating th a t the 
life of the small retail drug store, 
grocery store, or hardware store, 
is about seven years. I am won­
dering if a certain factor in the 
shortness of th a t life is not due to 
the fact th a t these stores still in­
sist on carrying many goods tha t 
they do not sell.
I want to call your attention to 
a service of the Bureau of Stand­
ards of the Department of Com­
merce, th a t great group of scienti­
fic men composed of some 400 ex­
perts, who are your men, working 
out your problems, th a t is to say, 
the problems of industry.
One of the im portant services of 
the Bureau is to allow trade as­
sociations to place one of their men 
in the Bureau to study the associa­
tion’s problems. One such re­
search fellow was placed by the 
Hosiery and Underwear Manufac­
turers Association. One of his 
studies was th a t of the packing 
of hosiery by which he found tha t 
hosiery was packed in 192 different 
sized boxes with 55 variations in 
length, 50 in width, and 39 in 
height. By a simple process of 
simplification he reduced them to 
47 standard sizes, thus eliminating 
76 per cent.
He also found th a t there was 
wastage owing to ill packing, of 
27,000,000 feet of packing board, 
which a m o u n t e d  to 9,000,000 
pounds of material of which these 
boxes are made. Now, 9,000,000 
pounds of cardboard is not a great 
thing in the scheme of the uni­
verse, but it is a wanton waste,
and it  can be saved. And besides, 
this hosiery was i m p r o p e r l y  
packed, so th a t many of the boxes 
were broken when they arrived, 
and were thus unfit for fu rther 
use.
Of course, as in everything, one 
may go to extremes, and here is a 
concern which has gone to extremes 
in Simplified Practice,—the David­
son Rubber Company of Charles­
ton, Massachusetts. F o r m e r l y  
1600 items were made, now there 
are only six, a combination hot- 
w ater bag and syringe, and its 
necessary attachm ents,—a total of 
six items. The hot-water bag is 
one size, one color, one shape. Be­
fore simplification, 47 different 
types of hot w ater bottles were 
made. The catalog consisted of 
something over 50 pages. Now 
the catalog is on the back of the
company’s note-head. The Presi­
dent of the Company restricted his 
sales territory  to those sections 
which pay him to work, and much 
business is obtained directly by 
mail. He has not only increased 
his business 800 per cent, but we 
are told th a t he is now selling the 
same item, of the same quality, a t 
a lower price than th a t article was 
sold for in 1914. A striking ex­
ample of how simplification bene­
fits the consumer!
We have been doing a great deal 
of work with the hardware people. 
The retail hardware merchants 
need simplification very much. 
Normally the retail hardware man 
does a business of $51,000 a year. 
His turnover is 2.28. When this 
chart was made, the retail mer­
chant made a net profit of $67.87 
for his year’s work. Some account­
an t has figured th a t if the turn­
over were doubled instead of mak­
ing th a t negligible amount, he 
would have made $2,000. We are 
very much interested in assisting 
him to make a larger profit.
Now, you may well say th a t 
“This is all very well, but why 
should the Department of Com­
merce be concerned with these af­
fa irs?” May I therefore tell you 
briefly why and how the Depart­
ment is interested?
We have gone out, under Mr. 
Hoover’s inspiration, to offer as­
sistance to industry ; and I want to 
ju s t run through our simple pro­
cedure, to indicate how we may be 
of assistance, not only to account­
ants, but to the organizations for 
which you are working. The pro­
cedure is th is: We m ust be asked 
to be of assistance. As an ex­
ample, ju s t let us take the case of 
the paving brick industry ; the pav­
ing brick people—and there were 
44 companies, found th a t they 
were making too many vitrified 
paving brick. They talked the 
m atter over with us and as a result 
of their first meeting, it was de­
cided th a t a survey should be 
made. The survey showed th a t 
those 44 companies were making
66 different types of paving brick, 
some of which only varied one- 
quarter of one inch in one dimen­
sion. I t  was found th a t eighty per 
cent of their business was done on 
eleven items and yet they had 
sixty-six. Now, if those manufac­
turers had arbitrarily and auto­
cratically said th a t on and afte r a 
certain date we will have only 
eleven brick, somebody might have 
considered th a t in restrain t of 
trade. When one factor in the in­
dustry decides for itself th a t it 
will do something, it is very diffi­
cult to make the other factors be­
lieve it is for their advantage. The 
method which has been followed, 
the common sense method, as we 
believe, is simply th is:
We are asked, as a clearing 
house, as an unbiased but very 
much interested third party.—We 
were asked by these paving brick 
people to call what we term  a gen­
eral conference; and to th a t end, 
we asked every man and every or­
ganization, every company in ter­
ested in paving brick, whether he 
was manufacturer, distributor, con­
sumer, engineer, or highway com­
missioner, to come and meet with 
us to consider this problem. That 
meeting resulted in a decision by 
the entire industry, th a t it would 
be best for th a t industry to have 
bu t eleven items, and those were 
specified. The recommendation 
was then promulgated by us, and 
afte r its  acceptance by eighty per 
cent of the industry, published in 
a pamphlet of the Department of 
Commerce. A standing committee 
of the industry was appointed 
for revision. This committee 
was representative of all phases of 
the industry. And, three months 
later this committee came back to 
us and said “We have too many 
paving brick; we have eleven; all 
we need is seven.”
They were beginning to find 
themselves. We said: “All right, 
let us have another conference.” 
We had another conference, in fact 
several revision conferences, and 
the result is th a t today there are
four standard types of vitrified 
paving brick; and , over eighty- 
eight per cent of the production 
and sale of vitrified paving brick 
today is in those four sizes.
There is the procedure which we 
follow with such adaptation and 
modification as may be needed, for 
each industry has a peculiarity of 
its own. We have no set formula. 
We have no plan of our own. This 
is not Hoover’s plan. This is not 
industry cooperating with Hoover. 
I t is Hoover cooperating with in­
dustry in a simple and practical 
way.
A fter the general conference, the 
decisions of the conference are sent 
to all who have attended, and all 
who have been invited to the con­
ference, for their “acceptance,” be­
cause we find th a t the conclusions 
of a conference are not always 
final. Therefore, before we pro­
mulgate the recommendation in 
the form o f a public document, 
which gives it considerable stand­
ing, we ask all parties to “accept” 
the program. It is ' ‘accepted” to 
the Secretary of Commerce, and 
the acceptance is simply a state­
ment th a t the acceptor “will use 
his best efforts to make the rec­
ommended list the standard 
of practice.” When the accept­
ance is signed and returned by the 
President of a company, saying 
th a t he will use his best efforts, we 
believe th a t the simplification is 
accomplished. The list of accept­
ances appear in the official pamph­
let, indicating th a t the work is not 
done by any particular group, but 
is for the benefit of the whole in­
dustry.
Here is an interesting situation 
in regard to the woven wire fence 
people. They were found to be 
making “millinery” woven wire 
fence. They were making 552 
different types of woven wire 
fence, done up in 2,072 packages. 
The same procedure was followed, 
and they decided th a t all they 
needed was 69 types, and 138 pack­
ages. The recommendation has 
been in effect for some time and
one m anufacturer has told us tha t 
it has saved him building another 
mill. Such results indicate tha t 
the work is well worthwhile.
The six makers of loaded shells 
found th a t they were making 
loaded paper shot shells according 
to over 7,000 specifications. As a 
result of a study of their survey, 
4,076 of these were reduced to 1,- 
758, a reduction of 57 per cent 
which did not affect 5 per cent of 
their production. And, a fte r a 
year’s experience, with this sim­
plification, the list has been fu rther 
reduced to 650—a total reduction 
of 84 per cent within two years.
I have talked to you mainly 
about commodities, paving brick, 
woven wire fence, and loaded 
shells, etc., but out of this work 
we have developed intelligent sim­
plification of documentation, and I 
believe this is a  m atter in which 
you will be very much interested. 
We now have commercial, ware­
house, invoice, inquiry and pur­
chase order forms, which have 
been a p p r o v e d  by important 
groups, and by the use of which a 
real saving has been found.
You gentlemen are all interested 
in the development of proper 
forms, such as checks, drafts, and 
other commercial papers, whose 
simplifications have been developed 
by the groups themselves. We 
should like to  have the backing of 
your local associations as well as 
th a t of your national organization, 
if it meets w ith your approval, be­
cause we value th a t backing very 
highly. I t will give additional 
prestige to  the recommendation. 
We should like to have you de­
velop some ideas of your own as 
regards documentation th a t may 
be used nationally. Much import­
ant work is waiting to be done in 
th a t direction. There, it seems to 
us, is an opportunity for you to be 
of service, not only to your own 
clients, and to yourselves, but to 
the entire accounting and business 
world.
May I offer another suggestion?
(Continued on page 120.)
Sym posium  on  B udget M aking
PREPARATION OF THE 
BUDGET
B y H E N R Y  B . FER N A LD
C. P. A.
T HE preparation of a  budget m ust all focus on the one 
test “Will i t  work?” I t  m atters 
not how well forms are prepared, 
how carefully statistics are com­
piled, or how clearly results are 
summarized, we have not suc­
ceeded in the proper preparation of 
the budget unless we have a 
budget th a t will successfully work 
in practice.
This is said with no desire to 
minimize the importance of s ta t­
istical research or of well-consid­
ered form and method of presen­
tation. In fact, I  think most suc­
cessful budget systems come be­
cause someone has been delving 
into statistics and has presented 
a showing of the ir results in such 
a way as to bring an inescapable 
conviction th a t affairs can no 
longer be perm itted to go along in 
a hit-and-miss manner but th a t 
something m ust be done to give a 
more definite control. I t  is only 
when we have a  dominating convic­
tion th a t the budget is to  be made 
an effective instrum ent for con­
trolling the affairs of the business 
that we get a successful budget 
system. We m ust adm it th a t 
much harm  can be done and per­
haps the budget system may be 
wrecked by attem pting to operate 
it on the basis of incomplete and 
inaccurate statistical information, 
but a budget system never even 
gets started if it is conceived of 
simply as a series of forms and 
statistical compilations without 
the dynamic force behind it to 
make it work.
We know how useless it is to a t­
tempt to install a cost system un­
less there is someone a t its head 
who is determined th a t it shall be 
a success and has the authority
Papers presented at a m eeting of the 
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and ability to make it a success. 
We have seen some poorly drafted 
cost systems most successfully op­
erated because of the determina­
tion of some man th a t they should 
work successfully and we have 
seen other wonderfully planned 
systems prove complete failures 
because no such determination and 
personality was behind them.
Again, I  m ight compare the bud­
get to a speech. We have all heard 
some of the most carefully pre­
pared addresses evidencing the 
deepest thought which were dis­
mal failures but have heard a man 
raise his audience to their feet 
with a speech which would not 
meet even the  te st of grammatical 
correctness.
The same applies to the budget. 
When I was asked by Governor 
Edge during the war to take 
charge of the New Jersey State 
budget, there was ju s t one thing 
he put up to me and th a t was to 
make the budget work. I t was a 
fearfully disappointing thing to 
have to tu rn  in a budget as poorly 
prepared in many ways and as full 
of inconsistencies and as much 
subject to  criticism as was the 
first budget which we presented. 
Its success—and I think we may 
consider it was successful since the 
State of New Jersey came through 
the w ar period with no additional 
taxes imposed and with millions of 
dollars surplus cash in its treas­
ury,—was primarily because it  had 
behind it the fixed determination 
of Governor Edge th a t it  should be 
a practical working success. It 
was almost heart-breaking to have 
to tu rn  in a budget with as in­
adequate statistical preparation 
and as poor a  working out of the 
budgetary statem ents as we had
to have a t th a t time and under 
those conditions. I t  would have 
taken years, instead of months, to 
do w hat I would like to have done 
to prepare budgetary statem ents 
of which I might have been proud. 
I f  I had tried to do this no budget 
would have gone to  the Legislature 
in 1918. These difficulties were, of 
course, accentuated by the war 
emergency then upon us, but per­
haps this very fact enabled us to 
get a cooperation from the State 
Comptroller, the State Treasurer, 
and the entire Legislature, and 
even the departmental heads, 
which was given to us in a measure 
beyond anything I had hoped we 
could get. W hatever faults there 
may have been in the statistical 
and mechanical preparation of the 
budget, we had been able in our 
preparation to get this fine co­
operation which made for success­
ful operation.
Of course, all was not smooth 
sailing, and several times difficul­
ties arose which would have meant 
the entire failure of all the budget 
work had it  not been for Governor 
Edge’s clearly showing his deter­
mination th a t the budget should 
be made a successful working in­
strum ent in his control of the af­
fairs of the state. I t was to  this 
end th a t in our preparation we 
labored earnestly to  obtain the co­
operation of the Legislature and 
the heads of departments.
Then, with the budget once suc­
cessfully started, nothing probably 
did more to establish it  as a per­
manent part of the State’s financial 
system than the fact th a t Gover­
nor Edwards, of the opposite party, 
when he succeeded Governor Edge, 
also showed his determination th a t 
the budget should continue as a 
successful working control of the 
S tate’s finances.
The New Jersey State budget 
has been quite criticised by some 
because in many ways it  fails to
parallel budget systems elsewhere 
in use. I adm it th a t this is a dis­
advantage, particularly to out­
siders when they are attem pting 
to make a comparison of the bud­
gets of various States. I t  was not, 
however, a m atter of inadvertence 
or ignorance, but was a definite 
choice between having a budget 
which would readily compare with 
the budgets of some of the other 
States or having a budget adapted 
to the particular financial system 
which existed in the State of New 
Jersey. With the clear purpose in 
mind of having our budget work 
for the financial control of the af­
fairs of our State, there was no 
question as to our choice. We 
might, of course, have tried to 
make a complete revision of our fi­
nancial system but to do this would 
have taken time and created con­
troversies which would have inter­
fered with the essential thing we 
were after, which was to get 
promptly into operation a budget 
th a t would work. Also, I think the 
subsequent events in some of the 
other States have shown th a t New 
Jersey is very wise in some of the 
peculiar features of its financial 
organization which other States 
might well copy. W hatever may 
be the advantages, and there are 
advantages, in a ready comparison 
with what others are doing, such 
advantages may not be great 
enough to w arrant lightly brush­
ing aside good features in your 
own financial control and business 
organization.
I have mentioned a t some length 
certain features of the establish­
ment of the New Jersey budget be­
cause public affairs can be more 
readily discussed than can the af­
fairs of a private business, and 
this experience serves well to em­
phasize certain points I would 
make which are no less true in the 
commercial than in the govern­
mental field. In fact I was amazed 
to find how completely the funda­
mental essentials of budgetary 
preparation and control were the 
same for government and for busi­
ness, however different the details 
might be.
These essentials I would em­
phasize as follows:
(1) A determination, by one 
having the authority to carry out 
his determination, th a t the budget 
shall be a working success. There 
will be difficulties which can only 
be overcome by the determination 
th a t they shall be overcome; and 
there will be opposition such as 
will only disappear with the realiz­
ation th a t opposition is not going 
to stop progress towards the de­
sired end.
(2) A confidence in the honesty 
of purpose of those in charge of 
budget activities. No budget is 
ever going to be perfect and no 
budget authorities can avoid mak­
ing mistakes. The worst mistakes 
are not errors in compiling figures, 
but are failures to be entirely fair. 
No one can hope to achieve ab­
solute fairness in balancing one de­
partm ent or one expenditure 
against all the others. There al­
ways comes a time when a “yes” 
or “no” answer m ust be given 
based not on absolute knowledge 
but on judgm ent and opinion, with 
the strong possibility th a t afte r­
events will show the answer was 
wrong. There will be enough or 
these mistakes made to wreck any 
budget system unless there is a 
confidence in the honesty of pur­
pose with which these answers 
were given.
(3) A feeling of mutual under­
standing between budget officials 
and operating heads. Unless the 
operating men can feel th a t the 
budget authorities have an ap­
preciation of the operating prob­
lems to be met, the budget will not 
receive from these operating men 
their cooperation which is so neces­
sary for its  success. Unless the 
budget authorities can feel th a t 
the  operating men have some ap­
preciation of what the budget is 
and how it is intended to work, the 
budget authorities cannot give to 
the estimates of operating men the 
weight which these should have.
(4) A recognition th a t when 
the budget is adopted it constitutes 
a financial program th a t can and 
should be followed. No man will 
keep within budget limitations un­
less he believes this can and should 
be done, and it is surprising how 
much an operating man can 
squeeze within the limits of a bud­
get allowance if he believes those 
budget limits can and should be 
followed.
(5) A realization th a t condi­
tions may arise which will call for 
budget variations. The best judg­
ment of fu ture expectancy will not 
foresee exactly what may happen. 
A budget which tries to lay down 
absolute lines from which there 
can be no variation is foredoomed 
to failure. I admit th a t an ab­
solutely rigid budget can be arbi­
trarily  followed even though the 
business be hampered or killed as 
a result, but this is not a success­
ful budget. I t cannot have tha t 
confidence in it, as something 
which can and should be followed, 
unless it provides some way to 
meet those e m e r g e n c i e s  and 
changes in condition which every 
operating man knows he is apt to 
face. He can only have this con­
fidence in it if he sees as a part of 
the budget system some provision 
by which, if the unexpected arises, 
he will be enabled to meet it.
These seem to me the essentials 
which m ust be continually kept in 
mind in the preparation of the 
budget and the various steps in 
budgetary preparation seem to me 
all to be closely related to these es­
sentials.
In the time allotted we can only 
sketch briefly what are the steps 
commonly involved in the prepara­
tion of a budget:
(a) There will be some central 
budget office to handle the assemb­
ling of budget statements and es­
timates from the various units of 
the business and to do the large 
amount of clerical work involved in 
any budget submission. W hether 
this office will itself prepare and 
enter on the forms the statistical
information preliminary to  the 
statement of fu ture requirements 
or whether this work will be done 
in the various departments or 
branches is largely a question of 
whether we have a centralized or 
decentralized basis for accounting. 
E ither way, the first step will be 
to enter on proper budget forms 
the items of receipts, expenditures, 
production or other statistical in­
formation for the last few years. 
The period of time to be covered 
may be anywhere from two to five 
years. Perhaps, and probably, it 
is desirable to show not merely the 
actual results but also to show the 
original budget estimates for each 
of these years. How much infor­
mation should be given and the 
form in which it should be pre­
sented is purely a practical matter. 
Remember, however, th a t too 
many figures may mean a  loss of 
perspective and particularly tha t 
operating men are not usually 
ready to sit down fo r intensive 
study of a great mass of statis­
tical data.
(b) With the showing thus 
made of w hat has been done in the 
past, we must then get the judg­
ment of the practical operating 
men as to what is to be expected in 
the ensuing budgetary period. The 
head of a department cannot make 
his own estimate until he has some 
statement given to  him of the gen­
eral basis on which his budget 
should be prepared. This may be 
a statement from his superior, for 
example, th a t the budget should be 
on the same production or activity 
as last year. The department head 
then knows th a t all he has to take 
into account in his estimates are 
changes in wage scale, operating 
conditions, etc. If  he is using raw 
materials he will probably have to 
be told the scale of prices he 
should use. This preliminary ad­
vice is not to be considered as the 
final budget scale but simply a 
statement of a basis on which his 
budget should be first submitted. 
Even with th is preliminary state­
ment, he is probably not going to
be able to make up his budget fig­
ures until he has had various in­
formal conferences with his super­
iors as to w hat is to be the ex­
pected basis for this, th a t or the 
other feature which he may have 
had in mind. For example, he may 
be urging the installation of cer­
tain new machinery which he feels 
would reduce costs or increase out­
put, or both. He wants to know, 
and is entitled to know, w hether it  
is desired th a t he should submit 
a budget showing these improve­
ments he desires or whether his 
budget should be without taking 
them into account. There is no 
more im portant step in budgetary 
preparation than for the superior 
to give serious consideration and 
kindly answer to these questions 
which a department head considers 
im portant in his preparation of 
budget estimates.
(c) W ith the budget estimates 
or requests, whichever they may 
be called, prepared to this stage, 
showing the statistical results of 
the past and the estimate by the 
department head of his require­
ments or expectations for the fu­
ture, these then pass for scrutiny 
and review. Perhaps the first de­
tailed estimates may go from the 
heads of departments to the man­
ager of the plant or other division 
of the business to be incorporated 
by him in a general estimate for 
his division. Perhaps such a man­
ager may himself be able to give 
these estimates his critical study 
and review but probably even at 
this stage he will want them sub­
jected to some critical analysis by 
an assistant who may confidential­
ly advise him whether the figures 
reasonably check and carry on 
their face an explanation for 
notable increases or decreases. It 
is, of course, needless to say tha t 
every budget e s t i m a t e  should 
carry on its face or be accom­
panied by some statem ent in rea­
sonable detail as to the basis on 
which it  is prepared and the rea­
sons for any notable variations 
from the results of past years.
Then the manager when he turns 
over the budget estimates of his 
subordinates, with his summary 
thereof, makes their estimates his 
own. Perhaps he may not wish to 
use the original estimates as they 
came to him and may ask his sub­
ordinates to revise and amend 
their estimates before he incor­
porates them as part of his own. 
I t would be superfluous to  say th a t 
such a manager would, of course, 
confer with his subordinates re­
garding their estimates, partic­
ularly as to any changes which he 
thought should be made therein.
(d) W hether or not we have this 
intermediate stage, sooner or later 
we will have those various esti­
mates come to the central budget 
office for review, critical considera­
tion and assemblage into a pro­
posed budget for the entire busi­
ness. I t is quite likely th a t even 
this preliminary consideration will 
result in questions which the bud­
get office will want to take up with 
the operating heads whose budgets 
have come to them. I know of no 
rule to say ju st how and when this 
best can be done but I believe this 
is the point a t which mutual un­
derstanding between the budget 
office and the operating men is go­
ing to be best established. Nor 
would I try  to say th a t the com­
plete tabulation of all the depart­
mental budgets need be finished 
before they are made the subject 
of conference between the depart­
mental heads and the final author­
ity, whether he be the president or 
general manager, or whoever else 
is to stand in supreme authority, 
to give final decision on what the 
budget shall be.
(e) There will come a time when 
there is a complete proposed bud­
get, calling for definite decision as 
to whether this budget, reflecting 
the various estimates of the sub­
ordinates, shall be adopted on  the 
basis submitted, or shall be cor­
rected here and there to bring its 
various units onto a consistent 
basis, or shall be entirely revised to 
some basis other than th a t on
which the first estimates were 
made. I t is hardly probable th a t 
any budget as first prepared, rep­
resenting the estimates of any 
large number of department heads, 
could or should be adopted ju s t as 
submitted. Some items are almost 
sure to call for revision. These 
should then be turned back to de­
partm ent heads for new estimates 
along indicated lines or, afte r con­
ference with them, revised figures 
should be determined upon. Of 
course, it is possible th a t when the 
results are assembled on the orig­
inal basis it may be decided tha t 
a different basis should be used; 
for example, if the original esti­
mate was on a basis of the same 
production as last year, it may be 
decided to prepare a budget for, 
say, a  20 per cent increase in busi­
ness. I t  m ight be possible in the 
first instance to ask for budget es­
tim ates on two such bases, but per­
haps it  would not until a fte r the 
preliminary work had been done 
th a t decision could be reached as to 
w hat would be the final basis for 
adoption, but if any such change 
is made operating heads m ust be 
given the opportunity to  revise 
the ir figures if we are to expect 
them  later to live up to the budget 
adopted.
In these conferences during the 
preparation of the budget to which 
I have referred, the talking is not 
all going to  be one-sided. While 
the operating men are going to tell 
why they want certain things for 
which they are asking, there is 
probably going to be a good deal 
of telling them why they cannot 
have all they want, and it is ju s t 
as im portant th a t they should un­
derstand the la tte r as it is th a t the 
head of the company should under­
stand the former.
If  the budget has been prepared 
in this manner it should then be 
such a budget as would accord with 
the essentials I have mentioned 
above and can be placed in effect 
w ith reasonable expectation th a t it 
will be successful.
A word as to the mechanism of
authorizing budget variations. I 
am not sure in my mind w hether 
i t  is better to say to an operating 
head “Your budget is amended 
thus and so” or to say “You are 
authorized to exceed your budget 
by such an amount” or “You will 
be required to expend so much less 
than your budget a l l o t m e n t . ” 
However this may be, there should 
be a definitely recognized pro­
cedure by which department heads 
in an emergency can present defi­
nite requests for additional allow­
ances w ith assurance th a t these 
will receive consideration but with 
the realization th a t any such 
budget increases are only to  be 
granted if shown to be absolutely 
necessary. On the other hand, 
there should also be a recognized 
procedure by which through the 
budget! office advice can be sent to 
department heads for increases or 
decreases in production and cor­
responding budget modifications. 
This perhaps steps into budget op­
eration, but, as I have already 
mentioned, th is provision for pos­
sible variation is an essential part 
of budget preparation. Of course, 
the steps for considering and pass- 
ing upon authorized variations of 
the  budget will be substantially 
the same as for the preparation of 
the original budget.
I should perhaps say th a t while 
some organizations use budget 
systems as simply forward esti­
mates which departmental heads 
are to  endeavor to comply with as 
nearly as they may and while un­
doubtedly much good has been ac­
complished by such systems, I feel 
they fail to be real budget systems 
because it  is an essential of the 
budget th a t when adopted it  car­
ries with it a definite authorization 
for expenditures. To comply with 
th is thought it seems to me desir­
able, if not essential, th a t there 
should be definite provision th a t 
any excess of budget allotments 
should be the subject of an ap­
proval similar to th a t which Was 
given to the budget as originally 
prepared.
ADMINISTRATION OF BUDGET
By ED W A R D  B. M ILLA R, C. P . A.
I SHALL endeavor to present some ideas on the Adminis­
tration of Budgets. I  do not claim 
them to be new or original, and 
I wish to acknowledge and give 
special credit to an article entitled, 
“The Preparation and Administra­
tion of Budgets” w ritten by Ches­
te r E. Weger, Manager of the 
Budget Department of Henry L. 
Dougherty & Co. That article has 
been circulated as one of the semi­
monthly bulletins of the National 
Association of Cost Accountants.
Budgets were used long before 
they were known by th a t name. 
They were called forecasts, pro­
grams or schedules and were used 
in a limited way to exercise a close 
supervision or control over some 
particular activity. They frequent­
ly disappeared afte r a successful 
accomplishment of their purpose.
Many of the present day budgets 
are restricted in their scope, such 
as “The Treasurer’s Budget,” in­
tended to keep this officer in touch 
with the fu ture cash requirements 
of his company. The administra­
tion of such a budget should be 
under the Treasurer.
The Sales Budget, which is used 
to record the anticipated sales or 
quotas for a fu ture period, should 
be under the administration of the 
Sales Department or Sales Man­
ager.
The Production Budget or the 
Cost and Expense Budget, which 
is used to  record the scheduled 
production, costs, and expenses, 
should be under the administration 
of the Production Manager or the 
General Manager, with the aid of 
the Cost Department to accumu­
late and present actual figures 
compared with the budget figures.
The budget, which has to do 
with the creation of permanent in­
vestments or the making of im­
provements to existing facilities 
should be under the administration 
of the Treasurer.
In other words, the adminis­
trator of any restricted budget 
should be the head of the depart­
ment or activity whose operations 
are covered by such budget.
A budget in Henry L. Dougherty 
& Co. does not mean any one of 
the foregoing restricted types but 
it is, in the words of Mr. Weger, 
“a recognized plan of operation, 
which expresses the purpose of all 
the activities of the business over 
a future period; a co-ordinated 
plan of business conduct which 
outlines future operations from 
certain known fundamental condi­
tions ; a certified plan and schedule 
of operations which is not intended 
to be altered except by and with 
the concurrence of those who ac­
quiesced in the plan.” The respon­
sibility for such a budget plan can 
rest only with the Chief Executive.
Such a budget should have as its 
background a Balance Sheet on 
which has been noted the effects to 
be accomplished by the budget.
A complete budget should serve 
to control and co-ordinate the ac­
tivities of the organization. The 
one common end, budget accom­
plishment, to which all strive un­
der such a budget, encourages co­
operation.
The degree of success incident 
to the application of budget pro­
cedure will vary with the whole­
hearted recognition, responsibility, 
and support given by the manage­
ment.
The adm inistrator of the budget, 
or budget officer, should be under 
and act as Staff A ssistant for the 
Chief Executive, and not act under 
or by virtue of any other title or 
position which he may hold, such 
as Comptroller, Treasurer, Secre­
tary, or Auditor.
The reduction of all budget plans 
to their effect upon a balance sheet 
reduces them to a common basis, 
which is readily understood and 
also permits the consolidation of 
the plans for many varied enter­
prises.
I t  is universally acknowledged
th a t the individuals responsible for 
the preparation and accomplish­
ment of the budget should be given 
reports regularly which compare 
the budget figures with the actual 
figures for the current period, and 
also compare the figures for the fis­
cal period up to date. The nature 
of the activity and its suscep­
tibility to control will largely de­
termine the frequency with which 
the comparative reports should be 
prepared.
One instance has come to my a t­
tention where the budget and ac­
tual figures are compared daily. In 
most cases, however, monthly com­
parisons are regarded as sufficient.
The classification of accounts as 
carried on the financial records 
should correspond as nearly as pos­
sible with the lines of organization 
and budget items, in order th a t the 
necessary comparisons may be 
readily made, and in order th a t the 
responsibility or credit for differ­
ences between actual figures and 
the budget may be definitely 
placed. Any split responsibility 
results in “passing the buck.”
Budget revisions should be made 
whenever, and as soon as changes 
seem necessary, but only with the 
concurrence of those who ac­
quiesced in the original plan. Any 
changes should be noted as sep­
arate items in the budget and not 
be allowed to alter the original fig­
ures.
The interchange of ideas and in­
formation which takes place dur­
ing the preparation of a budget, 
and when budget changes are be­
ing considered, produces a better 
understanding betwen departments 
and a unity of purpose.
Some feel th a t the budget fig­
ures should be confined to controll­
able factors only. The complete 
budget comprehends all factors, 
and stands for the three C’s—Co­
ordination, Co-operation, and Con­
trol. The responsibility for, and 
administration of, the complete 
budget should rest upon the Chief 
Executive.
BUDGETING THE SMALL 
BUSINESS
B y  M A X  R O L N IK , C. P . A.
I N A PAMPHLET entitled “Budgeting for B u s i n e s s  
Control,” issued a few years ago 
by the U. S. Chamber of Commerce 
there is this very relevant sta te­
ment:
B u d g e tin g  c o n tro l m ay  m ean  m uch  
o r  li tt le . I t  m ay  m ean  m ere ly  th e  
m u ltip lic a tio n  of u se less fo rm s th e  only 
effect of w h ich  is to  h am p e r an d  fu r th e r  
im pede p ro d u c tio n  an d  sa les. On th e  
o th e r  h an d , b u d g e tin g  co n tro l m ay  
m ean  th e  w ise conduc t of business . . . .
A t th e  v ery  o u ts e t i t  sh o u ld  be em ­
p hasized  th a t  th e  b u d g e t can  n o t, n o r  
is i t  in ten d ed , to  ta k e  th e  p lace  of ab le  
an d  sk illfu l execu tives. . . .
I have made numerous inquiries 
among our clients, large and small, 
and I find th a t budgets are thus 
fa r  very little used. That does not 
mean th a t the executives of th e  
businesses do not plan ahead but 
they do this in a haphazard way.
In a large business where the  
plans are made up and executed by 
five or fifty executives it is neces­
sary th a t the budget plan be made 
up with the use of numerous form s 
and charts. But th a t should not 
be true of the small business, one 
where policies are decided on and 
administered by one man. I m ight 
for convenience also defiine the 
small business as one th a t has a 
capital of, say, under $100,000 o r 
sales of less than $500,000.
In any business, particularly a 
small one, it  is shear waste to  
make budgeting so complicated 
th a t the energies are all used up 
to prepare and keep records ra th e r  
than to interpret less exact and 
more timely data. A complicated 
budget, like any complicated ac­
counting system, is eventually 
thrown out—often the expert 
along with it.
So fa r  as budgeting is concerned, 
we public accountants will have 
more to  do with the small business 
concerns than with the large ones. 
I t  is a great pity th a t most of th e  
literature on the subject of budget­
ing is concerned with its applica-
tion to the very large business con­
cerns.
Before we can advise business 
men to adopt a budget plan we 
shall have to do much more educa­
tional work. F irst, we should get 
them to the point where they ob­
tain monthly financial statem ents 
instead of annual statements. This 
making up of monthly statem ents 
is not so difficult as it sounds if we 
remember th a t we are afte r ap­
proximate ra ther than absolutely 
accurate figures. The inventory is 
probably the one stumbling block 
and in a small business this can be 
estimated with fa ir accuracy by 
using the gross profit percentage 
method or some other basis for es­
timating. Even where it is impos­
sible to approximate the monthly 
inventory figure it is desirable to 
get up monthly income statements 
with the item of inventory a t the 
end of the month unchanged from 
th a t a t the beginning of the month. 
Such statem ents will, of course, be 
inaccurate but they will show many 
im portant things, for example, the 
relation of the purchases, produc­
tion costs and expenses to the vol­
ume of sales and the relation of 
current assets to current liabilities. 
Finally they will permit compari­
sons to  be made of figures for the 
current month with those of the 
corresponding month of the prev­
ious year and will indicate the 
trend, th a t is, the direction in 
which the business is going.
Perhaps the best way of illus­
tra ting  how elementary budgeting 
was applied to one business is to 
give an actual experience. In the 
case of one of our smaller clients 
we found afte r making up the ac­
counts for the previous year tha t 
the results were fa r from satis­
factory. A loss had been incurred, 
and, w hat was worse, the current 
position was very poor. Here was 
a  case where budgeting for the new 
year became an absolute necessity 
because if the same plans as the 
previous year were followed it was 
evident th a t the current year 
would likewise show a loss, if in­
deed the concern would be able to 
live out the entire year. Like most 
small concerns this particular 
client had no monthly statements. 
W hat we first did was to take their 
trial balances for the preceding 
year and from these make up 
monthly income accounts and bal­
ance sheets, the inventory being 
computed by using the gross profit 
percentage. We found th a t if the 
current year’s operations would be 
the same as last the working cap­
ital would be dangerously lowered, 
particularly during the eight slack  
months when the business, on ac­
count of its seasonal nature, had 
to run along a t an accumulating 
large loss.
A fter consultation with the 
client it was decided th a t it was 
necessary for the concern to ma­
terially reduce its operations. This 
would mean a reduced gross profit, 
of course, and to make up for this 
reduction the sales force and over­
head expenses were drastically cut. 
The final estimate worked out with 
sales reduced to 70 per cent of last 
year and overhead reduced 60 per 
cent of last year. This would give 
a small net profit and we would 
wind up with an improved current 
ratio. Commencing a t the end of 
last January we have prepared 
from the trial balances monthly in­
come accounts and balance sheets, 
the inventory being estimated. We 
then compared these monthly fig­
ures with the corresponding fig­
ures of the preceding year and 
watched to see th a t we were fol­
lowing our plan of economizing ex­
penses and protecting working cap­
ital.
We did not draw up any prede­
termined monthly figures for the 
current year and were satisfied 
merely to compare the actual fig­
ures with the figures of the pre­
ceding year. Thus we were able to 
observe the relation of current as­
sets to current liabilities, the re­
lation of our inventory and pur­
chases to sales and all the other 
ratios which we had to keep in
mind in order to protect our work­
ing capital, our weakest link. 
Budgeting is coordinating all the 
factors of a business. I t is a mis­
take to plan for a certain volume 
of business when working capital, 
plant capacity, or personnel is not 
equal to the requirements.
The monthly income accounts 
for the current as well as the pre­
ceding year were cumulative, for 
example, the income account a t the 
end of last November was not for 
one month but for eleven months. 
For the sake of simplicity the 
monthly figures for the previous 
year as well as the current monthly 
figures are set up in round 
amounts, for example, if an item is 
for $18,742.64 it is set up as $18.7. 
Furtherm ore we condensed the 
monthly income account and bal­
ance sheet so th a t each contains 
perhaps six or eight items. The 
reason for this is th a t we are not 
interested in absolute accuracy. 
On the contrary we feel th a t if we 
are to over emphasize accuracy we 
will not only delay our statements 
but are likely to detract attention 
from comparisons, trends and ra­
tios.
I wish th a t I were giving this 
talk three weeks from today in­
stead of now because I would then 
have the results of the whole year 
and be able to compare them with 
those of last year as well as with 
what we had planned to do. How­
ever, with the November figures 
now before us we already know 
th a t the sales have exceeded our 
estimation. So have the expenses, 
partly because the sales are run­
ning higher than the estimate, 
partly because our plans for econ­
omy could not be fully realized. 
The year is going to wind up with 
a small profit. The working capi­
tal has improved although it will 
probably take several years for us 
to be in a comfortable position. 
The following tables show the fig­
ures for the eleven months of last 
year, and the budget and actual 
figures for the corresponding per­
iod of this year. (These figures,
while simplified, are in true pro­
portion) .
T ab le  1
Inco m e  S ta tem en t, J a n u a ry  to  N o v em ­
ber, 1 9 2 5 -1 9 2 6  
19 2 5  B u d ’t 1 9 2 6  A ct’I 1926  
Sales . . . $ 3 3 2  $ 2 3 0  $300  
G ross prft 133 92 120
O verhead 149 84 105
N et profit
or lo ss  1 6 (1 .)  8 ( p .)  1 5 (p .)
T a b le  2
W o rk in g  C ap ital, N ovem b er 30, 
1 9 2 5 -1 9 2 6
N ov. N ov.
3 0 ,  192 5  3 0 ,  1926
Current a s s e t s ...........  $ 2 3 1  $21 7
Current lia b ilit ie s  . . .  175 149
W orking  cap ita l . . . .  56 68
The plan I have discussed may 
be criticized as not being true 
budgeting a t all except for the 
original formulating of a policy. 
Call it what you will, it is some­
thing th a t helps to control current 
operations and finances. I t pro­
vides for a coordination of import­
ant factors in the business. I t sets 
a goal, with resultant psychological 
effect of spurring us on to greater 
efforts. And it sets up periodical 
figures, requiring us to compare 
them and study their effect. The 
plan has this one advantage. I t 
is not bound with red tape and it 
takes less than two hours a month 
to prepare the figures. A fter all, 
forms and charts are but means to 
an end, not an end in itself.
THE VALUE OF THE BUDGET
TO MANAGEMENT IN THE 
CONTROL OF OPERATING 
EXPENDITURES
B y  L E E  H E Y E R  W H IT E , C. P . A .
A  RISING out of the ceaseless 
  efforts of the human mind 
to conquer and regulate m atter, a 
new idea has been evolved in re­
cent years to which the significant 
title of Budgetary Control has 
been applied. Perhaps it would be 
more accurate to say th a t an old 
idea has been rejuvinated and re­
dressed because Budgetary Control 
after all is merely the attem pt to 
direct business by means of prog­
nostications scientifically deter­
mined.
In any consideration of the val­
ue of Budgeting Control the im­
portant question seems to be 
whether the Budget actually does 
afford a means of control or 
whether it is but another patent 
cure all whose chief value is in the 
revenue th a t it can produce for its 
promoters.
Probably one of the best answers 
to the exceedingly broad question 
can be obtained by viewing it in its 
relation to the phase of manage­
ment concerned with the control 
of operating expenditures.
The complete Budget, of course, 
includes an intelligent sales fore­
cast. In spite of the numerous ob­
stacles usually thrown in the way, 
an intelligent sales forecast can be 
made and it usually is practicable.
From the sales forecast a pro­
duction program is planned in ad­
vance for the period of a week, a 
month or even a year, if it is found 
advisable. Thus before the com­
mencement of physical operations 
in any period the many problems 
connected with equipment capac­
ity, material, labor and overhead 
expense, including the necessary 
expenditures, will present them­
selves for consideration and dis­
position.
Many a business has incurred 
huge deficits because it allowed its 
manufacturing department to be­
come cluttered with sales orders 
fa r in excess of its production ca­
pacity, or orders for which its 
equipment was not adapted. If 
the sales prospects are known, 
then it is possible to determine 
in advance whether equipment 
should be balanced or replaced and 
if so, where the capital can be ob­
tained.
When the problem of equipment 
capacity has been disposed of, what 
about direct expenditures for m a­
terial and labor? The righ t kind 
of material and efficient labor must 
be obtained a t costs which will per­
mit selling the finished products at 
prices th a t the consumer will pay. 
These surely are m atters which 
ought to be determined in advance 
in the average business. If exces­
sive raw  m aterial inventories are
to be avoided, if the proper amount 
of material and labor shall be on 
hand as required to promptly fill 
the orders of customers, then a 
budget of expected sales and costs 
a t which m aterial and labor must 
be purchased is indispensable.
The control of indirect operating 
expenses is a problem which often 
taxes management to the limit. 
Indirect expenses comprise fixed 
charges, expenses th a t should and 
sometimes do vary with production 
and the whole mass of  more or less 
inapplicable expenditures th a t eat 
at, and many times eat out the 
vitals of a business. How often 
management, a fte r studying the 
actual and unsatisfactory statistics 
of indirect expenses, reprimands 
the various subordinates respons­
ible for carelessness and waste to 
no avail, simply because the sub­
ordinates fortify  themselves with 
the  vagueness of incidents long 
past. But present these same sub­
ordinates with budget limits for 
future indirect expenses, compiled 
from past experience and modified 
by the probable conditions th a t will 
prevail in a given period and then 
through fear of consequences, or 
the ambition to reach the goal they 
will invariably attem pt to  hew to 
the prescribed line with increas­
ingly satisfactory results.
Incentive is the basis of human 
endeavors. Intelligently prepared 
budgets afford m a n a g e m e n t  a 
means of establishing reasonable 
production and cost limit incen­
tives th a t will foster increased pro­
duction and reduced costs. To use 
the words of R. W. Scott, president 
of the American Cable Company, 
in his address before the Taylor 
Society “I have gone so fa r in my 
own organization as to set ‘bogies.’ 
By this I mean th a t afte r receiv­
ing forecasts of sales and of pro­
duction based on experience and 
upon careful estimate as to fu ture 
operations, we indicate a goal th a t 
we would like sales executives and 
salesmen, production superintend­
ents and workmen to reach, in vol­
ume and in costs. This has proved
to be a stimulus, has brought about 
better team-play and closer co­
operation and has provided a bet­
ter means for determining rewards 
for jobs well done.”
Finally the Budget supplies man­
agement with a measure of operat­
ing efficiency. Under the condi­
tions forecasted by the budget cer­
tain  results, are predicted. The ac­
tual results are compared there­
with and thus, the operating effi­
ciency is determined. This com­
parison should be much more use­
ful to management than one made 
with standards based wholly upon 
averages, or past experiences, be­
cause such standards do not make 
any allowances for uncontrollable 
variations th a t will occur in the 
future.
The Budget will not eliminate 
the necessity for periodic compila­
tions of actual production and cost 
figures. I t is impossible to con­
ceive of predictions th a t will never 
be modified by unforeseen contin­
gencies. But this limitation does 
not condemn the Budget. Its pur­
poses are preventative and com­
parative and its value in any busi­
ness will depend upon the extent 
to which, it can be and is so used. 
Wherever you can find progressive 
management backed by an intel­
ligent, open minded and ambitious 
organization there is a fertile field 
for the introduction of a Budget­
ary system th a t will be practicable 
and will prove a valuable aid in the 
necessary regulation and control of 
operating expenditures.
BUDGET LIMITATIONS
B y  F R E D E R IC K  P . S C H A E F E R ,
C. P .  A.
T HE operating results of a business, the efficiency, or 
failure of its management, are re­
flected in various statistical state­
ments which culminate in the Bal­
ance Sheet and the Income and 
Profit and Loss Account. In these 
two statem ents is summarized all 
the exact information, and all the 
quantitative knowledge of business 
results. We speak of these state­
ments as the measure of business 
progress.
The budget comprises state­
ments identical in form and con­
ten t with financial statements. 
The difference is a m atter of time. 
The one states the past and the 
other tells the future. Where the 
Balance Sheet and the Profit and 
Loss Account measure the business 
progress, the budget measures its  
prospects.
I t is commonly said to be a limi­
tation of the financial statem ent
P R O C E D U R E  O F  SO LUTIO N
T he p rin c ip a l re q u ire m e n t in  th is  
p ro b lem  is to  c o rre c t th e  post-c losing  
t r ia l  balances: of th e  b eg in n in g  an d  end 
of the  y ear 1925 so th a t  th e  P rofit and 
L oss A ccount m ay  be used  d irec tly  in  
th e  ca lc u la tio n  of incom e ta x  fo r  T 9 2 5 .  
T his invo lves th e  m ak in g  of a d ju s t­
m en ts  in  b o th  1924 an d  1925 fo r  tr a n s ­
ac tions th a t  a ffected  th e  p ro fit of b o th  
y ea rs  b u t th a t  so f a r  h av e  n o t been 
reco rd ed  on th e  books.
As co rrec ted  t r ia l  b a lances fo r  bo th  
y ea rs  a re  re q u ire d  i t  w ill obv iously  be 
d e s irab le  to  use  tw o  se p a ra te  w o rk  
shee ts .
In  th is  p a r t ic u la r  in s tan ce  an y  p ra c ­
tic a l ty p e  of w o rk  sh e e t w ill be s a tis ­
fac to ry , b u t  in  th e  in te re s t  of com pact­
n ess  th e  ty p e  se lec ted  in  th is  so lu tio n  
is one in  w hich  th e  d eb its  a p p e a r  in  
th e  u p p e r p o rtio n  of th e  sh e e t a n d  th e  
c red its  in  the  low er p o rtio n . T h is  p e r­
m its  th e  use  o f a  sin g le  co lum n fo r  bo th  
d eb its  an d  c red its  except in  th e  case of 
th e  a d ju s tm e n ts , w h ich  h av e  one fu ll 
co lum n  fo r  deb its  an d  a n o th e r  fu ll col­
um n fo r  c red its .
T h e  p rob lem  re q u ire s  th a t  jo u rn a l 
en tr ie s  be  su b m itte d  an d  acco rd ing ly  
th e  rea so n s  fo r  th e  sev e ra l e n tr ie s  a re  
in d ica ted  in  th e  e n tr ie s  th em se lv es in  
p re fe ren ce  to  m ak in g  th e  e x p lan a tio n  in  
th e  P ro c e d u re  o f S o lu tion . I t  m ay  be 
d es irab le  to  exp la in , how ever, th a t  in  
th e  case of th e  a d ju s tm e n ts  m ad e  in  
th e  1924 t r ia l  b a lan ce , th e  co rrec tio n s 
affect th e  p ro fit o f th a t  y e a r  on ly  an d  
so a re  m ade  th ro u g h  th e  P ro fit an d  
Loss A ccount. T hese  co rrec tio n s  n o t 
h av in g  been  m ade  on  th e  books th e m ­
selves, i t  becom es n ecessa ry  to  m ake  
th e se  sam e a d ju s tm e n ts  a g a in  in  1925, 
a t  w hich tim e  th e y  affect th e  profit of 
a  p rev io u s perio d  an d  so a re  p ro p e rly
th a t they deal only with the past. 
They are “history.” Similarly 
w hat are called the limits of the 
budget will be found upon analysis 
to  amount to this, th a t it deals with 
the future—and predictions are 
thought unreliable. But these are 
not really the limitations of the 
statements. They are their in­
herent advantages. The thing th a t 
makes the financial statem ents de­
sirable is th a t they reflect the past, 
they state known results, prov- 
( C ontinued on p a g e  120.)
m ad e th ro u g h  th e  S u rp lu s A ccount. 
Such a d ju s tm e n ts  of th e  1925 p ro fit a s 
a re  n ecessary  a re , of course , m ade 
th rough  th e  P rofit and  Loss Account.
T h e  a d ju s tm e n ts  fo r  w o rth le ss  ac ­
coun ts , cash  sh o r ta g e , in v en to ry  of u sed  
cars , an d  s ta te  an d  loca l tax es  a ll  a f­
fec t th e  P ro f it an d  L oss A ccoun t b u t 
th e  re d u c tio n  in  th e  p rice  of new  c a rs  
on h a n d  does n o t affect p ro fit a t  th e  
tim e  th e  concession  is m ade.
In  co m p u tin g  th e  incom e ta x  i t  is 
n ecessary  to  keep  in  m ind  th a t  th e  ra te  
fo r c o rp o ra tio n s  fo r  1924 incom e w as 
1 2½ p e r c en t an d  fo r  192 5 inco m e w as 
13 p e r cen t. As th e  co rp o ra tio n  h ad  a 
n e t incom e of less th a n  $25,000 i t  is 
e n ti tle d  to  th e  co rp o ra tio n  exem ption  of 
$ 2 ,0 0 0 .
JOURNAL ENTRIES AS OF DEC. 31,
1924, TO RECORD ON WORKING 
SHEET
Adjustments to Accounts for Year 
Ending Dec. 31, 1924
1. P rofit and  L o ss ........... $2,867.87
N otes and  Accounts 
R eceivable . . . . . .  $2,867.87
To charge off w orth ­
less notes and  ac­
counts
2. P rofit and  L o ss........... 74.89
C a s h .......................... 74.89
To charge off cash 
shortage
3. P rofit and L o ss......... 2,190.17
R eserve fo r Selling 
Expense, U s e d
C ars .....................   2,190.17
To se t up reserve to 
cover selling  ex­
pense fo r used cars 
on hand
4. P rofit an d  L o ss ........... 1,015.76
Accrued S ta te  and
Local T ax es ......... 1,015.76
To se t up  S ta te  and 
local taxes accrued 
as of Dec. 31, 1924
SOLUTION TO PROBLEM NO. 1 OF WISCONSIN 
C. P. A. EXAMINATION QUESTIONS
By JOHN B. TANNER, C. P. A. (Ohio a n d Wisconsin), International Accountants
Society, Inc.
(P rin ted  on page 50 of F eb ru a ry  issue)
5. N otes and A ccounts
R eceivable ..............  1,931.07
R eserve for P rice  
R eduction, N ew
C a r s .......................  1,931.07
To set up reserve cov­
erin g  price reduc­
tion  on new  cars
6. Surplus .......................... 751.42
Accrued F ederal
Incom e T a x .........  751.42
Incom e ta x  accrued  
as of Dec. 31, 1924
JOURNAL EN TR IES AS OF DEC. 31, 
1925, TO RECORD ON WORKING 
SHEET
A djustm ents to Accounts for Y ear 
 Ending Dec. 31, 1925
1. Surplus .........................  $2,867.87
N otes and A ccounts
R eceivable .............. $2,867.87
To record w orth less  
notes and accou nts  
to  be charged off 
a s of Dec. 31, 1924
2. Surplus .........................  74.89
Profit and L o s s . . . .  74.89
To charge to  surplus  
th at part of cash  
shortage charge­
able to  Profit for  
th e  year ending  
Dec. 31, 1924
3. Surplus .......................... 2,190.17
Profit and L oss . . . .  2,190.17
R eserve for se llin g  
cost o f  used cars 
as of  Dec. 31, 1924, 
applicable to  se ll­
in g  costs incurred  
during 1925
4. S u r p lu s .......................... 1,015.76
Profit and L o s s . . . .  1,015.76
State  and local taxes  
paid in  1925 charge­
able to  1924
5. N otes and A ccounts
R eceivable ............ 278.95
Profit and L o ss___  278.95
C ollections m ade on  
Bad D ebts charged  
off (see  E n try  1)
6. Profit and L o ss .........  1,233.59
Accrued S ta te  and
Local T a x e s___  1,233.59
S tate  and local ta x es  
accrued a s o f Dec.
31, 1925
7. Profit and L o ss .......... 2,237.19
R eserve for S e llin g  
E xpense, U s e d
C a r s .......................  2,237.19
To se t  up reserve  to  
cover se llin g  ex ­
pense for used cars 
on hand  
Surplus, Dec. 31, 1924 751.42 
Surplus Debits-In-
com e T a x ..............  751.42
To tran sfer  on w ork­
in g  s h e e t  th e  
a m ount paid for in ­
com e tax  during  
1925, app licab le to  
Surplus balance as  
o f Dec. 31, 1924
9. Surplus (D e b its )___  2,269.75
A ccrued F ed era l
Incom e T a x .........  2,269.75
A ccrued F ederal In ­
com e T ax as of 
Dec. 31, 1925
PAYASURIDE AUTO SALES COMPANY 
Work Sheet for Trial Balance after Closing December 31, 
P e r Books A djusting  E n trie s  
D e b i ts  Dr. Cr.
Cash ...................................................  $7,258.35 (2) $74.
N otes an d  A ccounts R eceivable. 52,850.75 (5) $1,931.07 (1) 2,867.
C ontract D eposits ............................ 1,150.00
Inventory , new c a r s .......................  34,946.75
Inventory , used c a r s .....................  14,601.19
Inventory , p a rts  and accessories 19,269.01
Stocks and B onds............................ 57,000.00
P repaid  E xpenses............................ 2,579.98
M achinery and T o o l s . . . ...............  4,750.50
Office E q u ip m en t.............................. 3,083.80
S urp lus D ebits:
D ividends ................................ 4,000.00
F edera l Incom e T a x .............  (6) 751.42
1924
A djusted 
T ria l B alance
$201,490.33
C r e d its   
R eserve fo r  D epreciation of Ma­
ch inery  and T oo ls .......................  $1,372.73
R eserve fo r D epreciation  of
Office E q u ip m en t.......................... 786.87
N otes and  A ccounts P ay ab le___  87,775.48
A ssociated D ealers’ D eposits___  1,275.00
A ccrued S ta te  an d  Local T ax es .
Accrued F edera l Incom e T a x . . .
R eserve for P rice  R eduction,
new  c a rs ........................................
R eserve for Selling  Expense,
used c a r s ................... .....................
C apital S to ck ............... ..................... 50,000.00
Surplus, J a n u a ry  1, 1924...............  46,120.20
N et Profit, 1924.............................. 14,160.05
(4)
(6 )
1,015.76
751.42
(5) 1,931.07 
(3) 2,190.17
(1)
(2 )
(3)
(4)
2,867.87
74.89
2,190.17
1,015.76
$7,183.46
51,913.95
1,150.00
34,946.75
14,601.19
19,269.01
57,000.00
2,579.98
4,750.50
3,083.80
4,000.00
751.42
$201,230.06
$1,372.73
786.87
87,775.48
1,275.00
1,015.76
751.42
1,931.07
2,190.17
50,000.00
46,120.20
8,011.36
201,490.33 8,831.18
PAYASURIDE AUTO SALES COMPANY 
Work Sheet for Trial Balance after Closing December 31, 1925
8,831.18 201,230.06
P e r Books
D e b i ts
Cash ...................................................  $8,785.49
N otes and A ccounts R eceivable. 55,989.71
C ontract D eposits ............................ 1,300.00
Inven to ry , new  c a rs .......................  35,208.84
Inventory , used c a rs .....................  14,914.60
Inven to ry , p a r ts  an d  accessories 21,322.50
Stocks and  B onds............................ 67,774.00
P repaid  E x p en ses............................ 2,852.04
M achinery  and  T ools.....................  7,186.75
Office E q u ip m en t. . .......................... 3,188.99
S urp lus D ebits:
D ividends ................................  2,000.00
F edera l Incom e Tax paid
for 1924..................................  751.42
F edera l Incom e Tax, 1925..
A d justing  E n trie s  
Dr. Cr.
(5) $278.95 (1) $2,867.87
A djusted 
T ria l B alance 
$8,785.49 
53,400.79 
1,300.00 
35,208.84 
14,914.60 
21,322.50 
67,774.00 
2,852.04 
7,186.75 
3,188.99
2,000.00
(9) 2,269.75
(8) 751.42
221,274.34
C r e d its  = = = = =  
R eserve fo r D epreciation of Ma­
ch inery  and T ools.....................  $2,567.49
R eserve fo r D epreciation  of
Office E q u ip m en t........................ 1,105.51
N otes and  A ccounts P a y a b le .. . .  86,788.30 
A ssociated D ealers’ D e p o s its .. .  1,350.00 
A ccrued S ta te  and  Local T axes.
A ccrued F edera l Incom e T a x . . .
R eserve fo r P rice  R eduction,
new  c a r s ........................................  3,812.20
R eserve fo r Selling  Expenses,
used c a r s ........................................
C apital S tock ....................................  50,000.00
Surplus, Decem ber 31, 1 9 2 4 .. . .  56,280.25
(6) 1,233.59 
(9) 2,269.75
(7) 2,237.19
N et Profit, 1925. 19,370.59
221,274.34
(1)
(2 )
(3)
(4) 
(8 )  
( 6 ) 
(7)
2,867.87
74.89
2,190.17
1,015.76
751.42
1,233.59
2,237.19
12,919.59
(2) 74.89
(3) 2,190.17
(4) 1,015.76
(5) 278.95
2,269.75
220,203.75
$2,567.49
1,105.51
86,788.30
1,350.00
1,233.59
2,269.75
3,812.20
2,237.19
50,000.00
49,380.14
19,459.58
12,919.59 220,203.75
PAYASURIDE AUTO SALES COMPANY 
Statement of Surplus 
Jan. 1, 1924—Dec. 31, 1925
B alance Ja n u a ry  1, 1924................................................................................. $46,120.20
N et Profit, 1924....................................................................................................  8,011.36
54,131.56
D ividends Paid , 1924.........................................................................................  $4,000.00
A ccrued F edera l Incom e Tax, 1924.............................................................. 751.42 4,751.42
B alance  December 31, 1924............................................................................  49,380.14
N et Profit, 1925.................................................................................................... 19,459.58
68,839.72
D ividends Paid , 1925.........................................................................................  2,000.00
A ccrued F edera l Incom e Tax, 1925.............................................................. 2,269.75 4,269.75
B alance December 31, 1925.............................................................................  64,569.97
C. P. A. EXAMINATION QUESTIONS, 
TENNESSEE, 1926
COMMERCIAL LAW 
October 25, 1926— 9 A. M. to 1 P. M.
G ive rea so n s for  a ll  a n sw ers.
Negotiable Instrum ents
A n sw er three of th e  fo llo w in g  four  
q u e s t io n s :
1. (8  p o in ts ) :
A  n e g o tia b le  n o te  is  payab le  to  A ’s 
o rd er . H e en d o rses it  in  b lan k , a s  fo l­
lo w s :  “W ith o u t reco u rse  o n  m e, A ” and  
t h e n  fo r  v a lu e  d e liv ers  it. T h e s ig n a ­
tu r e  o f  th e  m ak er  o f th e  n o te  p roves  
to be a forgery. Is A  liab le  or not to  
th e  h o ld er , p resu m in g  a v a lid  p ro te st  
th ereo f to  have been m ade? G ive rea- 
son .
2. (8  p o in ts ) :
W o u ld  a n o te  p a y a b le  n in e ty  days  
a fte r  th e  d ea th  o f th e  m ak er  be n e g o ti­
a b le?  W h a t if  i t  w ere  p a y a b le  n in ety  
d ays a fter  th e  p a yee  becam e o f age?  
S ta te  p r in c ip le  in v o lv ed .
3. (8  p o in ts ) :
W h a t is  a  b ill o f  ex ch a n g e?  A n  in ­
la n d  b ill?  A  fo r e ig n  b ill?  A n  a ccep t­
a n c e ?  A  draft?
4. (8  p o in ts ) :
W h a t is  a  “ h o ld er  in  d u e co u rse? " If  
a p erson  ta k e s  an  u n d a ted  n o te , is  h e  a 
h o ld er  in  d u e cou rse?  I f  a  n o te  is  
ov erd u e , w il l  an  in d o rsee  be a h o ld er  
in  d u e cou rse?  I f  th e  in d o rse e  pays  
o n ly  h a lf  th e  fa ce  o f th e  n o te , w ill  he  
:be a h o ld er  in  d u e cou rse?
Contracts
A n sw er tw o  o f  th e  fo llo w in g  th ree  
q u e s t io n s :
5. (8 p o in ts ) :
W h a t is a  n ov a tio n ?
6. (8  p o in ts ) :
W h a t is  e s se n tia l b e fo re  an o ffer  can  
r esu lt  in  a co n tract?
7. (8  p o in ts ) :
W h a t are  b ro k ers and  fa c to rs?  D is­
tin g u ish  b e tw een  th e  tw o . H as a  
brok er  or fa c to r  a l ie n  fo r  h is  com ­
m is s io n ?
P artn ersh ip
Answer two of the following th ree  
questions:
8. (8 p o in ts):
Can a partnersh ip  hold rea l estate 
in its firm nam e? S tate the  reason or 
reasons for your conclusion.
9. (8 po in ts):
Can a firm sue or be sued by one of 
its own m em bers? If so, how? If not, 
why?
10. (8 p o in ts ) :
W hat causes w ill ipso facto dissolve a 
partnersh ip?
C orporations
Answer two of the  following th ree 
questions:
11. (8 p o in ts ):
Define fully  th e  rig h t of “ em inent 
dom ain,” and when m ay corporations 
exercise it?
12. (8 po in ts):
W hat is m eant by “cum ula tive  divi­
dends?” W hat is m eant by “cum u­
lative voting r ig h ts? ” F or w hat pu r­
pose are cum ulative voting righ ts usu­
ally given?
13. (8 po in ts):
W hat is the capital, and w hat the 
capital stock of a corporation? Dis­
tinguish  fu lly  between the  two.
B ankruptcy
Answer two of th e  following th ree  
questions:
14. (8 p o in ts):
A gainst whom and w hat may bank ­
ruptcy  proceedings be brought? W hat 
persons are  excepted? W hat corpora­
tions are excepted? W hat can be done 
in case of the  insolvency of a corpora­
tion?
15. (8 po in ts):
Define a “com position.”
16. (8 p o in ts):
“A” filed a petition  in voluntary 
bankruptcy , including in his schedules 
the  following liabilities: $500.00 on a 
prom issory note; $250.00 personal
taxes due th e  S ta te  of T ennessee ; 
$500.00 on  a  c la im  fo r  r e n t ;  $1 ,000.00 
fo r  a lim ony  d u e  h is  w ife ; $5 ,000 .00  on 
a  ju d g m e n t fo r  p e rso n a l in ju r ie s  in- 
cu rre d  th ro u g h  th e  neg ligence  of A ’s 
a g e n t in  o p e ra tin g  A ’s au to m o b ile ; 
$500.00 on a  c la im  fo r  d am ages fo r  ob­
ta in in g  c e rta in  sto ck  by fa lse  re p re se n ­
ta tio n s  m ade  by A.
A ll th e  h o ld e rs  of th e se  c la im s w ere 
d u ly  no tified  of th e  b a n k ru p tc y  p ro ­
ceed ings, b u t d id  n o t file p roo f of 
claim . S u b seq u en tly  A received  a  d is­
ch a rg e  in  b an k ru p tcy . W hich , if any, 
of th e  debts listed  w ere d ischarged?
F ed era l Incom e Tax
A nsw er Q uestion  17 an d  one o th e r :
17. (6 p o in ts ) :
Jo h n  Doe, a  c itizen  of th e  U nited  
S ta tes , finds i t  n ecessary , on  acco u n t of 
a ch ange  in  th e  acco u n tin g  period  of 
th e  firm  of w hich  he  is a  m em ber, to  
file h is p e rso n a l incom e ta x  re tu rn  fo r 
a  six  m o n th ’s period , w h ich  h e  does 
w ith  th e  a p p ro v a l o f th e  C om m issioner.
H is n e t incom e fo r th e  six  m o n th s ’ 
period  is $10 ,000 .00  of w hich  $5,000.00 
is e a rn e d  n e t incom e, an d  h is  p e rso n a l 
exem ption is  $3,500.00. Com pute th e  
am o u n t of ta x  due.
18. (6 p o in ts ) :
C o rp o ra tio n  XYZ, in  o rd e r  to  secure  
a d d it io n a l fu n d s  fo r  co n d u c tin g  its  b u s i­
ness, decides to call upon its  share­
ho ld e rs  fo r v o lu n ta ry  p ro - ra ta  pay­
m en ts. S ta te  to  w h a t e x te n t such  p ay ­
m en ts  w ill be t r e a te d  as incom e by th e  
G overnm en t, if  a t  a ll, an d  give th e  r e a ­
sons fo r y o u r conclusions.
19. (6 p o in ts ) :
Define “Taxable Y ear” ; “W ithhold­
ing  A g en t” ; “ F id u c ia ry .”
AUDITING 
October 25, 1926— 2 P . M. to  6 P . M.
A nsw er te n  of th e  fo llow ing  tw elve 
qu es tio n s :
1. (10  p o in ts ) :  T h is q u es tio n  m u s t 
be answ ered .
G iven th e  fo llow ing  q u estio n  an d  five 
answ ers  (one  of w h ich  is r ig h t an d  th e  
o th e rs  w ro n g ), s ta te  w hich  is th e  co r­
re c t an sw er an d  ex p la in  in  w h a t r e ­
spects th e  o th e rs  cou ld  n o t be ju stified .
Q uestion : I f  th e  p re fe rre d  stock  of a 
g iven  co rp o ra tio n  h av in g  a su rp lu s  of 
$100 ,000 .00  is 6 p e r c en t cum u la tive , 
a n d  if th e  com pany  h a s  dec la red  and  
p a id  on ly  3 p e r cen t on  th is  sto ck  since 
th e  d a te  of in co rp o ra tio n  on  Ju ly  1, 
1922, how  sh o u ld  th e  u n p a id  9 p e r-cen t 
be tre a te d  on  a b a lan c e  sh e e t a t  Ju n e
30, 1924?
A nsw er No. 1. I t  sh ou ld  be ignored .
A nsw er No. 2. T he book ba lance  of 
su rp lu s  acco u n t sh o u ld  be red u ced  by 
th e  am o u n t of th e  u n p a id  d iv idend  and  
a  spec ia l re se rv e  fo r  u n p a id  cu m u la tiv e  
p re fe rre d  d iv idends fo r  th e  sam e 
am o u n t sh o u ld  be show n.
A nsw er No. 3. A fo o tn o te  sh o u ld  be 
m ade on th e  b a lan ce  sh e e t s ta tin g  th a t  
th e re  w ere u n p a id  cu m u la tiv e  d iv idends 
on  th e  p re fe rre d  sto ck  am o u n tin g  to  so 
m any do lla rs .
A nsw er No. 4. T he book  ba lance  of 
su rp lu s  acco u n t sh o u ld  be red u ced  by 
the  am o u n t of th e  u n p a id  d iv idends, 
and a  d e fe rre d  c re d it fo r  th e  sam e 
am oun t sh ou ld  be show n.
A nsw er No. 5. T he a m o u n t of u n p a id  
d iv idends sh o u ld  be show n as a  c u r­
r e n t liab ility  o ffset by a d e fe rre d  cha rg e  
of th e  sam e am o u n t.
2. (10  p o in ts ) :
On th e  t r ia l  b a lan ce  of a  u n iv e rs ity  
a t a g iven d a te , ap p ea red  an  accoun t 
called  “ T he Jo h n  G reen leaf E ndow ­
m ent” w ith  a c red it balance of $500,- 
000.00. E x p la in  th e  n a tu re  of th a t  ac­
count an d  th e  a u d it  p ro ced u re  w hich  
should  be ad o p ted  in  connection  th e re ­
w ith.
3. (10  p o in ts ) :
W h a t is u n d e rs to o d  by  d im in ish in g  
asse ts?  Give exam ples. H ow  sh ou ld  
th is cond ition  be t r e a te d  on th e  books 
of a co p a rtn e rsh ip ?
4. (10  p o in ts ) :
Give five item s of ex p en d itu re  th a t  
should  be c lassed  u n d e r  “ M ain tenance  
of W ay .”
5. (10  p o in ts ) :
A fire in  a  m a n u fa c tu r in g  concern  
re su lted  in  a  loss on  m ach in e ry  of $5,- 
000.00; m erch an d ise  (ra w  m a te ria l)  of 
$10 ,000 .00 ; m a n u fa c tu re d  goods of 
$25 ,000 .00 ; w hich  am o u n t of $40,- 
000.00; w as ag reed  on an d  p a id  by th e  
in su rance  com pan ies. Give th e  e n tr ie s  
necessary  to  reco rd  p ro p e rly  th e  above 
tran sac tio n s  on  th e  books of th e  con­
cern.
6. (10 p o in ts ) :
A public  serv ice co rp o ra tio n  of th is  
S tate  d isposes of $1 ,000 ,000 .00  p a r 
value, f irs t m o rtg ag e  bonds a t  95 to  
m a tu re  in  20 years . Give th e  tr e a tm e n t 
of th e  d isco u n t as p resc rib ed  by th e  
Public  U tilit ie s  C om m ission.
7. (10  p o in ts ) :
In  m ak in g  an  a u d it  of a  t r u s t  e s ta te  
you find th e  fo llow ing  am o u n ts  t r e a te d  
as incom e: ( a )  P ro f it on  re tire m e n t of 
$10,000.00 bonds p a id  a t  p a r  p lu s 5 
per c e n t. (b ) D iv idend  of $500.00 due 
p rio r to  d eced en t’s  d ea th . (c) In te r ­
est on $10 ,000 .00  n o te  fo r  h a lf-y ea r to 
Ju n e  3 0 th  ( te s ta to r  h av in g  d ied  on 
M arch 3 1 s t) . (d )  D iv idend  of $1,-
000.00  fo r h a lf  - y ea r to  Ju n e  30th, 
received Ju ly  1st. W h a t critic ism , if 
any, w ou ld  you advance  in  re g a rd  to 
these  c red its?
8. (10  p o in ts ) :
You a sce rta in  th a t  a c lien t owes a 
su b s ta n tia l a m o u n t fo r a ssessm en ts  
aga in s t local benefits. No liab ility  
th e re fo r  ap p ea rs  on  th e  books. H ow  
w ould you p roceed  to  d e te rm in e  th e
a m o u n t due?  H ow  w ould  you reflec t 
such  a m o u n t on  th e  balance  sh ee t?
9. (10  p o in ts ) :
D efine th e  fo llow ing : (a )  Incom e 
B ond. (b )  C o-insu rance  C lause. (c) 
A m o rtiz a tio n . (d )  R esid u a ry  L eg a tee . 
(e )  W o rk in g  C ap ita l. ( f )  C o n tingen t 
R ese rv e . (g )  T u rn o v e r . (h )  S ubsid i­
a ry  C om pany. ( i)  In te r-d e p a r tm e n ta l 
P ro f it. ( j )  F ran ch ise .
10. (10  p o in t s ) :
On w h a t b asis  sh o u ld  an  in v en to ry  
of a c a r b u ild e r com pany  be p rep a red ?  
D eal specifically  w ith  th e  fo llow ing  
classes of m a te r ia l:  (1 )  L u m b er p u r ­
chased  fro m  a  saw  m ill in  g reen  s ta te .
(2 )  C ars u n d e r  c o n stru c tio n — fo u r- 
fifths com pleted: (a) w hen $1,000.00 
p e r c a r w ill be lo s t on  com pletion  of 
co n trac t, (b ) W hen  $1,000 .00  p e r ca r 
p ro fit w ill be rea lized . (3 )  C astings 
m a n u fa c tu re d  by  th e  com pany.
11. (10  p o in ts ) :
A v illag e  m ak es th e  fo llow ing  ap p ro ­
p ria tio n s  fo r th e  y e a r  1926, an d  a tax  
is lev ied  th e re fo r :
B ond red em p tio n  ....................  $2 ,000.00
B ond in te re s t  ............................ 800.00
S a la r ie s  .................... .................  2 ,700.00
C o n tin g en t expenses ............. 500.00
Po lice  ...........................................  1 ,600.00
P o o r .............................................  750.00
C are of s tre e ts  .........................  1 ,200.00
L ig h tin g  ......................................  950.00
E d u ca tio n  ...................................  3 ,000.00
T o ta l ..............................  13 ,500.00
H ow  sh o u ld  th e  v illag e  books be 
opened  fo r  th e  y ea r in  acco rdance  th e re ­
w ith ?  H ow  sh o u ld  co llec tions of taxes 
be reco rd ed ?  H ow  sh o u ld  d isb u rse ­
m en ts  a g a in s t ap p ro p r ia tio n s  be re ­
co rded?
12. (10  p o in ts ) :  T h is qu estio n  m u s t 
be answ ered .
You a re  em ployed  to  a u d it th e  b a l­
ance  sh ee t of a  com pany  w hich  does 
a ll of its  b u sin ess  by co n trac t. I t  ta k e s  
th em  from  six m o n th s  to  th re e  y ea rs  to 
com plete  th e ir  co n trac ts . In  th e  a s ­
se ts  in  th e  ba lance  sh ee t of th e  com pany 
a t  th e  d a te  of y o u r a u d it you find “ U n­
com pleted  C o n tra c ts .”
(a )  W h a t ex am in a tio n  of th is  item  
w ould  you fee l ca lled  upon  to m ak e?
(b ) S hou ld  th is  item  be ta k e n  in to  
co n sid e ra tio n  in  a rr iv in g  a t  th e  p ro fits  
of th e  business, an d  if so, in  w h a t m an ­
n e r?
T H E O R Y  AND P R A C T IC E — P A R T  I  
O ctober 26, 1926— 9 A. M. to  2  P . M.
A nsw er Q uestions 1, 2 an d  th re e  
o th e rs .
1. (26  p o in t s ) :
The fo llow ing  is th e  balance  sh ee t of 
th e  A. B. C om pany, J a n u a ry  1, 1925:
C ash ...........................................  $52,864.00
A ccounts rece ivab le  ............. 197,425.00
In v e n to r ie s :
R aw  m a te ria l ....................  84 ,268.00
F in ish ed  g o o d s .................. 31 ,597.00
Office fu rn . an d  fix ts..............  7 ,500.0ft
L an d  ...........................................  180 ,000 .00
B u ild in g s ................................. 150 ,000 .00
M ach inery  .................................  250 ,0 0 0 .0 0
953,654.0ft
A ccoun ts payab le  ..................  $35 ,482 .00
D iv idends p ayab le  pfd . s tk .
F eb . 1, 1925 .......................  7 ,5 0 0 .0 0
D iv idends p ayab le  com m on
sto ck  F eb . 1, 1925 ____ 1 0 ,000 .00
M ortgage bonds 20 y r. 6 per
c en t d a te d  Ja n . 1, 1925 .  100 ,000 .00
P re m iu m  on bonds ............. 5 ,000 .00
C ap ita l s tock— p fd .................  2 5 0 ,0 0 0 .00
C ap ita l sto ck — com m on. . . 5 0 0 ,0 0 0 .00
R eserv e  fo r bad  deb ts . . . .  4 ,718 .00
S u rp lu s  ...................................... 40,954.00
953 ,654.00
T he tra n sa c tio n s  fo r th e  y ea r en d in g  
J a n u a ry  1, 1926, have  been as fo llow s: 
C ash received  from  custom ers , $793 ,- 
501 .00 ; re n t received , $600 .00 ; th e r e  
h a s  been p u rch ased  1,232,000 pounds, 
of raw  m a te r ia l a t  20 cen ts p er p o u n d . 
Sales have  been $823 ,334 .00 ; d isco u n t 
an d  a llow ances on sales, $23 ,519 .00 ; 
bad  deb ts  w ritte n  off, $2,143.00.
D isbu rsem en ts have been  m ade fo r: 
A ccounts payable , $243 ,356 .00 ; F ac to ry  
expense, $7 ,489 .00 ; F a c to ry  labor, 
$351 ,426 .00 ; F a c to ry  re p a irs , $23 ,- 
843.00; Office expense, $1,927.00; Selling 
expense, $52 ,914 .00 ; S a laries, $58,- 
471.00; Taxes, $7 ,853.00.
In v en to rie s  J a n u a ry  1, 1926: R aw  
m a te ria l, 412,595 pounds, h av in g  m a r­
k e t va lu e  of 20 cen ts p er pound  and  
fin ished goods, $30,842 .00 .
T he lan d  is e s tim a ted  to  be w o rth  
$200 ,000 .00  se m ian n u a l d iv idends of 3 
per cent on p referred  and 2 per cent on 
com m on, d ec la red  in  J u n e  an d  D ecem ­
ber, payab le  A ugust 1 an d  F e b ru a ry  1 . 
R eserves fo r d ep rec ia tio n  of b u ild in g , 
3 p er cen t; m ach inery  5 p e r ce n t; office 
fix tu res 10 p er cen t. B ad an d  d o u b tfu l 
deb ts re se rv e  shou ld  be 2 p er cen t of 
accoun ts receivab le .
P re p a re  a n  o p e ra tin g  s ta te m e n t and  
balance  sh ee t as of Ja n u a ry  1, 19 26.
2. (26 p o in ts ) :
T he firm  of “ A ” and  “ B ” have  th e  
fo llow ing  s ta te m e n t:
S to re  ...........................................  $15 ,000.00
A ccounts r e c e iv a b le .............  12 ,000.00
C ash ...........................................  9 ,000.00
F u rn i tu re  an d  fix tu res . . . .  2 ,800 .00
M erchand ise  ............................ 37 ,000.00
M iscellaneous eq u ip m en t . . 4 ,200.00
80,000.00
A ccounts p a y a b l e .................. $10 ,000 .00
N otes payab le  .......................... 5 ,000.00
A, c a p ita l ................................. 30 ,000.00
B, c ap ita l .................................  35,000.00
80,000.00
“ C” is ad m itted  as a  specia l p a r tn e r  
w ith  th e  fo llow ing  a rra n g e m e n t: “ C” 
to  c o n tr ib u te  $30,000.00 and  to  be en ­
title d  to  o n e -th ird  of th e  p ro fit fo r  o n e  
year. B efore  m ak in g  th e  c o n tr ib u tio n , 
th e  fo llow ing  changes to  be m ade in  th e
books: S to re  to  be m a rk e d  dow n 5 p e r 
c e n t; a llow ance fo r  d o u b tfu l accoun ts  
to  be  c rea ted  a m o u n tin g  to  2 p e r cen t; 
m erch an d ise  to  be rev a lu ed  a t  $35,-
000 .00 ; fu rn itu r e  an d  fix tu res  to  be 
va lu ed  a t  $2 ,500 .00 . A t th e  end  th e  
a m o u n t of goodw ill to  be fixed a t  th re e  
tim es  th e  n e t p ro fits  fo r  th e  y e a r  in  
excess of $20 ,000 .00 , th is  goodw ill to  be 
s e t up  on th e  books, th e  co rre sp o n d in g  
c re d it be ing  to  “ A ” an d  “ B ” equa lly—  
“ A ,” “ B ” an d  “ C” each  to  d raw  $3,-
000 .00  in  cash , t h e re m a in in g  p ro fits  to  
be c a rr ie d  to  th e i r  c a p ita l accoun ts.
D u rin g  th e  y ea r th e  fo llow ing  t r a n s ­
ac tio n s  to o k  p lace : M erchand ise  b o u g h t 
on  c red it, $240 ,000 .00 ; cash  pu rch ases, 
$ 2 5 ,000 .00 ; cash  sa les, $125 ,000 .00 ; 
sa les  on  c red it, $ 1 7 5 ,000 .00 ; accoun ts 
p ayab le  p a id  (face , $245 ,000 .00 , d is­
count 2 p e r cen t), $240,100.00; ac­
co u n ts  rece ivab le  co llec ted  (face , $170 ,
000 .00 , a ll  n e t except $50 ,000 .00 , on 
w h ich  2 p e r cen t a llo w ed ), $169 ,000 .00 ; 
b u y in g  expenses, p a id  cash , $1 ,500 .00 ; 
se llin g  expenses, p a id  cash , $21 ,000 .00 ; 
d e liv e ry  expenses, p a id  cash  $9 ,000 .00 ; 
m an ag e m en t expenses, p a id  cash , $4,- 
500 .00 ; m isce llaneous expenses, pa id  
cash , $ 3 ,000 .00 ; in te re s t  on  n o tes  pay ­
able, pa id  cash, $250.00; p a rtn e rs  each 
w ithd rew  $3,000.00 cash as agreed.
In  c losing  th e  books fo r  d e te rm in in g  
p ro fits  an d  goodw ill, th e  fo llow ing  w ere  
a g re e d  u p on : V alue  o f m e rch an d ise  on 
h an d , $60 ,000 ; d ep rec ia tio n  on s to re , 
$285 .00 ; ad d itio n a l a llow ance  fo r  
d o u b tfu l d eb ts , $165 .00 ; fu rn itu r e  an d  
fix tures w ritten  down $200.00.
G oodw ill h av in g  been  e s tim a ted  and  
d u ly  en te red , “ C” th e n  c o n tr ib u te s  
en o u g h  cash  so th a t  h is  c a p ita l a cco u n t 
e q u a ls  ju s t  o n e -th ird  of th e  to ta l  cap­
ita l.
P re p a re  s ta te m e n ts  show ing  how  th e  
accoun ts  a re  to  be a d ju s te d  an d  th e  
b a lan ce  sh ee t a f te r  th e  final a d ju s tm e n t.
3. (16  p o in ts ) :
In  s e t t in g  up  th e  b a lan ce  sh e e t of a 
co rp o ra tio n  w hich  h as  a n  issue  of 100 ,-
000 sh a re s  of sto ck  o f no p a r  v a lu e , 
b u t a  s ta ted  value of $5.00 a  share , 
a n d  a n  excess of a sse ts  o ver liab ilit ie s  
am oun ting  to  $1,500,000.00, how  would 
you show  th e  c a p ita l on th e  b a lan ce  
sh ee t?
4. (16  p o in t s ) :
A firm  m a n u fa c tu r in g  b u t one  g rad e  
o f c loaks, in su re d  a g a in s t b u rg la ry , 
c la im s to  have  been  rob b ed  on th e  n ig h t 
of S ep tem b er 10. T h e  p roo f of th e  
loss filed by  th e  a ssu re d  co n ta in ed  tw o 
item s for 600 cloaks, $12,000.00; silk-
1,000 y a rd s , $1 ,500 .00 . A n in v en to ry  
of th e  sto ck  on  h an d , co n sis tin g  of 
cloaks, clo th  and silk , had  been taken  
J a n u a ry  1, a m o u n tin g  to  $118 ,500 .00 , 
th e  p a r t ic u la rs  of w h ich  h av e  been lo s t 
o r  destro y ed .
An an a ly s is  of th e  f irm ’s books p ro ­
duced  th e  fo llow ing  in fo rm a tio n : P u r ­
ch ase  of c lo th , 37 ,500 y a rd s , a t  $1 .00 ; 
p u rch ase s  of s ilk , 10 ,000 y a rd s , a t 
$2.00; 6,000 cloaks w ere m anufactu red , 
consum ing  c lo th , 40,000 y a rd s , a t  
$1 .00 ; s ilk , 10 ,000 y a rd s , a t  $2 .00 ;
9,000 c loaks w ere  so ld  be tw een  J a n u a ry  
1 an d  S ep tem ber 10. C ost of sa les, per 
c loak , fo r  m a te r ia l, $10 .00 ; cost of 
sa les, p e r cloak , fo r  la b o r  an d  s u n ­
d ries , $7.00.
In v en to ry , S ep tem b er 11: 2,500 
cloaks, a t  $17 .00 ; 12 .500 y a rd s  c lo th , 
a t  $1 .00 ; 5 ,000 y a rd s  silk , a t  $2.00.
P re p a re  a  re p o r t  p ro v in g  o r d isp ro v ­
in g  th e  claim .
5. (16  p o in ts ) :
“ A ” an d  “ B ” fo rm  a  p a rtn e rsh ip , “ A ” 
in v es tin g  $30 ,000 .00  an d  “ B ” in v es t­
ing  $50 ,000 .00 . T hey  a g re e  to  sh a re  
expenses, p ro fits  a n d  losses equally . 
T hey  fu r th e r  a g re e  to  an d  do leave  th e ir  
o rig in a l in v es tm en ts  in ta c t. A t th e  end  
of th e  f irs t y ea r, th e  p ro fits  fro m  th e  
o p e ra tio n s  of th e  b u sin ess  a m o u n t to  
$30 ,000 .00 , a g a in s t w h ich  “A ”  has 
d raw n  in  tw elve  eq u a l m o n th ly  in ­
s ta llm e n ts  on  th e  la s t  day  of each  
m o n th  an  a g g re g a te  a m o u n t o f $9 ,000.-
00. “ B ” h a s  d raw n  a g a in s t h is  p ro fits  
on  th e  la s t day  o f each  q u a r te r  th e  sum  
of $2 ,500.00.
P re p a re  jo u rn a l e n tr ie s  a d ju s tin g  in ­
te r e s t  a t  5 p e r c en t p e r an n u m  betw een  
th e  p a r tn e rs  in  re sp ec t to  b o th  th e ir  
in v es tm en t an d  d raw in g  accoun ts  and  
re n d e r  s ta te m e n ts  show ing  th e  am o u n t 
each  p a r tn e r  h a s  in th e  b u sin ess  a t  th e  
end  of th e  y ea r.
6. (16  p o in t s ) :
A co rp o ra tio n  issued  10 -year firs t 
m o rtg ag e  bonds on  A p ril 1, 1926, b e a r ­
in g  6 p e r c en t in te re s t , p ay ab le  sem i­
an n u a lly  (A pril and  O ctober). The 
bonds p rov ided  fo r  a n n u a l c o n tr ib u tio n s  
to  a  s in k in g  fu n d  tru s te e , a  t r u s t  com ­
pany , th a t  a llow ed  2 p e r c en t com ­
pound  in te re s t . T he bonds w ere  so ld  
a t  a  p rem iu m  an d  p ay m en t w as received  
th e re fo r  on  A p ril 1, 1926. Show  pro  
fo rm a  e n tr ie s  as of th e  fo llow ing  d a te s :
(a) A pril 1, 1926; (b) October 1, 1926;
(c) A pril 1, 1927, an d  (d )  A pril 1, 
1936.
7. (16  p o in ts ) :
T h e  d irec to rs  of th e  C h arles  M anu­
fa c tu r in g  C om pany  decide  to  ch an g e  
th e i r  p lan  of cap ita liz a tio n  by  re t ir in g  
th e i r  com m on sto ck  an d  issu in g  p re ­
fe r re d  sto ck  a n d  new  com m on stock  in  
place of it. On D ecem ber 31, 1925, th e ir  
books show ed $1 ,000 ,000 .00  com m on 
stock  an d  $300 ,000 .00  su rp lu s . T he 
new  p lan  offered  each  com m on s to ck ­
h o ld e r 1.3 sh a re s  of p re fe rre d  sto ck  an d
1 sh a re  of new  com m on sto ck  fo r  each 
sh a re  of o ld  com m on stock , f ra c tio n a l 
sh a re s  of $6,400.00 to  be redeem able 
in  cash . A m endm en ts  to  th e  a r tic le s  of 
in co rp o ra tio n  w ere  d u ly  m ade  p rov id ing  
an  au th o r iz e d  a m o u n t of $1 ,500 ,000 .00  
of p referred  stock and  $2,000,000.00 of
common stock. On A pril 1, a ll exchanges 
h ad  been  com pleted  w ith  th e  fo llow ing  
excep tions: U n issued  com m on stock ,
1,000 sh a res ; un issued  p re fe rred  stock, 
1 ,300; f ra c tio n a l sh a re s , $300 .00 . T he 
p a r  v a lu e  of each  k in d  of sto ck  is $100 
p e r sh a re .
D ra ft th e  n ecessa ry  jo u rn a l e n try  o r 
en tr ie s  to  re co rd  th e  above changes.
TH E O R Y  AND PR A C T IC E — P A R T  I I  
O ctober 27 , 1926— 9 A. M. to  2  P . M.
A nsw er Q uestions 1, 2 an d  th re e  
o th e rs .
1. (26 p o in ts ) :
T he fo llow ing  t r ia l  b a lan ce  w as ta k e n  
fro m  th e  books o f th e  M oore & Sm ith  
H a rd w are  C om pany, a s  of D ecem ber
31, 1925:
Cash on hand  ........... $100
Cash in  bank  ........... 3,000
Sales ............................ $1,150,000
D iscounts on p u r­
chases .....................  20,000
In te re s t on no tes re ­
ceivable .................  1,000
A ccounts receivab le . 150,000
N otes receivable ___  10,000
C apital stock ............. 200,000
R eal e sta te  .................  50,000
B uild ings ...................  200,000
E quipm ent .................  50,000
H orses, w agons and
h arn ess ...................  5,000
M otor tru ck s  .............  5,000
In su rance  ...................  2,000
Taxes .......................... 5,000
P urchases ...................  900,000
D iscounts on  sales,
cash  .......................... 20,000
W ages of m en in
w arehouse .............  25,000
S alaries of d ep a rt­
m en t m anagers  . .  10,000 
S alaries of office as­
s is ta n ts  .................  5,000
D rivers, team ste rs ,
e tc ................................. 5,000
H orse feed .................  2,000
A uto expense ........... 1,500
Inven to ries, as a t  
J a n u a ry  1, 1925 . .  300,000 
Inven to ries of horse 
feed, au to  accessor­
ies, etc., a t  J a n u ­
a ry  1, 1925 ............  3,000
Inven to ries of s ta ­
tionery , ad v e rtis ­
ing , etc., a t  J a n u ­
ary  1, 1925 . . . . . .  2,000
Office supplies, s ta ­
tionery , etc...............  3,000
A dvertising  ...............  50,000
Salesm en’s s a la r ie s . 20,000 
Salesm en’s  com m is­
sions ........................ 11,000
In te re s t on notes
payable ...................  10,000
D ividend on capita l,
6 per cen t .............  12,000
N otes payable ........... 250,000
A ccounts payable . .  150,000
R eal e sta te  n o t used
in  business .............  150,000
Inves tm en t in  Union 
H otel Co. (cost) . . .  50,000 
S p rink le r system , a t  
face of co n trac t . .  10,000 
L iability  on sp rin k ­
le r s y s t e m ...............  8,000
S urp lus ............... .. 290,600
2,069,600 2,069,600
On D ecember 31, 1925, th e  com pany 
authorized th e  issue of $300,000.00 cum u­
lative 7 per cen t p re fe rred  stock and  sold 
sam e to th e  Caldwell Investm en t Com­
pany a t 90 per cent, g iv ing  also  a  bonus 
of $30,000.00 com m on stock. $70,000.00 
common stock w as sold to  th e  p resen t 
stockholders a t  p ar, th e  to ta l issue of 
common stock being $300,000.00. Of the  
proceeds of these  sales th e  sum  of $150,-
000.00 w as to  be expended on new  build­
ings, th e  balance to be re ta in ed  for w ork­
ing capital.
Ja n u a ry  2, 1926, a div idend of $40,000.-
00 was declared payable on Ja n u a ry  15, 
1926.
The inven to ries a t  D ecem ber 31, 1925, 
were: M erchandise, $325,000; horse feed, 
auto accessories, $1,000.00; sta tionery , ad­
vertising , $1,500.00.
Of the  in su rance  paid  $500.00 applies 
to th e  year 1926 and also $1,500.00 of th e  
taxes.
The sp rin k le r system  w as in s ta lled  on 
July 1, 1925. Of th e  con trac t price, $2,-
000.00 w as paid on th a t  d a te  and th e  sum  
of $2,000.00; is payable on each date, Aug­
ust 1, 1926, 1927, 1928 and 1929.
Two thousand  do lla rs of in te re s t ap ­
plies to  th e  period subsequent to  J a n u ­
ary  1, 1926.
The depreciation  on bu ild ings for the  
year is $10,000.00 and on equipm ent $5,-
000.00. The rea l es ta te  n o t used in  busi­
ness has apprecia ted  $50,000.00, w hile 
th a t used in  business h as  been appraised  
a t $75,000.00.
F rom  th e  foregoing tr ia l  balance and 
data p repare an  incom e and profit and 
loss account for th e  y ear and a balance 
sheet as a t D ecem ber 31, 1925.
2. (26 p o in ts):
Assum e th a t th e  Tennessee M otor Com­
pany w as incorporated  in  D elaw are on 
Jan u ary  2, 1925, to acqu ire  th e  business 
of the  T ennessee A utom obile Corpora­
tion. The au thorized  cap ita l stock of th e  
Tennessee M otor Com pany is $2,000,000.-
00, 7 per cen t cum ulative p referred , and
600,000 shares of comm on stock of no 
specified value.
The balance sheets of the  T ennessee 
Automobile C orporation  on J a n u a ry  1, 
1925, and Ja n u a ry  1, 1924, w ere as fol­
lows:
ASSETS
1925 1924
Cash on hand and
on deposit ............ $564,747 $1,173,135
Notes and accounts
receivable ............ 2,873,383 1,049,005
Investments ............ 530,702 401,127
Merchandise inven­
tories ..................... 5,860,948 3,327,301
Real estate, bldgs.,
machinery .......... 3,184,278 2,215,831
Goodwill .................. 1 1
Prepaid expenses . . 37,480 27,863
13,051,539 8,194,263
L IA B IL IT IE S
Notes payable ......... $3,000,000 $250,000
Accounts payable . .  1,040,799 437,283
D ealers’ con trac t de­
posits .....................  105,662 90,326
Accrued accounts . .  243,821 73,969
4,390,282 851,578
P ro p rie ta ry  in te re s t:
P re fe rred  stock  . .  $1,400,000 $1,100,000 
Common stock . . .  5,000,000 5,000,000 
C ontingent reserve 136,783 145,764 
S urp lus .................  2,124,474 1,096,921
A ccounts payable, se­
cured .............................. 10,000
A ccounts payable, un ­
secured .........................  50,000
A ccrued payro ll .............  1,700
A ccrued in te re s t on
m ortgage  loan ...........  1,800
Accrued in te re s t on o th ­
e r  notes payable . . . .  350
S urp lus ..............................  13,500
C apital stock ................. 50,000
8,661,257 7,342,685 
T he p re fe rred  stock of th e  old corpora­
tion  w as exchanged for th e  fu ll am oun t 
of th e  p re fe rred  stock in  th e  new  com­
pany. Of th e  new  com pany’s common 
stock, 200,000 sh a res  w ere exchanged for 
th e  common stock of the  old corporation,
200,000 shares  w ere unissued  a t  th e  p res­
ent, and  th e  rem ain in g  200,000 shares 
w ere offered fo r public subscrip tion  a t  
$35.00 p e r share. T he tran sac tio n s  in  
th is  p o rtion  of  th e  stock a re  as follows:
50,000 shares  sold a t  $32.00 per share ,
100,000 sh ares  sold a t  $36.00 p e r share ,
50,000 shares  sold a t  $34.00 per share .
T he new  com pany expects to m a in ta in
a div idend policy on common stock a t 
$3.00 per sh a re  p e r annum .
You are  asked to  p repare : (a) th e  open­
ing  balance sheet of the  Tennessee M otor 
Company, as of J a n u a ry  2, 1925, assum ­
ing  th a t  th e  common shares  w ere sold 
for cash on th a t  day. (b) W hat is th e  
book value of a  share  of common stock in  
th e  new  com pany? (c) How would you 
account fo r the  sale of stock a t  $32.00- 
$36.00 p e r share?  (d) P rep are  a  com­
p ara tiv e  s ta tem en t of assets, liab ilities, 
and  p ro p rie ta ry  in te re s t of th e  T ennes­
see A utom obile C orporation  by sho w in g  
increases fo r each of th e  item s listed .
3. (16 p o in ts):
T he R andolph  and M adison N ovelty 
Company m anufactu red  th e  “S h riek” 
autom obile h o rn  and a s  a  sideline also 
m anufactu red  th e  “H andy” troub le  lam p. 
I t  w as a  ver y  profitable business u n til a  
new  h o rn  w as p u t on th e  m ark e t w hich 
w as received w ith  such favor by the  
public th a t  i t  w as no longer possible to  
sell th e  “S hriek .” T he com pany w as 
very  soon in  difficulties and  a  receiver 
w as applied fo r on October 31, 1925, a t  
w hich tim e  th e  books showed as follows:
L and and  bu ild ing  a t
cost ................................  $35,000
M achinery and  equip­
m en t a t deprec. v a lu e . 25,000 
Inven to ry  of raw  m a­
te r ia l and  supplies . .  30,000 
Inven to ry  of finished
stock ..............................  60,000
A ccounts and notes re ­
ceivable:
Good .......................... 15,000
D oubtful ...................  15,000
Bad ............................ 7,000
D eferred  charges, adver­
tis in g  cam paign  ......... 30,000
U nexpired in su rance  . .  350
B ank loans .......................  $30,000.
O ther notes p a y a b le .. .  40,000
M ortgage loan on rea l
esta te  ............................ 20,000
217,350 217,350
T h e  land  and bu ild ings have appreci­
ated  and now  have a  m ark e t value of 
$40,000, b u t th e  m ach inery  and  equipm ent 
w ould have very  li tt le  value to  any  o th e r 
concern, and i t  is estim ated  th a t  i t  can 
n o t be sold for m ore th a n  sc rap  value 
of $5,000. The inven to ry  of raw  m a te ria l 
and supplies has increased because of a 
rise  in  th e  m ark e t and i t  is  expected to 
b rin g  $35,000, b u t th e  finished stock can 
be sold only a t  b arga in  prices and w ill 
probably  b rin g  n o t m ore th a n  $10,000. 
I t  is es tim ated  th a t  $2,500 w ill be realized  
on th e  doubtful accounts and  no th in g  on 
th e  accounts classified as bad. I f  can­
celled a t  th e  sh o rt ra te  th e  in su rance  
policies w ill b rin g  $300.
A n offer has been received to  purchase 
th e  exclusive rig h ts  to  th e  trad e  nam e 
“H andy” troub le  lam p for a considera­
tion  of $3,000.
T he bank  loan is secured by th e  de­
posit of w arehouse receip ts covering a ll 
th e  raw  m a te ria l and supplies, and  th e  
secured accounts payable c red ito rs have 
received assignm ents of accounts receiv­
able of an  equal face value and w ill be 
fu lly  satisfied from  th e  collections 
thereon .
P rep are  a  s ta tem en t of affairs and a 
deficiency account fo r subm ission to  th e  
c red ito rs and  stockholders.
4. (16 po in ts):
In  w hat section of th e  balance sheet 
and in  w h a t o rder would you show the  
follow ing item s: W ages, accounts pay­
able, taxes, no tes payable, in te re s t ac­
crued payable?
5. (16 p o in ts):
P rep are  e sta te  and  d is trib u tio n  ac­
counts of C harles C arm ichael (w idow er), 
deceased, Septem ber 30, 1912, who le ft 
th e  follow ing p roperty :
L ife in su rance  ..................................  $33,750
H ousehold effects, appra ised  . . .  2,500
R eal esta te , appra ised  ...................  37,500
B ank  account ....................................  7,500
Inv es tm en t secu rities  (m ark e t
Septem ber 30, 1912) ...................  60,000
141,250
C u rren t debts a t  tim e of death , $3,000.- 
00; funera l expenses, $475.00; law  ex­
pense and  inheritance  tax , $9,000.00.
T he securities realized  $65,000.00, and 
th e  house effects n e tted  $3,750.00.
T he special bequests (tax  free) w ere 
$3,750.00.
T he eldest son, John , elected to  accept
th e  option h is  fa th e r had  g ran ted  h im  
of tak in g  the rea l e sta te  a t  $40,000.00.
T he residue w as to  be divided equally  
am ong th e  th ree  sons, John , Jam es and  
W illiam , who w ere requ ired  to  b rin g  in to  
hotchpot, or collation, m oney advanced 
to  them  five years back, to  w it: $17,500.00, 
$21,250.00, and $10,000.00, respectively.
6. (16 p o in ts):
T he follow ing tr ia l  balance is  a correct 
s ta tem en t of th e  balance b rough t down 
in  th e  ledger of M essrs. T ru s t and Suffer 
on D ecem ber 31, 1925, by Jo h n  T rusted , 
th e  cash ie r and bookkeeper, before h is 
sudden departu re :
Cash ..................................  $900
C apital .............................. $75,000
M erchandise ...................  68,000
A ccounts receivable ___  41,600
N ail Co. stock ...............  5,000
Notes payable .................  32,000
P urchase  cred ito rs . . . .  26,500
E xpense ............................ 14,700
Mr. T ru s t .........................  7,300
Mr. Suffer .......................  4,000
137,500 137,500
T he inven to ry  value is found to be 
$52,000. T he closing en trie s  a re  deferred  
and  a com plete au d it is m ade, w hich con­
firm s th e  above balances as to  receivables 
and payables to be ac tua lly  ex isting , and 
th a t th e  accounts a re  co rrect w ith  the  
follow ing exceptions:
C ash: D ebit footing sh o rt of $2,000; 
cred it footing  over $1,000; also false 
charges to  expense of $3,000 in  cash book.
M erchandise: False  deb it en try  of $20,-
000 in  ledger.
A ccounts receivable: False  c red it en­
try  of $5,000 and excess c red it footing  of 
$2,000 in  ledger, rep resen ting  unen tered  
collections.
N otes payable: F alse  cred it en try  of 
$6,000 an d  sh o rt debit footing  of $3,000 
in  ledger, rep resen ting  notes issued w ith ­
out accounting for th e  proceeds.
Sales book: Sales of $1,000 to  accounts 
receivable no t posted to  deb it b u t col­
lected in  full.
D raft th e  en trie s  p roperly  to ad ju s t and 
close th e  accounts, co nstitu ting  an  ac­
count ag a in s t John  T rusted  for th e  to ta l 
defalcation . P resen t th e  balance sheet.
7. (16 p o in ts):
B lackm an and Company of Chicago 
agree w ith  W h ittak e r and Company to 
sh ip  on jo in t account a carload of goods 
on consignm ent to  Seattle. The invoice 
p rice of th e  goods is $4,000 less 5 per 
cent. B lackm an and Com pany pay the  
hau ling , in su rance  and fre ig h t charges 
am ounting  to  $200 and give to W hittak e r 
and  Company, M arch 1, 1925, a  s igh t 
d ra f t on th e  consignees fo r $2,000 as p a rt 
paym ent for the  goods. On May 1, 1925, 
B lackm an and  Company receive an  ac­
coun t sales from  th e  consignees and  th e ir  
check for $6,000 as th e  n e t proceeds of 
th e  consignm ent. They th en  pay W hit­
ta k e r  and  Company th e  balance due them . 
In te re s t is calculated  a t 6 per cent.
P rep a re  jo in t consignm ent account and 
th e  account to  be rendered  by B lackm an 
and Company to  W h ittak e r and Company.
HOW SECRETARY HOOVER
CAN COOPERATE WITH 
PUBLIC ACCOUNTANTS
(C ontinued fro m  page  106.)
In the course of your daily work 
you will often find a concern which 
has frozen assets, consisting of 
huge inventories of catalogued 
goods, for which there is no con­
sumer demand. But the manufac­
turer is unwilling to take such 
articles out of the company’s 
catalog unless his competitors will 
do the same. By telling your 
clients of our service in bringing 
about voluntary group action, by 
which the obsolete, unnecessary 
and slow-moving catalog items are 
eliminated, you will be rendering 
them a real service. And if they 
will then write to us we may be 
able to cooperate with them in de­
veloping their simplification plans.
During the few years of this in­
tensive work of our Division, more 
than sixty industrial groups have 
proposed, approved, adopted, and 
put into effect their own Simplified 
Practice Recommendations and 
more than 100 other groups are 
working out their plans through 
surveys and committees. More 
than 300 such groups have re­
quested the Division’s cooperation 
in eliminating excessive variety in 
their products.
Naturally the value of these rec­
ommendations depends upon their 
universal adoption and in your ca­
pacity as advisors you can do much 
in impressing upon your clients the 
benefits not only of making a sim­
plified list of articles but of pur­
chasing from such lists when pos­
sible. Our belief in the power of 
your association, united upon such 
a project, is so great th a t we urge 
you to become a real part of this 
nation-wide elimination of waste 
movement.
The work of our Division is but 
an indication of some of the inter­
esting and valuable work now being
done a t Washington. I should like 
to tell you of the Bureau of Budget, 
the Federal Specifications Board, 
the Bureau of Standards and the 
other Bureaus and Divisions of the 
Department of Commerce, for I 
feel th a t you would then be proud 
of the constructive work which is 
being done to benefit American in­
dustry.
I hope th a t through this rather 
sketchy picture I have drawn, you 
will have gathered the fact tha t 
we shall welcome the opportunity 
to cooperate with and be of serv­
ice to you and you may be sure 
tha t we shall look forward to as­
sisting you, if possible, in solving 
your problems.
Mr. Hoover has said th a t the 
object of the Department of Com­
merce, as is the object of all gov­
ernment, is “to make the living of 
the American citizen better.”
And it is for th a t reason th a t we 
offer to you and through you to 
your clients, the wholehearted co­
operation of the Department of 
Commerce.
SYMPOSIUM ON BUDGET 
MAKING
(C ontinued from  page 114.)
able facts. So with the budget, it 
deals with the fu ture on the basis 
of determined estimates, and for 
this reason is needed. Together 
the two methods furnish all the 
information which can be obtained 
concerning the undertaking. They 
are complementary, and equally 
necessary to a full understanding 
of the business.
The real limit to the value of 
these statem ents lies in the per­
sonal element. I t is the experi­
ence, the training, and the ability 
of those who prepare them.
In the case of the Balance Sheet 
and the Profit and Loss Account, 
this limitation has been strikingly 
appreciated. I t is recognized th a t 
their final review is the function of 
a separate profession, the public 
accountant. Today the last word 
in financial statements is their
preparation by a member of th a t 
profession. Statements th a t are 
not audited require an excuse, and 
only when the accountant’s report 
has been received can the business 
man say he has gone as fa r  as 
possible in securing information.
In the preparation of the budget, 
a great diversity of facts may be 
used. When we examine th is data, 
varied as it may be, we observe 
that it is the same or practically 
the same as th a t used in the many 
tests and expedients to which we 
resort in auditing. A somewhat 
similar idea has been expressed by 
the w riter of a recent work on 
budgets: “To the extent th a t a 
business has established an effec­
tive accounting method, to th a t ex­
tent it is prepared to apply the 
budget principle." I t is our past 
experience which provides the 
knowledge from which to make de­
ductions as to the future.
Following this line we therefore 
say th a t a budget is not complete, 
is not final, and has not reached 
its limit of effectiveness, until it 
has been audited by the account­
ant.
But the question arises, how can 
you audit an estim ate? For it is 
of such th a t a budget is composed. 
Is it not ra ther th a t a budget is the 
product of known facts extended 
and adjusted as a definite program 
of procedure, and th a t every “es­
timate” used, has or can have a 
definitely recorded basis which is 
susceptible of review and audit? 
Is it not in fact, through this meth­
od of audit th a t the budget may be 
taken from the field of surmise and 
placed in the field of definite use­
fulness ?
Let us take a common and ob­
vious proposition. In auditing we 
see th a t every item in the balance 
sheet a t the beginning of the per­
iod appears in the profit and loss 
account for the period or else in 
the closing balance sheet. This is 
obviously a proposition applicable 
to the budget. I t  is one example 
of “co-ordination,” a word we fre­
quently use in connection with the
budget. But how many budgets, 
not reviewed by accountants, will 
be found worked out by this 
method ?
Nevertheless this aspect of the 
subject, this fact th a t the limit of 
its  effectiveness lies in accounting 
review has been passed by. In the 
works we have examined, there is 
no reference to it. Indeed, the 
contrary attitude apparently ex­
ists. The same writers previously 
quoted, preface their work with 
this statem ent: “The danger tha t 
confronts the budget is th a t tech­
nicians will seize upon it and, by 
enshrouding it in mystery, discour­
age practical business men from 
testing its m erits.”
If by technician we mean one 
skilled in his particular art, who 
else is there to properly prepare it, 
and who but the technically trained 
auditor can review it ?
There is one reason why we have 
not heard more of this technical
side, this personal limitation, and 
perhaps, we cannot deal practically 
with th a t reason beyond stating it. 
The budget today is not put to 
the test of the auditor’s scrutiny 
because it  presents the last refuge 
of those managers who wish to de­
ceive themselves. W ith the in­
come tax collector on one hand, and 
the stockholder on the other, the 
management is required to have an 
audit of the accounts. But there 
is no such compulsion in regard to 
the budget. They may estimate to 
their hearts content, and show 
their stockholders, superiors and 
subordinates, how prosperous the 
fu ture will be. When the actual 
results show discrepancies, the 
management will remind you, why, 
it was only a budget anyway.
References:
1. A pplied  B u dgeting , by B ru ire  an d  
L aza ru s , page 7.
2. A pplied  B u d g e tin g , by B ru ire  an d  
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STATE SOCIETY NEWS
M assachusetts
The Massachusetts Society of 
Certified Public Accountants held a 
Round Table Conference on Tues­
day evening, March 1, 1927, in the 
Chamber of Commerce Building, 
Boston.
The discussion on the subject of 
“The Treatm ent of Taxes on the 
Balance Sheet” was led by J. Ches­
te r Crandell. He advocated accru­
ing the provisions for Federal 
taxes and the income proportion 
of the M assachusetts State tax  
monthly from January 1st. The 
corporate excess portion of the 
Massachusetts tax  should be set up 
as of April 1st and w ritten off over 
the twelve-months period in the 
same way as th e  local tax  provis­
ion.
The next subject was “Verifica­
tion of Cash,” in which Edward J. 
McDevitt, Jr., led the discussion. 
The Society concurred in his con­
clusion th a t the checking of the
footings was an im portant part of 
the audit and can not be eliminated.
Homer N. Sweet led the discus­
sion on “The Wording of the Audit 
Certificate.” In response to ques­
tions propounded the Society con­
cluded th a t it was highly desirable 
th a t the certificate contain the 
phrase “in our opinion” as any 
financial statem ent or certificate 
was a m atter of opinion. I t  was 
also felt th a t the balance sheet 
should contain a note referring to 
any judgm ent which might have 
been rendered in a suit afte r the 
date of the balance sheet but prior 
to the date of preparation.
M innesota
The newly organized Minnesota 
Society of Public Accountants is 
reporting splendid progress. I t is 
expected th a t within a short tim e 
a majority of the certified public 
accountants in the State will have
become actively interested in the 
Society.
The president of the society, 
Charles H. Preston, visited us on 
March 28 and reported th a t the 
membership had now reached 90 
per cent.
New York
The regular monthly meeting of 
the New York State Society of 
Certified Public Accountants was 
held a t the Waldorf-Astoria Hotel, 
New York City, on Monday even­
ing, March 21, a t seven-thirty.
Mr. Alexander Wall, Secretary- 
Treasurer of the Robert Morris As­
sociates, addressed the meeting on 
the subject of “Ratios,” supple­
menting his talk w ith lantern 
slides.
A fter nine o’clock the evening 
was devoted to a discussion of 
legislative m atters.
Pennsylvania
A large number of the Philadel­
phia members of the Pennsylvania 
Institute of Certified Public Ac­
countants convened on the evening 
of February 24th for the purpose 
of forming a Philadelphia Chapter. 
This is the requirement set forth  
in the amended by-laws of the In­
stitu te as adopted in January, 1927.
The meeting was called to  order 
by Mr. R. J. Bennett, who in turn  
was elected chairman of the meet­
ing and to  be continued as chair­
man until the chapter is fully or­
ganized; and in like manner, Mr. 
John R. Lynn was appointed sec­
retary  of the meeting.
A committee of three, consisting 
of Gardner W. Kimball, William J. 
Wilson and John J. Hood were ap­
pointed to  d raft the proposed by­
laws. A nominating committee of 
three consisting of George Wilkin­
son, John R. Lynn and W alter L. 
Morgan was appointed to nominate 
the Executive Committee of not 
more than seven members whose 
duty will be to administer the af­
fairs of the Chapter.
The recommendations of com­
m ittees are to  be submitted a t the
next meeting of the proposed 
Chapter before they go to the 
Council for final action.
During the meeting Mr. Bennett 
referred to the history and prog­
ress of the  branches and chapters 
th a t have been organized since 
1897 and offered particular praise 
to the influential P ittsburgh Chap­
te r  and the splendid cooperation 
given by all P ittsburgh members.
Rhode Island
The Rhode Island Society of 
Certified Public Accountants held a 
regular meeting on February 21, 
a t which time Mr. George B. Clegg, 
Sr., of Providence, was appointed a 
member of the Accountants’ Com­
mittee of the American A rbitra­
tion Association. The Society 
unanimously endorsed the arb itra­
tion bill which was then before the 
Legislature. The Society also went 
on record as adopting as standard 
procedure the reprint from Fed­
eral Reserve Bulletin of April, 
1917, entitled “Approved Methods 
for the Preparation of Balance 
Sheet Statements.”
Printed Copies of the Society’s 
Constitution and By-Laws, amend­
ed as of December 27, 1926, are 
now available. The Rhode Island 
Society has included in its By-Laws 
Rules of Professional Conduct 
which are substantially the same 
as those of The American Society.
STATE LEGISLATION.
Since our March issue there 
have been some changes in the 
status of C. P. A. legislation.
The Arizona bill, reopening the 
waiver, was not reported out of 
committee.
In California the bill, backed by 
the Institute of Chartered Ac­
countants, had the objectionable 
waiver clause which it contained 
eliminated in the Senate Commit­
tee. The proponents then asked 
for fu rther time to amend their 
bill and a sub-committee was ap­
pointed to consider the amend­
ments. No fu rther action has yet 
been reported.
The Illin ois bill, sponsored by the 
the Public Accountants Associa- 
Association of Illinois, is unique in 
one respect, a t least. Nowhere in 
the bill is reference made to an age 
requirement, a moral character re­
quirement, a citizenship require­
ment, a residence requirement, an 
educational requirement, or an ex­
perience requirement so that, if 
passed in its present form, it would 
probably be the only law in the 
United States attem pting to regu­
late a  profession which omits all 
reference to professional require­
ments or attainm ents. I t  is true 
th a t the bill provides th a t the De­
partm ent of Registration and Edu­
cation may adopt reasonable rules 
and regulations relating to the ad­
m inistration and enforcement of 
the provisions of this act and, 
without doubt, the department 
would cover, in some manner, a t 
least, most of the above points but 
an entire absence of reference 
thereto would indicate th a t the bill 
had been drawn with regard to  
the personal desires of the  spon­
sors ra ther than with reference to 
any professional standards which 
they may have had in mind.
The bill opens the waiver clause 
to those who have been practicing 
as public accountants for not less 
than  five years, w ith a provision 
th a t those who have not practiced 
five years shall secure a C. P. A. 
certificate under the waiver clause 
when they shall have completed 
five years of practice.
The bill also provides th a t all 
persons who have been employed 
as an Internal Revenue Agent or 
as a Supervisor of Internal Reve­
nue Agents for a  period of five 
years shall be granted a C. P. A. 
certificate under the waiver clause 
and those who have not been so 
employed for a period of five years 
shall receive one on the completion 
of five years of such employment. 
The bill provides for an annual 
registration fee of one dollar.
The bill undertakes to define in  
detail ra ther than in general, those 
for whom audits are performed o r 
statem ents prepared in doing which 
an individual shall be classed as a
public accountant. Detailed state­
ments of th is character, of course, 
are somewhat dangerous in th a t 
the law can only cover items named 
and it is noted th a t several impor­
tan t groups for which work is done 
by the public accountant are not 
so listed.
The wording of the  reason for 
the legislation is exceptionally 
good. “Because of the  nature of 
the following described phases of 
public accounting and their rela­
tion to the public welfare, it  is un­
lawful for any person afte r the 
first day of October, 1927, to per­
form or offer to perform for the 
public, generally, by contract as 
distinguished from regular employ­
ment any of the following services,” 
etc., without a certificate of regis­
tration. The bill was reported out 
favorably by the House Committee 
but was re-referred to them for 
further consideration.
The Indiana bill is referred to 
elsewhere.
The Maryland Legislature has 
been presented w ith a bill, the 
purpose of which is to grant a C. 
P. A. certificate to each holder of 
a certificate of permission to prac­
tice as a public accountant granted 
by the State Board of Examiners 
prior to  January 1, 1925. The bill 
was still in committee March 81.
In Montana the proposed legisla­
tion reopening the waiver died in 
committee.
The New York Legislature ad­
journed on March 26. As indicated 
in our February issue, the Ac­
countants Association of New 
York, Inc., was unanimously back­
ing the Gedney-Sheridan bill which 
reopened the waiver clause to those 
public accountants who had been 
in practice for a period of five years, 
which provided temporary certifi­
cates for practitioners of less than 
five years and which established an 
annual registration requirement. 
This bill was opposed by the New 
York State Society of Certified 
Public Accountants. On March 
25 the bill was defeated by a vote 
of 91 to 38.
The North Dakota bill repealing 
the C. P. A. law and substituting 
another was defeated.
The Porto Rico House of Repre­
sentatives has before it  a bill, in­
troduced in February, which 
creates a Board of Examiners of 
Accountants and provides for the 
granting of certificates of certified 
public accountant to those who 
comply with the law. The bill re­
stricts its provisions to citizens of 
the United States or persons who 
have declared their intention and 
who work regularly as profes­
sional accountants in the Island of 
Porto Rico. The bill follows the 
usual lines of permissive legisla­
tion, provides for a board of three 
members, annual examinations, us­
ual waiver and reciprocity clauses, 
righ t to cancel and revoke or sus­
pend, together with the customary 
penal clause.
The introduction of this bill was 
announced by the Governor in his 
annual message to the Legislature. 
Having, therefore, the support of 
the government, it  will be probably 
enacted into law. It contains one 
unusual provision, the purpose of 
which is very apparent: “Every 
certified public accountant who ex­
ercises his profession in the Island 
of Porto Rico shall keep a  register, 
numbered consecutively, of the cer­
tificates issued by him and a re­
port of such certificates shall be 
forwarded on the last day of each 
month to the Executive Secretary. 
In case of the death of a C. P. A. 
his register shall be delivered to 
the Executive Secretary.”
The Tennessee Legislature has 
before it two bills which are of in­
terest to certified public account­
ants. The proposed Revenue bill 
has a provision under which public 
accountant offices would be as­
sessed dependent on the number of 
employes. I t  seems th a t two years 
ago the Revenue bill carried a 
somewhat similar provision relat­
ing to architects and no objection 
was raised thereto by them. This 
year the Legislature, in looking 
around for new sources of income, 
has picked on the public account­
ants. The bill was drawn in such a 
manner as there m ight be overlap­
ping taxes by reason of the possi­
bility of an assessment being levied 
in any governmental unit in which
work was done. The accountants 
of the state have prepared a peti­
tion claiming th a t the bill is unfair, 
un just and discriminatory against 
the public accountants of the state 
while outside accountants would 
pay no taxes under the provisions 
of the bill.
The second bill was introduced 
March 28. This seeks to reopen 
the waiver clause to Internal Reve­
nue Agents on practically the same 
term s as were followed in the 1923 
law. This bill will be opposed by 
the State Society of Accountants.
In Virginia the Legislature has 
before it  a reorganization plan pre­
pared by a special legislative com­
mittee appointed by the last Legis­
lature to present a  report follow­
ing a thorough study of the provis­
ions of a governmental reorganiza­
tion suggested by a Bureau of Re­
search. One provision of the bill 
of interest to certified men is th a t 
it provides th a t the Auditor of the 
State may employ certified public 
accountants for audits of govern­
mental units.
The West Virginia bill, prepared 
by the W est Virginia Society of 
Certified Public Accountants, pro­
vides for two class restrictive leg- 
islation with an annual registration 
license feature. I t  is expected th a t 
the bill will be favorably reported 
out by the committee.
ARBITRATION BILLS PENDING
State A rbitration bills have been 
introduced as follows:
California (Sacram ento): House 
Bill No. 460, introduced by Repre­
sentative Leland Richard Jacob­
son; sponsored by San Francisco 
Chamber of Commerce; passed As­
sembly and referred to Senate Ju­
diciary Committee.
Connecticut (H artfo rd ): Senate 
Bill No. 348, introduced by Sena­
to r Edward N. Allen; referred to 
Senate Judiciary Committee; spon­
sored by Connecticut Chamber of 
Commerce.
Maryland (Annapolis): House 
Bill No. 211, introduced by Repre­
sentative J. Milton Patterson; re­
ferred to House Judiciary Commit­
tee.
Nebraska (Lincoln): Senate Bill 
No. 243, introduced by Senator 
Ralph M. K ryger; referred to  Sen­
ate Judiciary Committee; spon­
sored by Omaha Film Board of 
Trade.
Michigan (L ansing): House Bill 
No. 266, introduced by Represen­
tative C. J. N etting; bill to amend 
the existing arbitration law to 
make valid, enforceable and irre­
vocable an arbitration clause in a 
contract. Sponsored by Detroit 
Board of Commerce.
Ohio (Columbus): House Bill 
No. 358, introduced by Representa­
tive Krueger; referred to House 
Judiciary Committee; sponsored by 
Ohio Chamber of Commerce.
Pennsylvania ( H a r r i s b u r g ) :  
House Bill No. 318, introduced by 
Representative Philip Sterling, 
passed House by vote of 164 to  22 
and now before Senate Judiciary 
Committee; sponsored by Pennsyl- 
vania S ta te  Chamber of Commerce.
Rhode Island (Providence): Sen­
ate Bill No. 69 introduced by Sena­
tor Maurice Robinson; referred to 
Senate Judiciary Committee; en­
dorsed by Rhode Island Society of 
Certified Public Accountants.
Texas (A ustin ): House Bill No. 
121, introduced by Representative 
Norman G. K ittrell; referred to 
House Judiciary Committee.
Washington (Olympia): House 
Bill No. 304, passed House of Rep­
resentatives and now before Sen­
ate Judiciary Committee, of which 
Senator Westfall is Chairman; 
sponsored by the Washington 
State Chamber of Commerce.
If your legislature is still in ses­
sion, drop a line of endorsement to 
your Senator and Representative, 
if you have not already done so.
CONGRATULATIONS
George V. McLaughlin, New 
York Certified Public Accountant, 
and member of The American So­
ciety, tendered his resignation as 
Police Commissioner on March 29 
to become F irst Vice President of 
the Postal Telegraph Company. Mc­
Laughlin is one of the outstanding 
illustrations of the fact th a t train­
ing as a public accountant affords 
a background for a successful ad­
m inistrative career. When he was 
appointed as Police Commissioner 
many citizens questioned, in their 
own minds, whether experience as 
a public accountant would be of 
any assistance to him in the new 
job. However, it was soon discov­
ered th a t the training th a t he had 
had in hunting for facts enabled 
him to  attack the problems of the 
police commissionership in a more 
direct manner than had been used 
by his predecessors who knew 
much more about policemen, per­
haps, but who did not know as 
much about w hat to do with infor­
mation when they had it as did the 
new C. P. A. Commissioner. He 
has rendered New York City a 
service by the fidelity with which 
he attacked the problem and the 
administrative changes which he 
inaugurated. He has ceased to be 
a $10,000 government employe and 
has become a $75,000 business exe­
cutive. May his next move show 
the same ratio of advancement.
THE INDIANA LAW AMENDED
Indiana took an advance step as 
the result of an amendment to its 
law passed by the Legislature now 
in session and sponsored by the In­
diana Association of Certified Pub­
lic Accountants. The amended 
sections are:
Section  1. Be i t  en ac ted  by th e  G en­
e ra l A ssem bly of th e  S ta te  o f In d ian a , 
T h a t sec tion  fo u r  (4 ) of th e  above en ­
ti tle d  a c t be am en d ed  to  re a d  as fo l­
low s: Section  4. A  c itizen  of th e  
U n ited  S ta tes , o r  a  p e rso n  w ho h a s  du ly  
dec la red  h is  in te n tio n  to  becom e such  
a c itizen , w ho has been  a  co n tin u o u s 
re s id e n t of th e  S ta te  of In d ia n a  fo r  a 
period  of n o t less th a n  one (1 ) y ea r 
p r io r  to  filing  h is ap p lic a tio n  fo r  a  c e r­
tifica te , n o t less th a n  tw en ty -one  (21)  
y ea rs  of age, of good m o ra l c h a ra c te r , 
a  g ra d u a te  of a h ig h  schoo l o r  h av in g  
received  a n  eq u iv a len t ed u ca tio n , w ith  
a t  le a s t th re e  (3 )  y ea rs  experience  in  
th e  p rac tic e  of acco u n tin g , an d  w ho h as  
received  fro m  th e  s ta te  b o a rd  of c e r ti­
fied acco u n tan ts  as h e re in  p rov ided  a  
ce rtif ica te  of h is  q u a lifica tio n  to  p rac tice  
as a pub lic  acco u n tan t, sh a ll be s ty led  
an d  know n as a  certified  pub lic  acco u n t­
a n t. No o th e r  p e rso n  sh a ll a ssu m e  such  
ti t le  o r  use  th e  a b b re v ia tio n  “ C. P . A .” 
o r  o th e r  w ords o r  le t te r s  to  in d ica te  th a t  
he  is a  certified  pub lic  acco u n tan t, an d  
no firm  o r p a r tn e rsh ip  sh a ll assum e o r 
u se  such  ti t le  o r  u se  th e  ab b rev ia tio n  
“ C. P . A .” u n less  every  m em ber th e re o f  
is th e  h o ld e r of a n  u n rev o k ed  c e r t i­
ficate as a  certified  pub lic  a cco u n tan t: 
P ro v id ed , N o th in g  co n ta in ed  h e re in  
sh a ll affect ap p lican ts  w ho a re  en title d  
to  an  ex am in a tio n  fo r  th e  fee  h e re to fo re  
paid .
Sec. 2. T here  is h e reb y  c re a te d  a  new  
section  to  be n u m b ered  1 0 ½ to  read  as 
fo llow s: Sec. 1 0 ½. E v e ry  person  
h o ld in g  a v a lid  an d  u n rev o k ed  c e r ti­
ficate as a  certified  public  a c co u n tan t 
g ra n te d  by th is  b o a rd  u n d e r  th is  a c t 
o r an y  p rev ious ac t, sh a ll be re q u ire d  
to  re g is te r  w ith  sa id  s ta te  b o a rd  of 
certified  a cco u n tan ts  in  th e  fo rm  and  
m a n n e r  d e te rm in ed  by  sa id  board  
w ith in  n in e ty  ( 90)  days fro m  th e  p ass­
age  of th is  act, such  re g is tra tio n  to 
cover th e  perio d  en d in g  Ju n e  30, 1928;  
each  such  p e rso n  as above in d ica ted  
sh a ll d u rin g  th e  m o n th  of Ju n e , 19 28, 
an d  a n n u a lly  th e re a f te r  on o r befo re  
Ju ly  31st, be re q u ire d  to  re g is te r , and  
each  ap p lic an t fo r  re g is tra tio n  sh a ll 
su b m it w ith  h is  ap p lica tio n  p ay m en t of 
$3 .00 : P ro v id ed , No re g is tra tio n  sh a ll 
be re q u ire d  of ap p lic an ts  w ho pass th e  
May ex am in a tio n  u n ti l  J u n e  of th e  fo l­
low ing  y ear. F a ilu re  to  re g is te r  an d  
com ply w ith  th e  p rov is ions of th is  a c t 
sh a ll o p e ra te  to  au to m a tic a lly  cancel 
th e  certif ica te  w h ich  h as  h e re to fo re , o r 
w hich  m ay  h e re a f te r  be g ra n te d  u n d e r  
th e  p rov isions o f th is  ac t, o r  of any  
p r io r  ac t. A ce rtif ica te  rev o k ed  fo r 
fa i lu re  to  re g is te r  an d  pay m en t of a n ­
n u a l fee  m ay  be re in s ta te d  by ac tio n  
of th e  b o a rd  upon  su b seq u en t re g is tr a ­
tio n  an d  p ay m en t of th e  c u r re n t and  
d e lin q u en t fees : P ro v id ed , Such fee 
sh a ll in  no ev en t exceed tw enty-five do l­
la rs  ( $25 . 00) .
F o r  th e i r  serv ices in  connection  w ith  
th e  p rov isions of sec tion  1 0 ½ of th is  
am en d m en t, th e  se c re ta ry  an d  tr e a s u re r  
sh a ll each  be e n ti tle d  to  a d d itio n a l com ­
p e n sa tio n  no t exceeding  tw o h u n d re d  
d o lla rs  ($200 . 00)  p e r y ear, p rov ided  no 
p a r t  of th e  a d d it io n a l com pensa tion  
sh a ll ever be p a id  excep t th a t  sufficient 
re g is tr a tio n  fees sh a ll hav e  been col­
lected .
Attention is called to the fact 
th a t hereafter a residence of one 
year will be required of those who 
take the C. P. A. examination and 
an annual registration of all hold­
ers of Indiana C. P. A. certificates 
is required. We congratulate the 
State Association on having re­
moved Indiana from a very unfa­
vorable position in its relation to 
the other mid-western states.
With New Hampshire in the east 
and Indiana in the west, both rec­
ognizing the principle of state con-
James F. Hughes, Charles L. 
Hughes, James F. Farrell and Wil­
liam H. Compton announce the 
forming of a partnership for the 
general practice of public account­
ing under the firm name of 
Hughes, Farrell & Compton, Cer­
tified Public Accountants, with of­
fices located a t 738 Broad Street, 
Newark, N. J.
Messrs. Mucklow & Ford, Ac­
countants and Auditors, 815 B ar­
nett National Bank Building, Jack­
sonville, Florida, announce th a t 
they have taken into partnership 
Mr. George F. McCall and the  firm 
will hereafter be Mucklow & Ford 
& McCall.
Florence L. Sivertson, C. P. A., 
announces the removal of her office 
from 209 South La Salle Street to 
134 North La Salle Street, Room 
922, Chicago, Illinois.
John M. Kelley, C. P. A., an­
nounces his withdrawal from the 
firm of Kelly, Undeutsch & Ma­
guire and has formed a partner­
ship with James J. Adams, C. P. 
A., under the firm name of Kelly 
& Adams, Auditors and Public Ac­
countants, 25 Church Street, New 
York City.
C. S. Pond, C. P. A., has pur­
chased the Vicksburg practice of 
Taylor, Powell & Wilson, and will 
continue in the name of C. S. Pond, 
C. P. A., 608 F irs t National Bank 
Building, Vicksburg, Mississippi.
Announcement is made of the 
dissolution of the firm of Hollo- 
well, Corson & Co., Norfolk, Va. 
Linwood E. Corson, C. P. A., will 
continue in practice under his own 
name in the Law Building, Nor­
folk, Va.
trol, the certified public account­
ant has taken one more step in the 
line of professional attainment.
W. R. Thompson, C. P. A., for­
merly of Chicago, Illinois, has 
opened an office for the practice of 
public accounting in the Londale 
Building, Duluth, Minnesota.
C. E. Elberson & Company, Cer­
tified Public Accountants, an­
nounce the removal of their offices 
to Suite 702-703 Nissen Building, 
Winston-Salem, North Carolina.
Announcement is made of the 
affiliation of the following firms of 
practicing accountants to be known 
as Affiliated American Firms of 
Accountants: Chandler, Murray & 
Chilton, Akron, Ohio; The Wilson 
Audit Company, Asheville, North 
Carolina; Joel H unter & Co., A t­
lanta, Georgia; Charles H. 
Schnepfe, Jr., & Co., Baltimore, 
M aryland; Morin, Cherrington & 
Associates, Boston, Massachu­
setts, and Springfield, Massachu-
STATE BOARD NEWS
District of Columbia 
The Board of Accountancy for 
the District of Columbia will hold 
an examination for the certificate 
of Certified Public Accountant on 
May 2, 3, and 4, 1927.
The Board of Accountancy for 
the District of Columbia has or­
ganized as follows: Chairman, 
John J. Miller; Secretary, C. 
Vaughan D arby; Treasurer, Wayne 
Kendrick.
Maine
Governor Brewster of Maine has 
appointed Frank P. Preti, of Port­
land, as the attorney member of 
the Maine Board of Accountancy to 
succeed William Penn Whitehouse, 
2nd. Mr. Preti is a member of the 
governor’s staff as a naval aide.
se tts; Todd-McCollough Company, 
Charlotte, North Carolina; Edward 
Gore & Co., Chicago, Illinois; 
Roden & Weiss, Cincinnati, Ohio; 
Nau, Taylor & Swearingen, Cleve­
land, Ohio; Hutchinson & Smith, 
Dallas, Texas; Crane & Bowman, 
Denver, Colorado; William P. Field 
& Co., Havana, Cuba, and Santi­
ago de Cuba, Cuba; George Arm- 
istead & Co., Houston, Texas; 
George S. Olive, Indianapolis, Indi­
ana; Winfield Q. Sharp, Jackson, 
Mississippi; Mucklow & Ford, 
Jacksonville, Florida, and Miami, 
Florida; Meldrum & Meldrum, 
Louisville, K entucky; Cherry, 
Cheyne & Co., Milwaukee, Wiscon­
sin; Charles E. Wermuth, New 
Orleans, Louisiana; Pace & Pace, 
New York City; John M. Gilchrist 
Company, Omaha, Nebraska; Will 
A. Clader, Philadelphia, Pennsyl­
vania; The W. H. Plunkett Audit 
Company (a partnership), Phoenix, 
Arizona; Jordan & Jordan, Port­
land, Maine; Wm. Whitfield & Co., 
Portland, Oregon; Ward, Fisher & 
Co., Providence, Rhode Island; T. 
Coleman Andrews & Co., Rich­
mond, Virginia; Lincoln G. Kelly 
& Co., Salt Lake City, Utah, and 
Pocatello, Idaho; McLaren, Goode 
& Co., San Francisco, California, 
and Los Angeles, California; 
Smith, Robertson & Co., Seattle. 
Washington, and Aberdeen, Wash­
ington; LeMaster, Cannon & Dan­
iels, Spokane, W ashington; Tem­
ple, Brissman & Co., St. Paul, Min­
nesota, and Minneapolis, Minne­
sota; Clifford E. Iszard, Wilming­
ton, Delaware; Crane, Bowman & 
Spurrier, Wichita, Kansas.
John K. Hulse, C. P. A., and Wil­
liam Bringhurst, C. P. A., an­
nounce the opening of offices under 
the firm name of Hulse and Bring­
hurst, Certified Public Account­
ants, Franklin Trust Building, 
Philadelphia, Pa.
Announcement is made of the 
dissolution of the firm of McGin­
ley, Morrison & Leonard, Mar­
quette, Michigan. Lee McGinley,
ANNOUNCEMENTS
C. P. A., and John D. Morrison, C. 
P. A., have formed a new partner­
ship which will continue under the 
firm name of McGinley & Morrison, 
Certified Public Accountants, 501- 
503 Savings Bank Building, Mar­
quette, Michigan.
Hungerford & Everett, Certified 
Public Accountants, announce the 
removal of the ir office to Room 
907, 75 Pearl Street, Hartford, 
Conn.
A rthur B. Bolte, C. P. A., and 
A rthur E. Low, C. P. A., announce 
the formation of the partnership 
of Bolte & Low, Certified Public 
Accountants, with offices a t 721 
Andrus Building, Minneapolis, 
Minn.
SUGGESTING A TITLE FOR 
THE CERTIFIED PUBLIC 
ACCOUNTANT
(Continued from  page 100)
Mr. William Brown.” Instead it 
would read, “Dr. John Smith, A t­
torney Frank Jones, and Sr. Wil­
liam Brown.” Besides, imagine 
your wife’s pride when a voice over 
the telephone asked “Is Senior 
Jones a t home?” Or your sweet­
heart introducing you to her 
friends as “Senior Brown” instead 
of ju s t plain Mr. Brown. Think of 
i t ! The more you think of i t  the 
more practical it may seem, or a t 
least the more likely it  is th a t your 
own mind may become obsessed 
with the thought.
Far-fetched as this idea of a dis­
tinctive title may appear a t the 
outset, the fact remains th a t the 
adoption of a suitable term  (such 
as the one suggested here, or any 
other) would go fa r towards popu­
larizing the professional standing 
of the C. P. A. Once a  title is 
adopted, the newspapers would not 
be slow to feature the item. Ad­
ditional publicity would follow in 
the technical and financial maga­
zines, and I am almost tempted to 
believe th a t in considerably less 
tim e than any of us imagine the 
word would find its proper place in 
the standard dictionaries.
VISITORS AT OFFICE
(F ro m  F e b ru a ry  22 to  M arch  31, 1927) 
G eorge M. N icho lson , P a rk e rsb u rg , 
W . Va.
R eu b en  Po llow itz , N ew  H aven , C onn. 
G eorge P . E llis , C hicago, I l l .
A. H en ry  B aum , N ew  Y ork  City.
J . W . R . B rad fo rd , C in c in n a ti, Ohio.
H . A. S charf, New Y ork  City.
F ra n k  W ilb u r M ain, P it ts b u rg h , P a .
O. N . H u tch in so n , C h a rlo tte , N. C. 
I rv in g  S. S ilb ert, N ew  Y ork  City. 
W m . J .  M urray , D etro it, M ich .
J . L ee B oothe, D e tro it, M ich.
H a rry  M. G o ldb la tt, N ew  Y ork  City. 
H a rry  M. T u rn b u rk e , C lea rw a te r, 
F la .
H en ry  H a lp e rn , B rook lyn , N. Y. 
E d g a r  L. M yers, B oston , M ass.
G. F . M ansell, C inc inna ti, Ohio. 
F ra n k  G lenday, R ocky  M ount, N. C. 
E d m u n d  F . B ard , B en ton  H a rb o r, 
Mich.
J .  S. M. G oodloe, N ew  Y ork  City.
J .  E rn e s t M cL aughlin , M inneapolis, 
M inn.
C harles  H . P re s to n , M inneapolis, 
M inn.
A llen  W . C lapp, A tla n ta , Ga.
A. O. Campbell, W ilm ington, Del.
E. C. R eynolds, M em phis, Tenn.
I hope th a t those who read this 
article will not wait long to make 
known their views on the subject, 
and by writing immediately to the 
secretary of the Society, will 
either endorse the designation 
mentioned, suggest a new one, or 
ridicule the whole idea. In this 
way will the w riter’s complacency 
be soon restored and he will be 
able to apply himself with renewed 
energy to the all-absorbing task of 
keeping the wolf from the door.
I m ight add in conclusion (in 
partial defense, as it were, of what 
may be considered a brainstorm) 
th a t a few better men than myself 
have privately adm itted the possi­
bilities of such a plan. W hat do 
you think of it?
A HALL MARK OF DISTINC­
TION
(Continued from  page 101) 
afte r the manner of the engineer­
ing society. If practical, the state 
crest could be added to the pin for 
each different state membership.
The choice of a suitable design 
would devolve first upon the mem­
bers for suggestions as well as upon 
m anufacturers of such articles,
then upon a special committee for 
the elimination of impractical de­
signs and finally upon a referen­
dum to the membership a t large. 
I t  is possible th a t the time re ­
quired for this work would be a 
year.
All of this work, however, would 
go for naught if the pin were not 
properly protected. The design 
should be registered and the sale 
to each member limited to one pin, 
which should be engraved with his 
membership number. The protec­
tion of the design and issuance of 
the emblem would be essential to 
the value to  be derived from it.
The first thought th a t might 
strike the unsympathetic reader is 
th a t I should like to see the mem­
bers of the profession decorated 
like the Sons and Daughters of I 
Will Arise or similar organizations. 
Also, some m ight protest th a t my 
suggestion, if carried out, would 
tend to augment the unsightly a r­
ray of fountain pen, Eversharp and 
multi-colored pencils which some 
of our less fastidious accountants, 
clerk-like, affect. The justice of 
these thoughts I deny in advance. 
For one thing, I have noted with 
considerable satisfaction th a t a 
great many of our profession have 
learned th a t an inner pocket will 
shelter their tools w ith resultant 
improvement of appearance. For 
another, I disclaim feeling the need 
of an insignia so complainingly as 
did a corporal of my acquaintance 
a t Newport News, when a mere 
buck private, divining no signs of 
eminence, was im pertinent to the 
corporal while the two were taking 
a shower bath. I simply feel tha t 
we are in need of some mark th a t 
will be a sign of th a t for which 
we stand and a means of distinc­
tion  from those of inferior atta in­
ments.
As for the design I m ight sug­
gest; were I to hark back to my 
junior days, I m ight offer a 
“Winged Checking Pencil,” had I 
any feeling of confidence th a t one 
could be drawn having sufficient a t­
mosphere of speed to  satisfy the 
senior and principal accountants in
our ranks. More seriously, I might 
suggest a golden, open book, en­
graved on the left, “Our Duty to 
Public, Client, Profession;” on the 
right, “A. S. of C. P. A’s, No. 185;” 
with a quill or book m ark on which 
the name of the state  granting the 
degree would be engraved.
As I have before stated, a nation­
al emblem would lend caste to the 
certified public accountant; the 
certified man would have an out­
ward sign distinguishing him from 
the public accountant not certified; 
afte r suitable publicity the public 
would learn to look for th a t out­
ward sign; a certified man in pri­
vate practice would value such a 
mark of attainm ent and his status 
would be improved by it ;  a mutual 
benefit would flow between Society 
and member w ith membership be­
coming prized and the member 
feeling a tangible benefit from the 
association. All of which would 
depend in great measure upon the 
excellence of design, the choice by 
popular opinion of the  membership 
and th e  protection accorded the de­
sign and issue of the insignia.
The need for an insignia having 
an intrinsic worth and a pleasing 
design is well recognized in various 
walks of life as beneficial to the 
general morale. So it  would be 
with The American Society of Cer­
tified Public Accountants, and the 
morale of the membership, the 
thing which makes the members 
the willing servants of the common 
weal, the thing th a t makes them 
go out into the highways and by­
ways for new workers in the com­
mon cause, would be revivified and 
enhanced under the charms and 
the liaison established by the adop­
tion of “A Hall Mark of Distinc­
tion.”
NOTES
The Department of Manufacture 
of the Chamber of Commerce of 
the United States has issued a 
thirty-page monograph on “The 
Evolution of Overhead Account­
ing.” This is commended to all of 
our readers as containing material
in which they will be interested. A 
request to the Chamber of Com­
merce of the United States, Wash­
ington, D. C., will bring you a copy.
George G. Scott, C. P. A., of 
Charlotte, N. C., addressed the 
Florida League of Municipalities a t 
its annual meeting a t West Palm 
Beach, Fla., December 9, 1926, on 
“Budget Accounting and Budge­
tary  Methods.”
A. C. Krausmann and R. W. Rice 
of Krausmann-Rice Co., of Detroit, 
Mich., were recent visitors a t the 
office.
BOOKS RECEIVED FOR OUR 
LIBRARY
N o -P ar S tock , by  C arl B. R obbins, M. A., 
In s tru c to r  in  E conom ics, S tan fo rd  
U n ivers ity . R o n a ld  P re s s  C om pany, 
New Y ork  228 pages. $4 .00. T h is 
tr e a ts  o f th e  lega l, financia l, econom ic 
an d  acco u n tin g  aspec ts  o f n o -par 
stock .
G ood W ill a n d  O th e r  In ta n g ib le s , by 
J .  M. Y ang, P h .D . R o n a ld  P re s s  
C om pany, N ew  Y ork. 2 3 8  pages. 
$4 .50. I t  covers th e  sign ificance an d  
tr e a tm e n t  in  acco u n ts  o f good w ill 
an d  o th e r  in tan g ib le s .
M an u a l o f A ccoun ts fo r  th e  R u b b e r  In ­
d u s try , p re p a re d  a n d  ed ited  by  th e  
A ccoun ting  C om m ittee  of th e  R u b b e r 
A ssocia tion  o f A m erica , Inc . R o n a ld  
P re s s  C om pany. 257 pages. $7 .50.
A ccoun ting  System s, th e i r  D esign  a n d  
In s ta lla tio n , by  W illiam  R odney  
T hom pson , A. B., C. P . A., S uperv is­
in g  D irec to r, D ep a rtm en t of H ig h e r 
A ccountancy , L a  Salle  E x ten sio n  U ni­
v e rs ity . P u b lish e d  by  L a S alle  E x­
ten s io n  U n iv ers ity . 743 pages. P r in ­
c ip les of sy s tem  co n s tru c tio n  o u tlin ed , 
p ro ced u re  o f sy s tem  in s ta lla t io n  p re ­
sen ted  an d  th e  ap p lica tio n  of p r in ­
cip les an d  p ro ced u re  il lu s tra te d .
C o n so lid a ted  B a lan ce  S hee ts , by G eorge 
H illis  N ew love, P h .D ., C. P . A., A s­
so c ia te  P ro fe sso r  of A ccoun ting , 
Jo h n s  H o p k in s  U n ivers ity . R o n a ld  
P re s s  C om pany. 309 pages. $6 .00 . 
A w o rk in g  m a n u a l on  co n so lida ted  
b a lan c e  sh e e t tech n iq u e .
M ath em atic s  o f  F in a n c e , by  Ja m e s  V. 
T oner, M. A., B. B. A., C. P . A., P ro ­
fe sso r of A ccoun ting , B oston  U n iv er­
sity . R o n a ld  P re s s  C om pany. 364 
pages. $4 .00 . A sy s tem atic  p re sen ­
ta t io n  o f m a th e m a tic a l p rin c ip le s  in ­
ten d ed  to  be co m prehensib le  to  th o se  
w ho h av e  n o t specialized  in  h ig h e r  
m a th em a tic s .
M o d em  I n d u s tr ia l  C onso lida tion , by  J .
G eorge F re d e r ic k , P re s id e n t of th e  
B usiness B ourse , In te rn a t io n a l, N ew  
Y ork . P u b lish ed  by  F ran k -M au rice , 
Inc ., N ew  Y ork . 397 pages. $7 .50. 
A  d iscussion  of th e  m o s t m isu n d e r­
sto o d  e lem en t in  A m erican  b usiness  
life , o ften  con fused  u n fo r tu n a te ly  
w ith  T ru s ts  an d  M onopolies an d  a ll 
th e  com plexes o f fe a r  an d  an tag o n ism  
w hich  th e se  w ords hav e  a ro u sed .
C o rp o ra te  R eso lu tio n s , by  Isab e l D ru m ­
m ond, A. B., L L .B ., M em ber P h ila d e l­
p h ia  B a r an d  A ss is ta n t C ity  S o lic ito r 
of P h ila d e lp h ia . R o n a ld  P re s s  C om ­
pany . 321 pages. $6 .00. A h e lp fu l 
book  fo r  co rp o ra tio n  execu tives, law ­
yers , a cco u n tan ts  an d  o th e rs  w ho a re  
concerned  w ith  th e  m an ag e m en t an d  
o p e ra tio n  o f co rp o ra tio n s .
WHEN IS “PROFIT” PROFIT?
(Continued from  page 102)
And the approval and commen­
dation of all business groups and 
individuals who have been in­
formed of the character, scope and 
accomplishment of the  effort con­
firm our belief th a t we have made 
a worthwhile contribution to mod­
ern commercial education.
F urther evidence of this is found 
in the favorable reaction of most 
of the publishers whose tex ts were 
criticised. A goodly number have 
already made the  suggested 
changes, and others are to follow 
as new editions are issued.
One of the ra ther surprising 
things in our campaign has been 
the apparent reluctance of some 
professional accountants to aban­
don the familiar term s of long 
usage.
They seem to  think on the prin­
ciple th a t “gross profit” and kin­
dred term s are an im portant heri­
tage from the past and th a t the 
mere suggestion of change is little 
short of profanation.
Interesting evidence of th is a t­
titude is seen in the fact th a t some 
who recognize the error of “gross 
profit” now talk of “gross margin,” 
notwithstanding “gross” is utterly 
meaningless as applied to margin.
Yet regardless of the urge of 
habit, i t  ought to be easily appar­
ent th a t the terminology which
served our business forefathers 
does not necessarily fit the business 
experience of today and th a t cor­
rect terminology is ju s t as import­
an t to the public as to business.
For w hat does it profit the pub­
lic to call profit th a t which is not 
profit ?
Or how does the public benefit 
from the high business mortality 
and economic loss occasioned by 
the failures of many who enter 
business misinformed and unpre­
pared ?
Certainly it  is illogical th a t we 
should cling to inherited term s of 
questionable and p a r a d o x i c a l  
meaning when it is ju s t as easy to 
use those which convey under­
standing instead of misunder­
standing.
And since this thing we call busi­
ness is a highly complicated struc­
ture of whose complexities the 
non-business public knows little, it 
is surely the province of those in 
business to use language which 
clarifies and enlightens ra ther than 
words which confuse and mislead.
C lassified A dvertisem ents
A d v e r t is in g  c o p y  fo r  t h i s  p a g e  s h o u ld  
b e  r e c e iv e d  in  th e  o ffice  o f  T H E  C E R T I ­
F I E D  P U B L IC  A C C O U N T A N T  n o t  la t e r  
th a n  th e  2 5 th  d a y  o f  th e  m o n th  p r e c e d in g  
th e  m o n th  o f  p u b lic a t io n .  R a t e s  fo r  “H e lp  
W a n t e d ” a n d  “S it u a t io n  W a n t e d ,” $3.00  
p e r  in c h  o r  f r a c t io n  t h e r e o f  (7  l in e s  to  
a n  in c h )  f o r  o n e  in s e r t io n .  T h e  r a te  
fo r  " M is c e lla n e o u s ” is  $5.00 p e r  in c h  fo r  
e a c h  in s e r t io n .
LEADING FIRM OF NEW  YORK CER­
T IF IE D  PUBLIC ACCOUNTANTS 
offers their New Y ork City offices, well 
located, as resident office fo r  Account­
an ts of other S tates, or the use of the ir 
organization to  handle Accountants’ 
E astern  engagem ents.—Box 169, THE 
C ER TIFIED  PUBLIC ACCOUNT­
ANT.
ACCOUNTANT (California C. P. A .), 
age 38, m arried, experienced on P a­
cific Coast as Chief Accountant—
m anufacturing; U. S. Government; 
and in public practice, desires position 
w ith Corporation on Pacific Coast.— 
Box 168, TH E CER TIFIED  PUBLIC 
ACCOUNTANT.
HOTEL LAFAYETTE
S ix teen th  and I  S treets 
W ash in gton , D . C.
CENTRALLY LOCATED
W ith in  th ree b locks o f T reasury  
D epartm ent
A  Com plete Tax Library 
A vailable for use o f gu ests.
W rite or W ire for R eservations.
M ODERATE R ATES
The Tax Book That D E C ID E S—
Robert H. Montgomery’s
1927 Incom e Tax Procedure
I. Determ ination of N et Income, P reparation  of R eturns, and Payment. 
II. P ractice before Treasury, Board of Tax Appeals, and Federal Courts.
F o r  u s e  a l l  th r o u g h  t h e  y e a r  in  d e c id in g  q u e s t io n s  o f  a c c o u n t in g  o r  f in a n c ia l  
p o l ic y  t h a t  in  a n y  w a y  in v o lv e  in c o m e  ta x e s .  T w o  v o ls .  2062 p a g e s .  $16.00.
Have a Copy Sent for Examination 
The Ronald P ress Company, 15 E ast 26th S treet, New York, N. Y.
A  B ig  T im e Saver fo r  
P u blic  A ccountants
M o n e y  r e f u n d e d  i f  
b o a r d  d o e s  n o t  
p r o v e  s a t i s f a c t o r y
R u le s  a l l  k in d s  o f  in t r i c a t e  
fo r m s  in  l e s s  t h a n  1 /3  t h e  
t im e
J UST w h a t you have  been  loo k in g  fo r ; a  b o a rd  th a t  w ill a c cu ra te ly  ru le  jo u rn a l, led g e r o r com pli­ca ted  fo rm s in  a  fra c tio n  of th e  
tim e  u su a lly  sp e n t in  th is  k in d  
of w ork .
T h is h an d y  b o a rd  is a lw ays read y  to  
use. . . it  e lim in a te s  o rd in a ry  T sq u a re s  
a n d  ru le rs . . . does aw ay  w ith  d o ttin g  
th e  sh e e t b efo re  ru lin g . . . v e r t ic a l and  
h o rizo n ta l ru le s  can  be m ade  w ith  speed 
an d  accuracy . . . it  is easily  o p e ra ted  
anyw here . I t  is th e  m o s t co n v en ien t 
an d  tim e-sav in g  b o ard  ev er in v en ted .
EVERY ACCOUNTANT NEEDS THIS 
DOUBLE T RULING BOARD
S e n t  P r e p a id  T o  A l l  P a r t s  o f  th e  
C o u n tr y  U p o n  R e c e ip t  o f  C h e c k  
o r  M o n e y  O rd er
Holyoke Sales Products Co.
H olyoke  N a tio n a l B a n k  B ldg ., H o lyoke, M ass.
B o a r d  c o m p le te  w i t h  a t t a c h e d  r u le s  
a n d  T  s q u a r e  a r r a n g e m e n t— $15.
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1927 MEETING
TH E AM ERICAN SOCIETY O F 
CERTIFIED  PUBLIC ACCOUNTANTS 
P ittsb u rg h , P ennsylvania  
W ednesday , T hursday , F riday  
S ep tem ber 28, 29, 30.
NOTES
The Board of Directors of The American Society 
will hold its Spring meeting in the Secretary’s office 
on Monday, May 2, 1927. The Directors will serve 
as delegates to  the Fifteenth Annual Meeting of the 
Chamber of Commerce of the U. S. A., of which body 
The American Society is a member. The Chamber’s 
meeting will be held May 2 to 5, inclusive.
Nominating ballots for the election of State Rep­
resentatives will be mailed during the first week of 
May, in accordance with the provisions of the By- 
Laws of the Society. To facilitate the nominating, 
a Directory of Membership, as of May 1, 1927, will 
also be mailed to each member.
Representative William R. Green, Chairman of the 
Joint Committee on Internal Revenue Taxation, has 
announced the following persons to act with Charles
D. Hamel, General Counsel and Chief of the Division 
of Simplification, as an advisory committee: T. S. 
Adams, A. A. Ballantyne, Thomas W. Page, and 
George O. May.
It is expected th a t the advisory committee will 
study the various suggestions submitted in response 
to invitations sent out to individuals and organiza­
tions and submit their views as to their relative value. 
I t is not intended to have public hearings in connec­
tion with the preparation of the next revenue law, 
but to make an advance study of all m atters sub­
mitted as the result of an extensive series of inquiries.
The American Society has issued a circular to all 
certified public accountants of the United States con­
taining copy of a le tter from Chairman Green, copy of 
the first report from Mr. Hamel to the Joint Commit­
tee and a copy of a le tter from W alter A. Staub, 
Chairman of our Committee on Federal Tax Legis­
lation.
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w ard Building, W ashington, D. C.
Application fo r en try  as second-class m a tte r is pending.
E ditor: DURAND W. SPRINGER
Subscription price a  year of twelve issues, $2.00; tw enty 
cents the  copy.
All communications should be addressed to  the  Editor. 
P rin ted  by the Term inal P ress, Inc., 923 Eleventh S treet 
N . W., W ashington, D. C.
THE FIVE-DAY W EEK AND THE 
PROFESSIONAL MAN
T HE weekly hours of labor of the working man will continue to be reduced with the advent of 
improved methods and the other factors entering into 
the bringing about of greater production. Parodoxi- 
cal as it may seem, however, there has never been 
discovered any substitute for concentrated efforts 
along mental lines. Nothing has or probably will 
take the place of continuous applied effort. While 
the day of the working man is shortening, the day 
of the professional man is lengthening.
F ifty  years ago a man became a doctor very largely 
through working for another doctor. His schooling 
was comparatively limited. Medical schools were few 
and ill equipped. At the present time a man looks 
forward to completing his high school course, a four 
year college course, four years in medical school, an 
interneship, and if he is going to specialize, a year 
or two more along specialized lines.
An increasingly lengthy preparation is also required 
in the other professions. Twenty or twenty-five years 
ago a man to become a public accountant gave up 
bookkeeping work and held himself out as an expert. 
There were no schools teaching professional account­
ing. A t the present time there are 125 universities 
giving p refessional accounting instructions and a 
young man to become a public accountant spends 
many years in preparation therefor. In the more 
im portant positions in business study and mental 
preparation are necessary for advancement therein.
For thousands of years man was so busy making 
a living with his physical powers th a t he had little 
time for mental development. With, however, the
requirement for lessened physical efforts, man has 
more opportunity for the development of his mind. 
I t is very fortunate th a t Providence has arranged 
m atters in this way. When the time comes th a t man 
needs only work four or five short days a week to 
make a good living, he would have too much time for 
idleness, if on the other hand he did not have the 
stimulation to develop his mental qualities. W ith 
the exercise of the mind and the inventions which 
have come as a result thereof, a man and his family 
not only have leisure from physical labor, but he has 
his automobile, his radio, his books, his art, his music 
and all the other products of civilization to keep him 
fully occupied.
The tools of the profession being mental ra ther 
than physical, the conditions as fa r  as professional 
work is concerned are the converse of work requiring 
very largely physical effort.
Therefore, the professional man—certified public 
accountant, doctor, minister, preacher, engineer, law­
yer or what not—however complete his education and 
preparation, who rests thereon, and ceases to continue 
to strain his mental faculties to the limit, drops into 
the class of the short-hour physical worker, and how­
ever loudly he may talk of ethics and codes of rules, 
he ceases to be in any true sense a professional man. 
This, and this alone, is the only true differentiation 
between the professional and the nonprofessional 
worker.
FRANK WILBUR MAIN.
PAN-AMERICAN CONGRESS
D EVELOPMENT of the resources of our Pan- American neighbors is being accomplished 
through American finance. This fact is of great im­
port to accountancy in the United States, for our 
services will be called in to assist in this development. 
Heretofore the American accountant has had but a 
small part in the establishment of trade abroad, and 
now when opportunity is knocking a t our door, are 
we going to be content with the business tha t offers 
itself within our own gates ?
Britain, Germany and France have for some years 
developed a growing interest in Central and South 
America. American capital is the last to enter and 
is making tremendous strides. With proper contacts 
the American accountant may do his share, but these 
contacts m ust follow closely upon the heels of Ameri­
can capital if they are to be effective and lasting.
A movement is already under way to hold a meeting 
where we can get in touch with our neighboring ac­
countants, and when the time comes it will be neces­
sary to m uster all our strength for the movement. 
It is hoped th a t the members of our Society will ac­
cept the responsibility and share in the undertaking.
ARTHUR C. UPLEGER.
ETHICS—ARBITRATION
FOR many years both the legal and the medical professions have had standards of professional 
ethics. During the time since they were first estab­
lished both professions have advanced their general 
standing w ith the public. The promulgation of 
these standards, however, has never secured one hun­
dred per cent of professional ethical conduct. From 
time to time individual members of both professions 
have been summoned before their respective organi­
zations and the courts for breaches of professional 
conduct and in many instances the decisions have 
resulted in their disbarment.
Through all these years there has seldom been a 
time when, in some communities, complaints were 
not ineffectually raised by some members against 
the practices of certain other members of the pro­
fession. A t the same time lay citizens have com­
plained with regard to practices of individual mem­
bers of the professions. Recently, to a greater ex­
tent than formerly, much criticism has been levied 
against expert testimony furnished in court cases by 
doctors a t the behest of lawyers. Statements have 
been frequently made th a t unscrupulous lawyers were 
able to secure any type of testimony from unscrupu­
lous doctors which they desired as long as sufficient 
funds were forthcoming to properly direct the chan­
nels of scientific investigation, so-called. I t is cer­
tain th a t many times the insinuations have not been 
well founded but altogether too often, in the mind of 
the public, courts have witnessed testimony given by 
defense experts so diametrically opposed to testimony 
offered by experts of the plaintiff or prosecution tha t 
one has been led to question whether or not medical 
testimony was of any scientific value in a court of law.
Recently, what might be considered an experience 
in ethical arbitration or a working out of ethical 
standards by arbitration, has occurred in the medical- 
legal fratern ity  which should be the forerunner of 
many more similar experiences in these professions 
and which offers a suggestion to certified public ac­
countants.
Sometime since, one Albert Snyder was murdered 
in New York and his wife and Henry Gray were ar­
rested for the crime. Gray expected on a plea of in­
sanity to escape the electric chair. His attorney and 
the district attorney, however, entered into an agree­
ment th a t two alienists should be chosen by each 
side who were to make an examination in such man­
ner as they m ight determine was advisable and both 
attorneys agreed to abide the verdict. Neither side
gave the professional men any specific instructions 
or held any conferences w ith them  during the exami­
nations. Both defense and prosecution placed the 
whole case, as to sanity, in the hands of the alienists 
who spent three days in examining Gray, a t the con­
clusion of which time, afte r reviewing every angle 
of their examination, they unanimously agreed tha t 
he was sane.
The procedure followed in this case was originated 
by Dr. Thomas S. Cusack, who has been giving much 
time and thought to the question of regulating the 
testimony of psychiatrists. Dr. Cusack was ap­
proached by the attorney for Gray on behalf of his 
client. He agreed to accept the commission only on 
the condition th a t he should be permitted, without 
interference or control, to  report his scientific find­
ings. The attorney accepted the proposition and took 
up the m atter w ith the district attorney and an 
agreement was reached. The procedure followed is 
unique but it may have a far-reaching effect in eras­
ing the popular belief tha t doctors may be employed 
by lawyers to testify  in any desired manner provided 
the financial returns are sufficiently large to perm it 
the individual to study the case sufficiently long so 
tha t a hypothesis may be developed which will per­
m it the desired decision to be reached.
The parties to this experiment were Samuel L. 
Miller, attorney for Gray; Richard E. Newcomb, dis­
tric t attorney; Drs. Thomas S. Cusack and Sigfried 
Block, alienists for Gray, and Drs. Stephen P. Jew ett 
and Sylvester Leahy, psychiatrists for the prosecu­
tion.
The agreement of the attorneys to abide by the 
decision of these experts would not prevent Gray 
or his attorney from making a defense along other 
lines, but it prevented the insanity plea which had 
been contemplated.
Most certified public accountants who have been 
involved in court proceedings can easily visualize 
ways in which time would be saved and much of ex­
pense avoided were both parties to the settlement 
to stipulate in advance th a t they would accept find­
ings of fact agreed upon by the accountants for both 
parties as the result of a joint investigation. If  this 
practice should be generally adopted it would prevent 
a condition arising in the future where complaints 
would be made concerning certified public account­
ants such as have been made with reference to law­
yers and doctors.
Who is the certified public accountant th a t will 
actually work out a specific case as Dr. Cusack did 
for the doctors? I t would be a practical application 
of the principle of arbitration.
Organization and Procedures of the Accounting Depart- 
ment o f the Liquid Carbonic Company
THE Liquid Carbonic Company engages in the manufacture 
and distribution of a complete line 
of equipment and supplies for the 
carbonated beverage industry, in 
cluding carbonic acid gas, soda 
fountains, crushed fruits, extracts 
and flavors, and automatic drink- 
dispensing devices and bottling 
machinery of all kinds. In addi­
tion to the main factory and gen­
eral offices a t Chicago, there are 
some 25 sales offices, gas plants and 
gas distributing stations in the 
United States and adjoining terri­
tory—-an organizaton capable of 
rendering a complete service to the 
industry in question. The annual 
sales are about $8,000,000.
The general organization of the 
company follows rather closely the 
usual functional type. At the head 
is the president, reporting through 
the executive committee to the 
board of directors; subordinate to 
him are the four major executives 
of the company, each having a 
complete control of a principal 
function. These are: production 
manager, known as the vice presi­
dent in charge of production; gen­
eral sales manager; secretary- 
treasurer; controller. Since this 
article is limited to the accounting 
function, which is under the super­
vision of the controller, the other 
departments are dismissed with 
this brief mention, which serves 
to indicate the place of the control­
ler and the accounting department 
in relation to the rest of the or­
ganizaton.
Organization of the Accounting 
Department.
Perhaps the term controller is a 
little pretentious for the position 
filled by the executive in question, 
for in the past he has been nothing 
more than a chief accountant, re­
porting to the treasurer. Recently, 
however, this method of reporting 
was changed and he now reports
By Willard J. Graham, C. P. A. (Ill.), 
Professor of Administration, Mon­
mouth College.
to the president. The present ten­
dency is to give him some control 
of general procedures. For exam­
ple, it will be the duty of the con­
troller during the next year to 
bring up to date a “Manual of 
Standard Procedure.” In the prep­
aration of this manual his author­
ity will almost of necessity be ex­
tended to include some control over 
the establishing and perfecting of 
procedures.
At the present time the control­
ler has full charge of all account­
ing. Reporting to him are these 
individuals: the chief clerk, who 
has under his control the accounts 
receivable, vouchers payable, and 
the tabulating section; the cost ac­
countant, in charge of all factory 
accounting; the auditor (chief ac­
countant) who keeps the general 
ledger, and the cashier. The work 
of the controller, then, is to coor­
dinate the activities of all of the 
above into one general accounting 
control of all the departments in 
the business.
Recently it was decided that it 
would be advantageous to central­
ize all accounting procedures in the 
office at the main factory. Prev­
ious to that time each branch had 
maintained its own accounting sys­
tem, and even the accounting at 
the main factory was somewhat 
decentralized. Since the change 
no accounts have been kept at the 
branches and all the integral parts 
of the cost and general accounting 
system are centralized in one of­
fice under the supervision of the 
controller. This has resulted in 
some economy and in greatly in­
creased efficiency.
This centralization does not of 
course eliminate the various sup­
plementary records kept in the va­
rious departments for the informa­
tion of the department heads. 
Much miscellaneous statistical in­
formation is abstracted from the 
numerous reports that go through 
the hands of the different execu­
tives, and this is compiled into a 
form that can be used advantag­
eously by these executives. There 
may possibly be some duplication 
of effort here, but the readily avail­
able information is perhaps suffi­
cient recompense for the labor and 
money expended.
A large part of the accounting 
work is performed by mechanical 
apparatus of various kinds, includ­
ing bookkeeping machines, comp­
tometers, ledger posting machines, 
tabulating equipment, etc. It is 
thought by those in control that a 
maximum expenditure for this kind 
of equipment constitutes a real 
economy, not only because it re­
duces the size of the force em­
ployed, but also because it reduces 
losses of money and goodwill 
caused by errors and delays of va­
rious kinds, part of which, a t least, 
are avoided by the use of this 
equipment.
It is the policy of the firm to 
have an annual audit by a reputa­
ble firm of accountants. This is 
partly to fulfill the legal require­
ments on this point, partly to sat­
isfy bondholders and other credi­
tors, and partly to get an impartial 
check on their operations by an 
outside authority with a view to 
the possibility of making improve­
ments in their system if feasible 
ones be suggested.
The Sales Ledger Section.
The chief clerk is in charge of 
the accounts receivable section, the 
Vouchers payable section and the 
notes receivable section. In the ac­
counts receivable section all post­
ing to customers’ accounts is done 
on the Elliot-Fisher Bookkeeping 
Machine. The posting media are 
the duplicate invoices, copies of all
credit memoranda, individual cash 
remittance slips, and supplemen­
tary entries from journal vouchers. 
The discount for prompt payment, 
if any, is entered on the cash re­
mittance slip as it comes through 
the credit department. The pro­
cedure of posting is the usual one, 
being done by stuffers and machine 
operators. By checking machine 
totals with the total of each kind 
of posting media, and with the 
cashier’s total of cash received on 
account, errors are easily localized 
and quickly located. The various 
posting media are filed under the 
proper customers’ names, alpha­
betically, and by states. When the 
monthly statem ents are prepared 
they are mailed, with the proper 
enclosures, by the credit depart­
ment.
Vouchers Payable Section.
All disbursements, whether for 
purchases of merchandise, for cap­
ital assets, or for expenses (ex­
cept those handled a t the branches) 
are made through the voucher sec­
tion and distributed on the vouch­
ers payable register. Branch pur­
chases are recorded and distributed 
at the branch and the original of 
the distribution sheet sent to the 
main factory daily. Here they are 
filed and a t the end of the month 
recapped and a summary distribu­
tion made to the various expense 
and commodity accounts. The de­
tails of this distribution are kept 
on a separate Meilicke card system, 
by branches or main factory ac­
counts, by commodities, etc.
When the purchasing depart­
ment has finished with the day’s 
invoices they are sent to the 
voucher section. A special return  
tag is attached to those represent­
ing goods not yet received from 
the supplier. There they are given 
an invoice number and sent to the 
cost accounting department.
In the cost accounting depart­
ment entries are made charging to 
the various manufacturing ac­
counts the proper items from these 
invoices. These charges are also 
made on the vouchers payable reg­
ister, but only in total, for many 
subsidiary accounts in the factory 
accounting books are controlled by 
a single account on the voucher 
payable register. The invoices 
which must be paid a t once in or­
der to secure the cash discount 
are handled first and quickly re­
turned to the vouchers payable sec­
tion.
The factory accounting depart­
ment detaches the duplicate in­
voices and mails them to the divis­
ion offices interested for entry on 
the balance of stores cards, and 
posts to the expense ledger all 
items of manufacturing expenses. 
The invoices are then returned to 
the voucher section.
The invoices are now entered in 
the voucher register and distrib­
uted to the various asset and ex­
pense accounts, and filed in a tick­
ler file while awaiting payment, 
payment always being made in time 
to get the purchase discount. Each 
day the invoices due are abstracted 
from the files, voucher checks is­
sued, and a voucher number en­
tered on the invoice and in the 
voucher register to indicate th a t 
the payment has been made. The 
paid invoice and the duplicate 
voucher are filed together under 
the voucher number, except th a t 
the invoices bearing the return 
tags mentioned above m ust be re­
turned to the purchasing depart­
ment until the goods have been 
received, a t which time the in­
voice is sent again to the voucher 
section and filed as above. Infor­
mation relative to the proper bank 
against which to issue checks is 
secured from the cashier.
The various suppliers are listed 
on cards indexed alphabetically, 
these cards containing the voucher 
numbers of all invoices purchased 
from the respective suppliers. 
This is to facilitate reference to 
the account of a supplier when the 
voucher number or numbers are 
not known.
Purchases returns and allow­
ances are entered on the voucher 
register in red ink, from debit 
memoranda furnished by the pur­
chasing departm ent; the total of
the red figures is subtracted from 
the total of the black ink figures in 
posting the various distribution 
columns. Copies of the debit mem­
oranda are of course sent to the 
factory accounting department for 
their information.
The Notes Receivable Section.
This section handles the records 
of all notes due from customers. 
Included with these notes are the 
installment notes on contract or­
ders, and in connection with these 
there is a special procedure. Con­
trac t orders are handled by the set­
tlement clerk. A copy of the ship­
ping order goes to her, and a copy 
of the bill of lading. Upon receipt 
of the la tter the notes are sent to  
the customer for signature. When 
they are returned to this settle­
ment clerk they go to the accounts 
receivable section for posting and 
to the notes receivable section for 
entry in their records, but are re­
turned to the settlement clerk in 
time to be sent to the banks for 
collection. The settlement clerk is 
then only an intermediate agency 
in th e collection of these contract 
notes.
The Tabulating Section.
The head of the tabulating sec­
tion reports to the chief clerk. No 
attem pt has yet been made to 
make use of the tabulating equip­
ment outside of compilation of re­
ports with reference to  sales, costs 
of sales, shipments, etc. On the 
basis of the various items of infor­
mation th a t have been referred to 
as being sent to  the  tabulating 
section, the following monthly re­
ports are prepared:
(1) Sales by branches, by com­
modities, showing in addition to 
gross sales, various gas tax and de­
posit items.
(2) Sales credits by branches 
and by commodities.
(3) Cost of returned shipments 
to branch and depot stock.
(4) Cost of shipments made to 
branch and depot stock.
a. Billing cost.
b. Actual cost.
(5) Cost of shipments from main 
factory to customers direct.
a. Billing cost.
b. Actual cost.
(6) Billing cost of shipments 
from branch and depot stock.
(7) Credit cost of second hand 
outfits taken in trade.
(8) Cost of returned shipments 
to main factory stock.
(9) Inter-branch charges and 
credits.
(10) Statement of net gas, sy­
rup and silverware tax.
(11) Statement of gas returned 
and leakage, by pounds.
(12) Gas shipments from branch 
gas depots.
(13) Branch sales analyses, by 
commodities.
(14) Territory sales analyses, by 
commodities.
The Auditor; the General Ledger.
The auditor, who might perhaps 
better be called the chief account­
an t or head bookkeeper, though he 
is none of these exactly, keeps the 
general ledger and makes out all 
the financial statements, tax  re­
ports for the various states, and 
the Income Tax report, etc.
The general ledger controls both 
the general accounting and the cost 
accounting. All entries made to it 
are made on the basis of a journal 
voucher. Totals of columns in va­
rious books, such as the voucher 
register, the cash receipts, book, 
etc., are posted to the controlling 
accounts in the general ledger by 
means of these journal vouchers. 
All of the ledgers mentioned among 
the books of record are represented 
on the general ledger by one more 
controlling accounts. Miscellan­
eous entries are handled by jour­
nal voucher, such as shop orders 
containing manufacturing or sell­
ing expense, maintenance and 
equipment shop orders, goods re­
ceived for stock and credit, free 
samples, “no charge” items, ad­
justm ents of various kinds, etc.
The Cashier.
The cashier, reporting directly to 
the controller, performs the usual 
duties of a cashier. He handles
cash receipts, all the bank accounts 
and the petty cash fund a t the 
main factory. He supplies infor­
mation concerning the proper 
banks against which to issue 
voucher checks, checks the branch 
managers’ bank accounts and petty 
cash funds, etc.
Every day the cash receipts re­
cord of the cashier is checked with 
the total postings of the accounts 
receivable and the notes receivable 
sections. Another check on cash 
receipts is furnished by the fact 
th a t the cash comes in through the 
credit department and has been 
credited to the customer on the 
special record card kept for each 
customer. If the balance of this 
card does not agree with the 
monthly statem ent of account, the 
difference would have to be ex­
plained.
The cashier makes a daily re­
port to the president and to the 
treasurer covering such items as 
cash receipts, disbursements, bank 
balances, loans outstanding, etc.
Records a t the Branches.
The daily report from the branch 
includes the original of the follow­
ing records, the duplicate being 
filed a t the branch:
(1) Cash receipts, showing cash 
discount, collection charges, etc., 
and miscellaneous receipts other 
than from customers.
(2) Cash disbursements—petty 
cash—with vouchers.
(3) Distribution sheet of vouch­
er disbursements, supported by the 
duplicate vouchers.
(4) Branch journal, showing dis­
tribution of debits and credits.
(5) Daily recap. of sales.
(6) Miscellaneous items th a t are 
more or less regularly reported.
Various miscellaneous auxiliary 
records are kept a t the branches 
and reported in summary form to 
the central accounting department. 
By a record of gas drums an a t­
tempt is made to keep all drums lo­
cated and charged to the proper in­
dividuals. An auxiliary ledger re­
cords the advances to salesmen. 
The remaining branch records are 
largely statistical in their nature
and not a p art of the central ac­
counting system.
R eserves.
The reserves set up on the 
books of this company present 
some features th a t are not ex­
actly “orthodox” and for th a t 
reason are described in this con­
nection.
Instead of the usual Reserve for 
Bad Debts there is maintained a 
Collection Reserve which is in ef­
fect a Contingency Reserve. An 
arbitrary  amount has been set up 
to take care of unusual losses. No 
charges or credits are made to this 
account during the current period, 
which remains the same through­
out the year. All losses are 
charged to the year in which they 
occur. In the absence of extraor­
dinary losses this reserve will re­
main untouched.
The Reserve for Contingencies 
is the usual one. There is no Re­
serve for Obsolescence, although 
this is perhaps unconsciously in­
cluded in the Reserve for Deprecia­
tion. The Profit and Loss Reserve 
includes an appropriation to be dis­
tributed among the various depart­
ment heads on the basis of how 
much the management considers 
th a t they have contributed to the 
success of the company during the 
year. The Sinking Fund Reserve 
required by the recent issue of 
bonds is of course maintained, cov­
ered by a sinking fund. However, 
the bonds are usually purchased 
more rapidly than the reserve re­
quirement stipulation, and there­
fore there is usually no sinking 
fund.
The Reserve for Completion of 
“X” Contract represents an inter­
esting case. Some years ago the 
“X” Company contracted to pur­
chase from this company a certain 
order of merchandise. Up-to-date 
the full contract price has been re­
ceived, but only about one-fifth of 
the goods have been called for and 
delivered. The full profit on the 
contract has been taken up on the 
books, and this reserve created 
only for the estimated cost of com­
pleting the contract. Over the ques­
tion of anticipating the profit on 
the undelivered four-fifths, the au­
ditor and the management differed, 
but the management succeeded in 
getting the profit taken up on the 
books. The accountants who per­
form the annual audit objected, 
and on their certified statem ent ef­
fect is given to an adjustm ent tha t 
increases the reserve to include the 
anticipated profit on the uncom­
pleted part of the contract, thus 
making the reserve equal to the 
contract selling price of the un­
completed portion of the contract. 
The company’s books, however, do 
not give effect to this adjustment.
The Organization of Cost Ac­
counting.
The cost accountant is one of 
the four men reporting to the con­
troller and has oversight of all the 
factory cost accounting. He him­
self establishes and audits the fac­
tory accounting procedures, dis­
tributes the payroll, figures the 
overhead cost; he also has over­
sight of all the rest of the cost 
accounting system.
In addition to the cost clerks in 
the various manufacturing divis­
ion offices who are not under his 
direct line control, the cost account­
ant has four assistants or clerks 
reporting directly to him. In gen­
eral their respective duties are 
about as follows:
(1) To assemble all manufactur­
ing expenses.
(2) To establish and continually 
audit and correct the standard bil­
ling costs.
(3) To figure the gas costs of 
all the gas plants.
(4) To keep the plant ledger.
Overhead Expense.
Manufacturing expenses are col­
lected by the cost accounting de­
partm ent from these sources:
(1) The distribution of the pay­
roll.
(2) The voucher register.
(3) The expense requisitions for 
material.
(4) Journal vouchers.
(5) Sales of scrap and other 
special items.
The above, with the general and 
adm inistrative expenses, furnish 
the basis for computing the over­
head expense which must be 
charged to the product of the man­
ufacturing divisions, by orders.
The general policy with regard 
to the application and distribution 
of overhead is as follows: In so far 
as possible the expenses are 
charged directly to the producing 
departments within the divisions; 
where this is not possible an a t­
tempt is made to charge them to 
the division; the more general ex­
penses which cannot be so divided 
are charged to the general expense 
accounts; all expenses other than 
selling expenses which have not 
been charged to the manufacturing 
departments are finally applied to 
the non-producing departments 
and distributed over the producing 
departments, and thus the total 
producing department overhead is 
determined. This is then charged 
to the product of the department, 
by order, on a machine hour rate 
basis, which rate is really a direct 
labor hour rate th a t varies between 
departments.
In a more detailed explanation 
of the above one might give typi­
cal illustrations of the different 
bases upon which the m anufactur­
ing and general expenses are ap­
plied to the various departments 
(this includes both producing and 
non-producing departments, such 
as office, stores, e tc .) ; some of 
these bases will be seen to be more 
logical than others :
(1) The proper percentage of ad­
m inistrative and general office ex­
pense, and the general supervision 
of all the manufacturing divisions, 
are prorated to  the departments 
within the divisions on an arbitrary  
basis determined by the executive 
committee.
(2) The direct general supervis­
ion of the departments within the 
division, including the salaries of 
the superintendent, the general 
foreman, etc., is charged to the  di­
vision, and applied to the various 
departments within the division on 
the basis of the number of work­
men employed in each.
(3) Maintenance and repair of 
buildings is charged direct to the 
department on the basis of the 
floor space occupied, while mainten­
ance of equipment is charged di­
rect to the department requiring 
the expenditure, whenever possi­
ble.
(4) Motor truck expenses are 
charged direct to the divisions on 
the basis of the hours required to 
deliver their respective products.
(5) Steam serves two purposes 
and the application of this expense 
varies w ith the time of year. In 
the summer all the expense of pro­
ducing steam is charged to Process 
Steam, and the winter about 75 per 
cent of this expense is charged to 
Heat. In fall and spring the ratio 
is perhaps about 50-50. The ratio 
for the particular month having 
been decided, the Process Steam is 
charged direct to the departments 
using the same on the basis of the 
amount of steam which the partic­
ular work requires, while Heat is 
applied to all departments of the 
business on the basis of the floor 
space occupied.
(6) Electricity for power is ap­
plied to the departments on the 
basis of the horsepower of their 
equipment, light according to num­
ber of globes in use.
(7) Fixed charges, such as in­
surance, taxes, etc., are distributed 
on the basis of the value of the 
equipment; ren t is applied on th e  
basis of the floor space occupied; 
Interest on the investment is not 
considered a cost which is charge­
able to the product.
(8) Depreciation, since the ra te  
varies from department to depart­
ment, is charged direct to the de­
partm ent in which the particular 
piece of equipment is located.
(9) Laboratory expense is ap­
plied as follows:
(a) The extract division draws 
the largest charge, as the extract 
superintendent is in charge and 
this division is primarily served by 
the laboratory.
b. The fru it and syrup, machin­
ery and gas divisions each draw a 
charge, the size of which depends
upon the amount of service ren­
dered.
c. The sales departm ent bears 
a  very heavy charge, for consider­
able service is rendered to custo­
mers in the selling of extracts, es­
pecially w ith reference to the 
analysis of w ater th a t is to be used 
in a new carbonator.
The above typical items of over­
head (and others not mentioned), 
having been applied to the depart­
m ents within the m anufacturing 
divisions, the next step is allocat­
ing the expenses of the  non-pro­
ducing departments, such as of­
fice, stores, etc., to  the producing 
departments. This is done on an 
arb itrary  basis fixed by the super­
intendent of the division and the 
controller; the final result is th a t 
the producing departments have 
then been charged w ith the total 
of all indirect expenses and a pro­
portional p art of all general and 
adm inistrative expenses.
To distribute this overhead to 
the product, by order, a departmen­
tal machine or labor hour overhead 
ra te  m ust then be determined, 
based on the possible number of 
direct labor hours. The total av­
erage overhead of past periods, ad­
justed to any varying conditions of 
the  present period, is divided by 
the total probable number of direct 
working hours. The working hours 
will depend upon the number of 
machines or working places in the 
department, and the total working 
hours in a year for each workman. 
This results in a direct labor hour 
ra te  for the distribution of the ov­
erhead to the factory orders as 
they come through the department. 
The amount of the overhead charge 
is entered on the time ticket with 
th e  direct labor.
Any overhead, or burden, th a t is 
not absorbed by the application of 
the above determined ra te  to or­
ders as they go through the depart­
ment is charged a t the end of the 
period to Profit and Loss, and the 
departmental ra te  is adjusted so 
th a t the overhead be absorbed in 
th e  subsequent period, if possible.
Collection of the Order Costs.
The collection of the manufac­
turing costs is based, as indicated, 
upon the order system of costing. 
For each manufacturing order th a t 
goes through the factory the plan­
ning clerk in the m anufacturing di­
vision office prepares a Production 
and Cost Sheet and sends it  to the 
cost summary clerk (also in the 
division office). When the whole 
order is completed, and the mate­
rial requisitions (showing m ate­
rial costs for the order) and the 
time tickets (showing direct labor 
and overhead costs) have come to 
the division office, they are priced, 
extended, totaled, sorted by orders, 
summarized and posted to the Pro­
duction and Cost Sheet. A stamp 
is put on the sheet in the spaces of 
which is entered this information:
(1) The number of units com­
pleted.
(2) The total direct labor cost.
(3) The total m aterial cost.
(4) The total overhead expense 
cost.
(5) The total cost of the order.
(6) The unit cost per article 
completed.
Entries to Controlling Inventory 
Accounts.
Charges to the controlling Work- 
in-Progress, account are made from 
three sources:
(1) When the material requisi­
tions have been posted to the Pro­
duction and Cost Sheets in the di­
vision office, they are sent to the 
cost accounting departm ent and 
there the total is charged to Work- 
in-Progress and credited to Raw 
Materials. (Usually all materials 
are classed as raw materials until 
ready for sale.)
(2) The time tickets accompany 
the material requisitions to the 
cost accounting department and the 
total overhead expense shown 
thereon is charged to Work-in- 
Progress and credited to Burden. 
Unabsorbed Burden, as above 
stated, is charged to Profit and 
Loss a t the end of the period.
(3) The total direct labor is not
computed from the time tickets, as 
one might expect, but is arrived a t 
by subtracting from the total pay­
roll the total indirect labor as 
shown by the foremen’s recaps of 
indirect labor. This difference, 
taken as the direct labor, is debited 
to Work-in-Progress and credited 
to payroll. I t is obvious th a t this 
is scarcely a scientific way in 
which to determine the direct la­
bor charge, and the discrepancy be­
tween the amount so obtained and 
the total charged to the Production 
and Cost Sheets from the direct 
labor tickets results in a difference 
between the controlling inventory 
accounts and the balance of stores 
records, the la tter being the more 
nearly accurate. This difference 
comes to light a t the time of the 
physical inventory and must be 
charged to Inventory Adjustment.
Procedure With the Production and 
Cost Sheets.
As the orders are completed and 
the charges entered on the Produc­
tion and Cost Sheets, these sheets 
are summarized as to total direct 
labor, total overhead expense, and 
total material cost; these summa­
ries are sent monthly to the cost 
accounting department as the basis 
for the entries which are a credit 
to Work-in-Progress and a charge 
to Finished Goods for the cost of 
the goods completed. The Produc­
tion and Cost Sheets are also sent 
to the cost accounting department, 
but the approval given them there 
is perfunctory only, and they are 
immediately returned to the divis­
ion office for the posting of the 
costs to a commodity cost card for 
permanent filing. These commod­
ity cost cards, showing the varying 
costs per unit for each product of 
the company, are the basis of the 
computation of the standard billing 
costs (to be discussed in a subse­
quent paragraph) and of the pe­
riodic cost audit by the cost ac­
counting department.
Computation of the Payroll.
The payroll is computed from 
the time tickets sent daily to the 
(Continued on Page 153)
G overnm ent A ccou n tin g
UNIFORM STATE ACCOUNTING: RELATION OF BUDGET ACCOUNTS 
TO PROPRIETARY ACCOUNTS
BEFORE proceeding to a de­tailed discussion of the sev­
eral classes of funds th a t are com­
monly found on the financial rec­
ords of a government, it  is deemed 
desirable to give brief considera­
tion to the nature of the accounts 
that are used to develop financial 
data. The information needed by 
the responsible officials for the 
most effective management of a 
government is produced in the fol­
lowing sets of accounts:
1. Budget Accounts.
2. Proprietary Accounts.
Budget Accounts. The accounts
of the budget group deal with 
funds, appropriations and allot­
ments, and are designed to reflect 
the budget position. Since the ad­
ministration of a government is 
based on the work program indi­
cated in its budget for the period 
to be financed, the reports relating 
to the budget position must include 
all the resources th a t are, or will 
be available within a  fiscal period 
and all obligations th a t are, or will 
be incurred during the fiscal pe­
riod, as nearly as these amounts 
can be estimated in advance. This 
means th a t the budget accounts 
and statem ents include balances 
that are not actual assets and also 
obligations th a t do not constitute 
actual liabilities for services ren­
dered or goods delivered. Conse­
quently, a statem ent of budget re­
sources and budget obligations does 
not represent the actual assets and 
liabilities of a government. Never­
theless for budgetary purposes 
such a statem ent is of utmost im­
portance. I t follows then, th a t the 
budget accounts being based on es­
timates are accurate in the same 
degree th a t the estimates are ac­
curate.
The estimates are based on the 
receipts and expenditures of prior 
years, and take into consideration 
the effect of any changes in the 
revenue laws or any other known
By JOHN B. PAYNE, Certified Public 
Accountant.
Editor’s Note.—We present the seventh 
of a  series of articles prepared by Mr. 
Payne w ith the  idea of prom oting uni­
form ity  in governm ental accounting and 
budget methods. This is a  project which 
is receiving the support of public-spirited 
accountants and business men. Com­
m ents and suggestions on the subject are 
invited. A ddress Mr. Payne a t  26 Jack­
son Place, W ashington, D. C.
conditions which have a direct 
bearing on the financial program 
of the period to be financed. The 
estimates are, therefore, based on 
the best information available and 
are very properly used as the basis 
for the financial program to be fol­
lowed.
Proprietary Accounts. Proprie­
ta ry  Accounts deal with actual as­
sets, liabilities, income and ex­
pense, and reflect the financial po­
sition of the government and the 
results of operations as of a cer­
tain date based on its actual opera­
tions up to th a t date and are, there­
fore, identical with commercial ac­
counts.
A separate set of Proprietary Ac­
counts should be kept for each class 
of funds. These groups will then 
form the basis of a consolidated 
statem ent showing the condition of 
the government as a whole. 
The Proprietary Accounts are 
segregated into two general 
groups: (1) the control accounts 
and (2) the subsidiary or detail 
accounts. The purpose of the con­
trol accounts is to produce the data 
needed for the preparation of gen­
eral or summary statements, and 
the object of the subsidiary ac­
counts is to exhibit the detailed in­
formation supporting the data in 
the control accounts. For example, 
a control expense account is estab­
lished for the  function, General 
Government. This account is sup­
ported by as many subsidiary or de­
tail expense accounts as there are 
activities under the function.
Operation of Budget and Pro­
prietary Accounts. In order to illus- 
tra te  the relation between the bud­
get accounts and the proprietary 
accounts it is thought desirable to 
show how the principal classes of 
transactions affect the operation 
of both groups or accounts. The 
following transactions have been 
selected for illustration.
1. Estim ated Revenues taken up  
on the books.
2. Appropriation Acts passed by 
the legislature.
3. Appropriations allotted.
4. Appropriations and Allotments 
encumbered.
5. Tax bills rendered.
6. Taxes collected.
7. Vouchers approved for pay­
ment and warrants issued.
8. W arrants paid by the treas­
urer.
1. Estimated Revenues set up.
The amount of revenues estimated 
to be received or to accrue during 
the period to be financed is re­
corded on the books by the follow­
ing entry:
Budget Accounts
Debit: Estimated Revenues 
Credit: Unappropriated Sur­
plus.
Proprietary Accounts. Since this 
transaction deals with estimates 
only and no money is actually re­
ceived or expended, it does not af­
fect the accounts of the proprie­
ta ry  group.
2. Appropriation Acts passed by 
the Legislature. Pursuant to rec­
ommendations contained in the 
budget the legislature passes ap­
propriation acts, thereby establish­
ing amounts or limitations which 
may not be exceeded by any of the 
spending agencies in carrying out 
their work program. These ap­
propriations or limitations are 
taken up on the books as follows:
Budget Accounts
D ebit: Unappropriated Sur­
plus
Credit: Unencumbered Ap­
propriations.
Proprietary Accounts. This 
transaction has merely established 
limitations which may not be ex­
ceeded for the purposes specified 
in the acts. No money has been 
received or expended. The pro­
prietary accounts, are, therefore, 
not affected.
3. Appropriations Allotted. The
adm inistrator having charge of the 
activities under each appropriation 
may allot the amount set up as a 
limitation for his organization, to 
the various subordinate organiza­
tion units under his jurisdiction. 
This procedure makes it possible to 
fix responsibility for the adminis­
tration of the smaller offices. The 
allotments are recorded as follows:
Budget Accounts
Debit: Unencumbered Appro­
priations
Credit: Unencumbered Al­
lotments.
Proprietary Accounts. The pro­
prietary accounts are not affected 
by this transaction.
4. Appropriations and Allot­
ments Encumbered. A fter the ap­
propriations and allotments have 
been taken up the next step is to 
encumber them for the items which 
can be estimated in advance, such 
as salaries, contracts, travel or­
ders, etc. This is done by the fol­
lowing en try :
Budget Accounts
Debit: Unencumbered Appro­
priations 
Unencumbered Allot­
ments
C redit: Unliquidated En­
cumbrances.
Proprietary Accounts. The pro­
prietary accounts are not affected 
by this transaction.
5. Tax Bills Rendered. When 
tax bills are rendered the transac­
tion is recorded on the books as fol­
lows:
Budget Accounts
Debit: Taxes billed and uncol­
lected
Credit: Estimated Revenues
Proprietary Accounts
Debit: Current Taxes Receiv­
able
Credit: Tax Revenue Ac­
counts.
6. Taxes Collected. When taxes 
are collected the transaction is re­
corded by the following entry:
Budget Accounts
Debit: Available Cash 
Credit: Taxes Billed and 
uncollected.
Proprietary Accounts 
Debit: Cash 
Credit: Current Taxes Re­
ceivable.
7. Vouchers Approved for Pay­
ment. As soon as vouchers are ap­
proved for payment w arrants are 
drawn and mailed to the payees 
which to all intents and purposes 
are the same as checks. These 
transactions are taken up on the 
books as follows:
Budget Accounts
D ebit: Unliquidated Encum­
brances 
Credit: Available Cash.
Proprietary Accounts
Debit: Fixed Asset Accounts 
Expense Accounts 
Credit: W arrants Payable.
8. W arrants Paid by the Treas­
urer. W arrants may be presented 
directly to the Treasurer for pay­
ment or they may be cleared 
through a bank. When the war­
rants are paid by the Treasurer 
the transaction is recorded by the 
following entry:
Budget Accounts. The budget 
accounts are not affected since 
Available Cash was reduced a t the 
time the warrants were drawn.
Proprietary Accounts 
Debit: W arrants Payable 
C redit: Cash.
In the foregoing transactions the 
following accounts have been used:
Budget Accounts
1. Estimated Revenues
2. Taxes billed and uncollected
3. Available Cash
4. Unencumbered Appropria­
tions
5. Unencumbered Allotments
6. Unliquidated Encumbrances
7. Unappropriated Surplus.
Proprietary Accounts
1. Cash
2. Current Taxes Receivable
3. Fixed Asset Accounts
4. W arrants Payable
5. Expense Accounts
6. Tax Revenue Accounts.
Comparison of Budget and Pro­
prietary Accounts. The account 
Estimated Revenues in the budget 
group reflects the amount of reve­
nues th a t it is estimated will be 
received during the period to be 
financed and, therefore, does not 
represent an actual asset. Conse­
quently, the account has no rela­
tion to any of the accounts of the 
proprietary group.
The account Taxes Billed and 
Uncollected in the budget group 
represents an actual asset in the 
form of accounts receivable and 
has a direct relation to the ac­
count Current Taxes Receivable in 
the proprietary group.
The account, Available Cash, in 
the budget group represents the 
amount of cash in the treasury af­
te r  making deduction for the war­
rants which have been issued. The 
cash account in the proprietary 
group represents the actual amount 
of cash in the treasury. The two 
accounts may be reconciled by de­
ducting the amount of warrants 
payable from the balance of the 
cash account in the proprietary 
group. The result thus obtained 
will be in agreement with the 
Available Cash account in the bud­
get group.
The accounts, Unencumbered 
Appropriations, Unencumbered Al­
lotments, Unliquidated Encum­
brances, and Unappropriated Sur­
plus, in the budget group represent 
the unobligated and unexpended 
balances of the fund resources and 
are not actual liabilities. They, 
therefore, have no direct relation 
to any of the accounts of the prop­
rietary  group.
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T h e  Public A ccou n tan t in Austria
UNION ACT of December, 1926, re la ­
tive to th e  appointm ent of public ex­
am iners of accounts, (C onsultors’
Law.)
The N ational Council has enacted:
I . Consultors.
Section 1. (1) F o r the  carry ing out 
of the  purposes described in Section 5, 
th e re  shall be appointed public ex­
am iners of accounts who shall be 
know n as “ C onsultors.”
(2) The Union M inister of F inance 
w ith the  approval of the  Union M inister 
of Commerce and T rade shall appoint 
the Consultors, and fix— when the  So­
ciety of C onsultors has elected its 
board of directors (Section 13 (2) ) 
and  a fte r such d irectors have been 
heard— the  num ber of consultors neces­
sary  to m eet the  dem and; before every 
such appointm ent, each position to be 
filled shall be described.
Section 2. (1) Only male persons 
who are able to act on th e ir  own re ­
sponsibility shall be appointed as con­
sultors, in  s tric t com pliance w ith  sub- 
paragraphs 2-4, and  who
1. are  a t least th ir ty  years of age,
2. possess A ustrian  citizenship,
3. have finished the prescribed stud­
ies a t th e  H igh School for W orld Com­
m erce of V ienna for the  tra in in g  of Re­
visors of Accounts, and who have suc­
cessfully passed the  prescribed final ex­
am ination  for such studies,
4. have been active not less th an  five 
years w ith a banking corporation  or 
o ther stock corporation  as bookkeeping 
officer, and
5. have su ccessfu lly  passed the  ex­
am ination  for consultors (section 15).
(2)  The requ irem en ts of sub-para­
graphs 1, 3-5 m ay be ignored if the re  
be not a sufficient num ber of fully 
qualified applicants a t hand.
(3) The following described persons 
are excluded from  th e  appointm ent as 
consultors: those who have been con­
victed of a crim e or a m isdem eanor 
com m itted out of desire for gain, or 
violations of sections 485, 486 to 486c 
of the P enal Code, o r sm uggling or 
flagrant vio lation  of the  revenue law; 
also persons over whose property  bank­
ruptcy  or c red ito r’s equalization pro­
ceedings w ere in stitu ted  w ithin the  last 
ten  years, o r aga inst whom during  said 
tim e supervision of business was ord­
ered.
(4) A fter th e  election of th e  So­
ciety’s board  (section 13 (2 ) ) follows 
the  appointm ent of consultors on the 
proposal of the  society; in case the  
Union M inister of F inance in  agreem ent 
w ith the  Union M inister for Commerce 
and  T rade has scruples about appoint-
E d ito r’s N ote: The A m erican Com­
m ercial A ttache a t Vienna, H. Law rence 
Groves, sen t th e  B ureau of Foreign and 
Domestic Commerce, D epartm ent of 
Commerce, in Jan u ary  an  Economic and 
T rade note concerning legislation  spon­
sored by the  A ustrian  governm ent, hav­
ing fo r its object the control of public 
accountants in  A ustria. We are  pre­
sen ting  a tran sla tio n  of the  “A ct” and 
“R easons” which were offered th e re ­
w ith :
ing  a proposed applicant, then  the So­
ciety shall, on dem and, m ake a new 
recom m endation.
Section 3. (1) The appointm ent fol­
lows upon the  condition th a t th e  con- 
su lto r shall w ith in  eigh t days a fte r 
notice of such appointm ent give bond; 
the  am ount of the  bond and the  m an­
n er of i t s  e x ec u tio n  and filing are fixed 
in  the  w ritten  description of the places 
to be filled. A fter the  filing of the 
bond, notice is to  be given of such ap­
pointm ent in  the  official “V ienna 
Tim es.” I f  the bond is not filed in due 
tim e, then  such appointm ent shall be 
ineffective.
(2) The bond serves as an assurance 
for all dem ands for dam ages which may 
be raised  aga inst the  consultor on the 
ground of his professional w ork (sec­
tion  1 (2) ) ;  such bond shall no t be 
released before the  expiration of th ree  
years a f te r  such consultor has ceased 
to be authorized  to follow his profes­
sion, and it  has been established th a t 
no dem ands of the  described kind w ill 
be made.
(3) The Union M inister of F inance 
m ay in  agreem ent w ith the Union Min­
ister for Commerce and Trade, afte r 
hearing  of the Society, raise the  am ount 
of the bond of a consultor over the  
am ount fixed, originally, to fit the  con­
ditions of a particu la r consultor. The 
bond in  such case, if dem ands have been 
m ade on such bond, is to be given by 
the  consultor in  the  prescribed am ount 
w ith in  two m onths. The n on-fulfill- 
m ent of th is  du ty  shall be considered 
as a vacation  of the position of consul­
tor.
Section 4. The consultor shall, be­
fore en tering  upon his activities as such 
consultor, tak e  oath  according to the 
prescribed w ording and deliver the 
sam e to th e  Union M inister of F inance.
Section 5. (1 ) The consu lto r’s duty 
is to  exam ine th e  financial stand ing  of 
com m ercial or industria l enterprises as 
it  is shown by th e  la st closing books 
of account of such en terprises, and  fu r­
th e r  the exam ination of the  organiza­
tion  and  m anagem ent of business
undertak ings; to w ork ou t or to  re ­
exam ine the  financial p lan  of newly 
founded or reorganized com m ercial o r 
in d u stria l en terprises; to w ork out th e  
p lan  for the  inform ation of the stock­
holders, and  to se t up the  system  of ac­
counts of such undertak ings. The 
consultor, however, can only u n dertake  
such a task  on the  order of, or w ith  
the consent of the represen tatives and 
au thorized m anagem ent of such under­
tak ing  (founder or p rom ote r), and in  
case of an  open com m ercial corporation  
or subsid iary  corporation (A rticles 150, 
173, Com mercial Code) on the o rder of 
or w ith the  consent of all personally  
responsible m em bers of such corpora­
tion.
(2) The consultor may r efuse to ac­
cept the  ta sk  which has been described 
in  (1) .  He is excluded from  the  accept­
ance of such ta sk  if he is re la ted  by 
blood or m arriage to the  th ird  degree to  
one of th e  leading persons of the  busi­
ness (founder o r p ro m o te r); if he  or 
his wife has perm anent business re la -   
tions w ith  th e  en terprise, or had  w ithin 
th e  las t two years; or if  his w ife or a  
person w ith  whom he is connected 
th rough  the  above described re la tio n ­
ship is in a position which dem ands 
service tow ards such en terprise.
(3) In  case of a refusal of a  ta sk  
( (2) ,  first sen tence), a f te r  several 
consultors have refused to  u n dertake  
the  task , th en  i t  shall be the  duty  of th e  
Society to place such ta sk  in th e  hands 
of a consultor, in  the  provided order, 
and he m ust undertake the  work.
(4) A consultor m ay accept th e  ap­
poin tm ent of an  a rb itra te r  in  com m er­
cial controversies. He m ay also be ap ­
pointed as Receiver or L iquidator.
(5) A consultor is to be considered 
equal to an  officially appointed special­
is t in m atte rs described in  (1) .
Section 6. (1) A consultor is ob­
ligated  personally  to practice h is profes­
sion. The substitu tion  of an o th er con­
su lto r or o ther person is forbidden. 
Aside from  his profession, a consultor 
shall no t engage in  any business o r 
profession, except th a t he m ay be active 
as a teacher, and especially sha ll no 
consultor fill a public office.
(2) Speculative business is denied 
to  th e  consultor, and likew ise praising  
(boosting) of any k ind  th rough  the  
m edium  of public notices o r publica­
tions.
Section 7. (1) A consultor is ob­
ligated  in the  perform ance of an  ac­
cepted task , (described in section 5,
(1) ,  ) to use th e  dem anded profes­
sional care, and in  each specific case in 
a ll such m atte rs  in  o rder p roperly  to 
carry  out the  task , to  ra ise  sharp ly  th e
co n tro llin g  c ircum stances. H e is fu r ­
th e r  o b lig a ted  to  observe  a  s t r ic t  silence  
a b o u t a ll  fa c ts  an d  co n d itions w h ich  
com e to  h is  know ledge w hile  c a rry in g  
o u t h is  ta s k , an d  especially  busin ess  
an d  p la n t sec re ts . I t  is th e  d u ty  of th e  
co n su lto r to  m ak e  a  w rit te n  re p o r t  in  
h is  ow n h a n d  of th e  re s u l t  of h is  ta sk s .
(2 )  A co n su lto r is re sp o n sib le  to  h is  
em p loyers an d  a lso  to  th i rd  p e rso n s fo r 
th e  d am ag e  (a c tu a l d am ag e  and  lo s t 
p ro fit)  w h ich  re s u lte d  th ro u g h  th e  lack  
o f re q u is ite  p ro fess io n a l c a re  of th e  
v io la tio n  of th e  d u ty  of p ro fe ss io n a l s il­
ence  (S u b -p a ra g ra p h  1 ) . T he p ro v is­
ions of p a ra g ra p h  1299 an d  1300 a re  
n o t affected  hereb y .
(3 )  A co n su lto r sh a ll n o t re fu se  to  
te s tify , by rea so n  o f d u ty  of silence , in  
p ro ceed in g s in  m a tte rs  ju d ic ia lly  p u n ­
ish ab le  befo re  c rim in a l co u rts , S ta te ’s 
a t to rn e y ’s an d  pub lic  sa fe ty  b o a rd s , of 
fa c ts  an d  co n d itio n s w hich  cam e to  h is 
know ledge  w h ile  p e rfo rm in g  an y  such  
ta s k . In  ev ery  o th e r  p roceed ing  h e  m ay 
o n ly  te s tify  a s  a  w itn ess  (sp ec ia lis t)  o r  
e x p e rt w ith  th e  co n sen t of th e  described  
in  S u b -p a ra g ra p h  1, sec tion  5, (m a n ­
ag e m e n t of th e  u n d e rta k in g , fo u n d er , 
p ro m o te r , p e rso n a lly  resp o n sib le  a s­
so c ia te s .)
(4 )  T he re p o r t  of a  c o n su lto r ( la s t 
sen ten ce  in  S u b -p a rag rap h  1) and th e  
re s u l t  an d  find ings of th e  co n su lto r, 
u p o n  w hich  such  re p o r t  is based , m ay 
o n ly  be u sed  fo r  th e  pu rp o se  o f a r ­
ra n g e m e n t o r  c o n tro l of pub lic  taxes 
w h en  offered  by th e  p e rso n s  described  
in  S u b -p a rag rap h  1, section  5.
Section  8. (1 )  A co n su lto r sh a ll be 
p a id  fo r  h is  serv ices d escribed  in  Sub- 
p a ra g ra p h  1, sec tion  5 an d  a lso  fo r  h is  
serv ices  as a rb i tr a to r  o r liq u id a to r  
(S ec tion  5, S u b -p a rag rap h  4) th e  r e ­
m u n e ra tio n  p rov ided  fo r in  th e  consu l­
to r  ta r iff  (sec tio n  1 6 ) ;  a  h ig h e r  r e ­
m u n e ra tio n , o r one w hich  is h ig h e r  
th a n  th e  re m u n e ra tio n  p rov ided  fo r  in  
th e  ta r iff , co n sis tin g  n o t of cash  m oney 
b u t of ex is tin g  ad v an ta g es  a  c o n su lto r 
sh a ll n o t be p e rm itte d  to  be p rom ised  
h im , n o r  m ay  he  receive  th e  sam e.
(2 )  A co n su lto r m ay  d em an d  se c u r­
i ty  in  advance  fo r  h is  fees, p ro v id ed  fo r 
in  S u b -p a rag rap h  1.
Section  9. (1 )  T he U nion M in iste r of 
F in a n c e  m ay, if  he  considers i t  to  th e  
pu b lic  in te re s t , n o tw ith s ta n d in g  th e  
p ro v isio n s of S u b -p a rag rap h  2, o b lig a te  
fa ilin g  c o rp o ra tio n s  to  p e rm it th e  ex­
a m in a tio n  of th e i r  financia l co n d itio n  
(S ec tio n  5, S u b -p a rag rap h  1 ) by  a  con­
s u l to r ;  th e  fa ilu re  to  com ply w ith  th is  
o b lig a tio n  sh a ll be p u n ish ed  w ith  a  
fine of 5 ,000 S; in  th e  case of stock  
c o rp o ra tio n s  w hose sh a re s  o r o b lig a ­
tio n s  a re  lis ted  on  th e  V ienna  B ourse  
n o tice  m ay  n o t be g iven .
(2 )  F o r  th e  p u rp o se  of levy ing  o r 
th e  c o n tro l of p ub lic  ta xes, th e  d u tie s  
o r  o b lig a tio n s  p rov ided  fo r  in  Sub- 
p a ra g ra p h  1 can n o t be im posed.
Section  10. (1 )  I f  a  d isc ip lin a ry  p ro ­
ceed ing  is b egun  a g a in s t a  co n su lto r on 
acco u n t of a  g re a t  v io la tio n  of d u ty  o r 
if  p roceed ings a re  in s ti tu te d  b ecause  of 
one of th e  p u n ish ab le  ac tio n s  descr ib ed  
in  Section  2, S u b -p a rag rap h  3, th e n  th e  
Society  sh a ll su sp en d  such  co n su lto rs  
fro m  p rac tic in g  h is  p ro fessio n  u n ti l  th e  
ju d ic ia l conclusion  o f su ch  m a tte rs , in  
so f a r  as h is  busin ess  tru s tw o rth in e ss  
ap p ea rs  to  be affected.
(2 )  N otice of th e  su sp en sio n  is  to  
be g iven  by th e  S ociety  by p u b lica tio n  
in  th e  official V ienna  T im es; likew ise  
th e  read m iss io n  in to  th e  p ro fessio n  is 
to  be pu b lish ed  in  th e  official V ienna  
T im es.
Section  11. (1 )  T he r ig h t  to  p ra c ­
tice  th e  p ro fession  of a  c o n su lto r 
ceases:
1. th ro u g h  d ea th .
2. th ro u g h  re s ig n a tio n .
3. th ro u g h  fa ilu re  to  p rac tice  th e  
ca llin g  fo r a  perio d  of m o re th a n  six 
m o n th s in  case th e  co n su lto r h a s  n o t r e ­
ceived spec ia l perm iss io n  f r om th e  So­
c ie ty : th e  can ce lla tio n  of th e  r ig h t  to  
p rac tic e  is to  be fo rm a lly  an n o u n ced  by 
th e  Society.
4. th ro u g h  th e  occu rren ce  of one of 
th e  c ircu m stan ces  d escribed  in  Section
2, S u b -p a rag rap h  3.
5. th ro u g h  a d isc ip lin a ry  sen tence .
(2 )  W hen  th e  r ig h t to  p rac tic e  th e
p ro fessio n  ceases, th e  r ig h t  to  th e  use 
of th e  t i tle  of co n su lto r a lso  ceases. 
T he ex tin c tio n  of th e  r ig h t  to  p rac tice  
th e  p ro fessio n  sh a ll be p u b lish ed  w ith  
a  s h o r t s ta te m e n t of its  causes in  th e  
official V ienna  T im es.
Section  12. T he u n law fu l use  of th e  
t i tle  of co n su lto r sh a ll be p u n ish ed  by 
th e  po litica l a u th o r it ie s  by n o t m ore 
th a n  1,000 S, o r w ith  a rre s t fo r  n o t 
m ore  th a n  fo u r  w eeks.
II. Society of Consultors
Section  13. (1 ) T he to ta li ty  of th e  
co n su lto rs  fo rm s th e  C o n su lto rs ’ U n ion  
o r  Society. T he p re se rv a tio n  of th e  
h o n o r an d  re s p e c t an d  com m on in te r ­
ests  of th e  co n su lto rs ’ p ro fessio n  lies 
w ith  th e  Society ; i t  h a s  fu r th e r  to  see 
to  i t  th a t  th e  co n su lto rs  fu lfill th e i r  
du tie s .
(2 ) T he Society  sh a ll w ith in  th re e  
m o n th s a f te r  th e  p u b lica tio n  of th e  a p ­
p o in tm en ts  of c o n su lto rs  ad o p t its  
ru le s : th e  ru le s  a re  su b je c t to  th e  a p ­
p ro v a l of th e  U nion F in an ce  M in iste r in  
co n ju n c tio n  w ith  th e  U n ion  M in iste r of 
C om m erce an d  T rad e . W ith in  tw o 
w eeks a f te r  th e  ap p ro v a l o f th e  ru le s , 
th e  Society  sh a ll e lec t its  b o a rd  of d irec ­
to rs .
(3 )  T he U nion  M in ister  of F in an ce , 
in  co n ju n c tio n  w ith  th e  U nion  M in iste r 
o f C om m erce an d  T rad e , m ay , in  case 
of a  v io la tio n  of d u ty  o r  co n tin u o u s  n eg ­
lec t of d u ty , d isso lve th e  b o a rd  o f d i­
re c to rs  an d  d em an d  th e  e lec tio n  o f a  
new  b o a rd : th e  m em bers  of th e  d is­
so lved  b o a rd  m ay  be re -e lec ted  if  th e
U nion  M in iste r of F in an ce , w ith  th e  a p ­
p ro v a l of th e  U n ion  M in iste r of Com ­
m erce  a n d  T rad e , h a s  co n sen ted  to  such  
re -e lec tio n  of su ch  m em bers.
S ection  14. T he Society  exerc ises th e  
d isc ip lin a ry  pow er over th e  co n su lto rs ; 
i t  sh a ll, w ith in  tw o m o n th s  a f te r  th e  
e lec tion  of th e  b o a rd  of d irec to rs , ad o p t 
d isc ip lin a ry  B y-L aw s, w h ich  a re  su b ­
je c t  to  th e  ap p ro v a l of th e  U nion  M in­
is te r  of F in an ce  in  co n ju n c tio n  w ith  th e  
M in iste r of C om m erce a n d  T rad e . 
M ajo r v io la tio n s  a re  to  be p u n ish ed  
w ith  te m p o ra ry  o r p e rm a n e n t loss of 
th e  r ig h t to  p rac tic e  th e  p ro fessio n  of 
co n su lto r.
Section  15. T he ex am in a tio n  fo r  con­
su lto rs  (S ec tion  2, S u b -p a rag rap h  1, 
C lause 5) sh a ll be h e ld  by th e  Society 
u n d e r  th e  p res id en cy  of an  officer ap- 
po in ted  by  th e  U n ion  M in iste r of F i­
nance . T he B y-L aw  fo r  such  exam ina­
tio n s  is to  be d ra f te d  by th e  Society  an d  
is su b je c t to  th e  ap p ro v a l of th e  U nion 
M in iste r of F in an ce , in  c o n ju n c tio n  
w ith  th e  U nion  M in iste r of C om m erce 
an d  T rad e .
Section  16. T he Society  sh a ll fix th e  
lim it of th e  re m u n e ra tio n  to  w h ich  a 
c o n su lto r sh a ll be e n ti tle d  in  acco rd ­
ance w ith  Section  8, S u b -p a rag rap h  1 
(C o n su lto rs  T a r i f f ) ; th e  ta r if f  fo r con- 
s u l to r ’s fees is su b je c t to  th e  ap p ro v a l 
of th e  U nion  M in iste r of F in an ce  in  con­
ju n c tio n  w ith  th e  U nion  M in iste r of 
C om m erce an d  T rad e .
Section  17. T he U nion  M in iste r of 
F in an ce  in  co n ju n c tio n  w ith  th e  U n ion  
M in iste r of C om m erce an d  T rad e  m ay 
d ec la re  void  th e  re so lu tio n s  of th e  So­
cie ty  w h ich  a re  c o n tra ry  to  th e  reco g ­
n ized  an d  accep ted  p recep ts  o r  By- 
L aw s of th e  Society.
III . Concluding Provisions
Section  18. T h is law  sh a ll n o t app ly  
to  th e  in su ran ce  in s ti tu tio n s  w hich  
a re  su b je c t to  th e  sup erv isio n  of th e  
U nion  B oard  of In su ran ce .
S ection  19. T he en fo rcem en t of t h is 
A ct is e n tru s te d  to  th e  U nion M in iste r 
of F in an ce  an d  th e  U nion  M in iste r of 
C om m erce an d  T rad e .
R EA SO N S F O R  T H E  ACT
U n d er th e  p ro v isio n s of th e  A ct of 
O ctober 7, 1921, (U n ion  A ct, P a m p h le t 
No. 543) ,  a  b a n k  com m ission  w as ap ­
p o in ted  to  c o n tro l th e  o rg an iza tio n  of 
b an k s  an d  to  solve som e of th e  ex is t­
in g  p ro b lem s co nnec ted  th e re w ith , 
w h ich  by  th e i r  re la tio n sh ip  as w ell as 
by  th e  re p o r ts  to  th e  C om m ittee  o f th e  
N a tio n a l C ouncil p rov ided  fo r  in  th e  
A ct, show  th a t  th e y  a re  Of a  h a lf -p a r l ia ­
m e n ta ry  c h a ra c te r . T h e  fu n c tio n  of 
th e  b an k  com m ission  ceases w ith  th e  
above a c t of D ecem ber 31, 1926.
C oncerned  w ith  th e  question , w h e th e r  
to  ex ten d  th e  fu n c tio n s  o f th e  b a n k  
com m ission  by law , o r  w h e th e r  th is  
com m ission  w as to  be d isp laced  by  a n ­
o th e r , an  in s ti tu t io n  a d a p te d  to  solve
the  p rob lem  w as to  be es tab lish ed , th e  
U nion G o vernm en t th e n  considered  th e  
E n g lish  “ C h a rte re d  A cco u n tan ts .”  In  
th e  fo reg o in g  b ill, i t  is p roposed  to  d is­
p lace th e  b an k  com m ission  w ith  a n  in ­
s titu tio n  m odeled  a f te r  th e  C h a rte red  
A ccoun tan ts, w h ich  a p p e a rs  to  be fitted  
to in c rease  confidence in  la rg e  e n te r­
p rises in  th e  in te re s t  o f dom estic  com ­
m erce an d  in d u s try . T he c irc le  of en ­
te rp rise s  w h ich  th e  ac tiv ity  of th e  
h e re in  p roposed  a c c o u n ta n ts  is  expected  
to cover h a s  been  co n sid erab ly  ex­
tended , in  co m p ariso n  w ith  th e  field of 
a c tiv ity  of th e  b a n k  com m ission.
T he in s ti tu t io n  of th e  C h a rte re d  Ac­
c o u n tan ts , th e  p riv ileg ed  ex am in ers  of 
accounts, h as  becom e p e rm a n e n t in  
E n g lan d . A g re a t  p a r t  of th e  confi­
dence w hich  ex is ts  in  E n g lish  co rp o ra ­
tions re s ts  up o n  th e  final ex am in a tio n  
of th e ir  accoun ts  by th e  C h a rte re d  Ac­
co u n tan ts . S u b jec t to  s t r ic t  cond itions 
of re sp o n sib ility , th e  C h a rte red  Ac­
co u n tan ts  a re  in te re s te d  in  uncovering  
ir re g u la r ity  in  th e  acco u n ts  of in s ti tu ­
tions w hich  th ey  exam ine an d  to  in s is t 
upon  th e i r  d isco n tin u an ce . In  A u s tr ia  
th e re  w as n o t an  an a lo g o u s  in s ti tu tio n  
p rio r to th is  tim e . T he leg a l s ta tu s  of 
o u r acco u n tan ts  is n o t specifically  re g ­
u la te d ; m an y  p erso n s in  th e  p ro fession  
of acco u n tan ts  do n o t possess th e  neces­
sa ry  know ledge fo r  th e  qualified  ac tiv ­
ity  of acco u n tan ts . T hey  a lso  lack  th e  
su p p o rt of a  leg a lly  c ircum scribed  field 
of ac tiv ity , a n d  likew ise  sufficient a s ­
su ran ce  a g a in s t th e  com p e titio n  of less 
tru s tw o rth y  e lem en ts . T he fo reg o in g  
G overnm en t B ill now  a tte m p ts  to  fill 
up th e  ex is tin g  gaps an d  a lso  to  in t ro ­
duce in to  A u s tr ia  p ub lic  acco u n tan ts  
a f te r  th e  m odel of E n g lish  C h arte red  
A ccoun tan ts , w ho h e re  sh a ll have  th e  
p ro fessio n a l t i t le  of “ C o n su lto rs .” T he 
U nion G overnm en t hopes th a t  th is  in ­
s t itu tio n  w ill ta k e  ro o t h e re . In  E n g ­
land  i t  to o k  som e tim e  befo re  th e  C h ar­
te re d  A cco u n tan ts  g a in ed  th e ir  p re se n t 
d o m in a tin g  po sitio n  an d  th e  g en e ra l 
confidence of th e  public . T he hope 
m u st be exp ressed  th a t  in  A u s tr ia  th e  
d evelopm ent by  th e  p roposd  se lec tion  
of p erso n s an d  th e  in te ll ig e n t in tro d u c ­
tio n  of p u b lic ity  w ill m ove in  th e  sam e 
d irec tio n  as in  E n g lan d , an d  th a t  th e  
in s ti tu tio n  of C on su lto rs  w ill n o t only  
be co m p e ten t to  uncover a n d h in d e r 
m isuses, b u t a lso  to  s tre n g th e n  public  
confidence in  A u s tr ia n  en te rp rise s  an d  
to ra ise  th e i r  c red it.
T he fo reg o in g  B ill fa lls  in to  th re e  
p a rts , w h ereo f th e  f irs t re la te s  to  Con­
su lto rs , th e  second  to  th e i r  co m pu lso ry  
un ion , th e  S ociety  o f C onsu lto rs, w hile  
th e  th i rd  co n ta in s  th e  conc lud ing  p ro ­
visions.
T he co n su lto rs  a re  to  be ap p o in ted  
in  w rit in g  by  th e  U nion M in iste r of F i­
n ance , w ith  th e  co n sen t o f th e  U nion 
M in iste r o f C om m erce an d  T rad e , upon  
th e  n o m in a tio n  of th e  Society  of Con­
su lto rs . T he necessa ry  n u m b er of con ­
su lto rs  a t  a n y  tim e  sh a ll be fixed by 
th e  above M in iste rs  a f te r  th e  Society  
o f C on su lto rs  h a s  been  h e a rd . Section
2 co n ta in s  th e  re q u ire d  q u a lif ic a tio n s  
w h ich  m u s t be  u n ited  in  th e  p e rso n  of 
a n  ap p lic a n t fo r  th e  p osition  of consu l- 
to r . A d eq u a te  p re p a ra tio n  an d  p ra c ­
tice  a re  especia lly  fixed as a  co n d itio n  
fo r  such  ap p o in tm en t.
T he a p p o in tm e n t a s  C o nsu lto r be­
com es effective on ly  w hen  th e  ap po in tee  
h as  g iven  bond , in  th e  a m o u n t fixed in  
h is  w r it te n  ap p o in tm en t, fo r  th e  secu rity  
fo r  an y  dam ag e  su s ta in e d  b ecause  of h is 
d e linquency  in  th e  p e rfo rm an ce  of h is  
d u tie s . T h ro u g h  th e  g iv in g  of th is  
secu rity , th e  re a liz a tio n  of th e  cond i­
tio n  of th e  bond  w ill be less lik e ly  to  
occur. T he c o n su lto r is to  be m ade con­
scious o f th e  fa c t th a t  every  m is tak e  
w hich  h e  m ak es in  h is  w o rk  as a  con- 
su l to r  an d  w hich  re s u lts  in  d am ages to 
o th e rs  affects h is  p ro p e r ty  a n a  h is bond. 
An in c rease  in  th e  am o u n t o f th e  bond 
ad e q u a te  fo r  th e  p rac tice  of th e  con­
su lto r  h as  been  p rov ided . Section  4 
co n ta in s  th e  o b lig a tio n  o f a co n su lto r to 
file a  w rit te n  o a th  of office w ith  th e  
U nion M in iste r of F in an ce  b efo re  e n ­
te r in g  upon  h is  p rac tice .
Section  5 co n ta in s  th e  ta sk s  o f th e  
co n su lto rs . T hese  a re  th e  final o r 
su p e r-ex am in a tio n  of th e  financia l con­
d itio n s  of com m ercia l o r in d u s tr ia l en ­
te rp r is e s  as i t  is show n by th e  books, 
an d  th e  la s t  c losing  of accoun ts  of such 
en te rp rise s , f u r th e r  th e  ex am in a tio n  of 
th e  o rg an iza tio n  an d  m an ag e m en t of 
com m ercia l an d  in d u s tr ia l u n d e r ta k ­
ings, th e  w o rk in g  o u t of su p e r-ex am in a­
tio n  of th e  financia l b u ild in g  -up of new ­
ly o rg an ized  o r reo rg an ized  com m ercia l 
o r  in d u s tr ia l  e n te rp rise s , as w ell as th e  
in tro d u c tio n  of a system  of b o o kkeep ­
in g  fo r  such  en te rp rise s . I t  h as  been 
p ro v id ed  th a t  th e  co n su lto rs  sh a ll only  
u n d e r ta k e  such  ta s k s  upon  th e  o rd e r 
o r  w ith  th e  co n sen t of th e  au th o rized  
m an ag e m en t of such  com m ercia l o r  in ­
d u s tr ia l  e n te rp rise  ( fo u n d e r  o r  p ro ­
m o te r ) . A com pulso ry  ex am in a tio n  
a g a in s t th e  w ill o r  o rd e r  of th e  co rp o ra ­
tio n  sh a ll g en e ra lly  n o t be m ade pos­
sib le , w h ich  w ill n a tu ra lly  a id  in  
s tre n g th e n in g  th e  confidence of new  in ­
s titu tio n s . A n excep tion  to  th is  fu n ­
d a m e n ta l ru le  sh a ll be m ade  on ly  w hen  
th e  U nion M in ister o f F in an ce— if he 
considers  i t  n ecessa ry  in  th e  pub lic  in ­
te re s ts— m ay  com pel fa ilin g  c o rp o ra ­
tio n s  to  p e rm it th e  exam in a tio n  o f th e ir  
financia l con d itio n  by a  co n su lto r, in 
a d d itio n  to  th e  u su a l p en a lty  of th e  
re g u la tio n s  an d  ev en tu a l e lim in a tio n  of 
no tice  in  th e  B ourse  (E x ch an g e) N ew s­
p ap er. T h e  e lec tio n  of a  c o n su lto r sh a l l  
even th e n  be f re e  to  th e  p e rso n s  m a n ­
ag in g  su ch  a  co rp o ra tio n . B y su ch  ex­
am in a tio n , i t  is exp ressly  p rov ided  th a t  
th e  o b lig a tio n  to  p e rm it th e  ex am in a ­
tio n  by a  co n su lto r can n o t be m ade  fo r  
th e  p u rp o se  of levy ing  an d  co n tro l of 
p u b lic  taxes . T he p rob lem s, w h ich  
a re  to  be so lved  in  th e  s p ir it  of fig h t­
ing  im p ro p e r b usiness  co nd itions , a re  
n o t to  be con fused  w ith  th e  p ro b lem s of 
levy ing  taxes.
T he c o n su lto r m ay  re fu se  to  accep t 
th e  o rd e r  to  exam ine a n  in s ti tu t io n  o r 
e n te rp rise : in  case of n ecess ity  th e  So­
c ie ty  of C onsu lto rs th e n  ap p o in ts , ac ­
co rd ing  to  fixed o rd e r , a  co n su lto r, w ho 
m u s t accep t th e  o rd e r  to  exam ine th e  
concern . T h a t th e  co n su lto rs  m ay  be 
ap p o in ted  as a rb i tr a to r s  in  business d is­
p u te s  o r as R eceivers, o r a s  liq u id a to rs  
is w ith in  th e  pu rpose  fo r  w h ich  th is  
in s ti tu te  is to  be c rea ted .
S ection  6 co n ta in s  th e  co n d itio n s o f 
in co m p a tib ility  an d  a lso  th e  p ro h ib itio n  
of sp ecu la tio n  an d  pub lic  boosting .
In  Section  7 a re  fo u n d  th e  co n d itio n s 
fo r  dam ages. T he c o n su lto rs  a re  to  be 
liab le  to  each  th i rd  p e rso n  fo r  d am ­
ages w hich  w ere caused  by th e  fa i lu re  
to  observe  th e  p ro p e r p ro fe ss io n a l ca re , 
o r th e  v io la tio n  of th e  d u ty  of silence , 
w h ich  is m ade  th e ir  d u ty  in  th e  sam e 
p a ra g ra p h . T he c o n su lto r is n o t r e ­
lieved  of h is  liab ility  w hen  th e  in i t ia l  
cause  of th e  dam age  is some ac tio n  
m ade  by  th e  resp o n sib le  m a n a g e rs  of 
th e  exam ined  concern . T h e  co n su lto rs  
w ho fa iled  to  see th e  f irs t cause  of th e  
dam age  by lack  of ca re  o r th ro u g h  n eg ­
ligence sh a ll be liab le  to  pay  su ch  d am ­
age  in s tead  o f th o se  p rim a rily  re ­
sponsib le  fo r  it.
T he re p o r t  of th e  c o n su lto rs  a n d  th e  
b asis  of its  re s u lt  m ay  be  u sed  fo r  th e  
pu rp o se  of levy an d  c o n tro l of p u b lic  
taxes on ly  on  th e  offer of th e  a u th o r iz e d  
m an ag e m en t of th e  exam ined  concern . 
By th is  ru le  is to  be fu r th e re d  th e  
fra n k n e ss  an d  confidence of th e  con­
ce rn s in  th e  co nsu lto rs .
In  Section  8 i t  is fixed th a t  th e  con­
su lto rs  m ay dem and  fo r  th e ir  se rv ices 
on ly  th e  re m u n e ra tio n  s e t in  th e  ta r iff  
o f fees m ade  by th e  Society  an d  ap ­
p ro v ed  by  th e  U nion M in iste r o f F i­
nan ce  in  co n ju n c tio n  w ith  th e  U nion  
M in iste r of C om m erce an d  T rad e . B y 
th a t  ru le  th e  busin ess  co n cern  sh o u ld  
be p ro tec ted  a g a in s t a ll  from  u n re a s o n ­
ab le  charges .
Section  11 p rov ides in  w h a t cases th e  
r ig h t  to  fo llow  th e  p ro fessio n  of a  con­
su l to r  sh a ll cease. T he u n a u th o r iz e d  
u se  of th e  ti t le  of a  co n su lto r is p laced  
u n d e r  p en a lty  in  Section  12 fo r  th e  p u r­
pose of h in d e r in g  decep tion  of th e  pub­
lic.
(Continued on page 143)
Credit Frauds
CREDIT Frauds can come into existence only afte r the ex­
tension of credit. In a general view 
credit is the confidence reposed in 
the ability and purpose of men to 
meet fu ture obligations. Credit 
may be divided into a number of 
different classes; namely, Banking 
Credit, Capital Credit and a num­
ber of others which are not of di­
rect interest to the business man. 
Banking credit is an im portant fac­
to r in the commercial development 
of any community. They supply 
through the extension of credit the 
tem porary capital essential in the 
operation of a business. Most busi­
ness enterprises have a seasonal 
outlet for their product, by the en­
joym ent of bank credit the enter­
prise has the necessary capital to 
stock the product to supply the 
seasons’ demands. The capital is 
th en  released and the business en­
terprise pays interest only for the 
actual period of use. I t has been 
said th a t the combined will of the 
banks of the world is so strong 
th a t they can prevent war or they 
can enforce peace.
Capital Credit differs — from 
Banking Credit as Capital Credit 
is of a permanent nature. Capital 
Credit may be referred to as 
Bonds, Mortgages, Etc.
I t is estimated th a t the annual 
losses due to credit frauds are from 
160 to 400 million dollars. This is 
merely a cost of transacting busi­
ness which m ust be borne by the 
consuming public.
There are two outstanding meth­
ods of credit fraud.
1. The misrepresentation of 
fac ts and conditions.
2. Bankruptcy or insolvency.
There are numerous methods
employed for the purpose of mis­
representation, the principal of 
which are:
1. Improper valuation of assets.
2. Omission or understatement 
o f liabilities.
3. Improper reflection of operat­
ing  results.
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4. Forged certificate of account­
ant.
5. Duplicate name scheme.
6. Baiting credit.
The first step to reduce such 
losses is to adopt methods by which 
misrepresentation may be detected 
before credit is given. I believe I 
am safe in saying there are less 
attem pts made to break down the 
door of a bank where the criminal 
is aware th a t burglar alarms are 
in use, than where such alarms are 
not in use; the chances are tha t 
we will have less misrepresentation 
if it is a known fact th a t they will 
be promptly exposed.
The responsibility for detecting 
misrepresentations rests upon the 
credit man, and a reliable basis for 
judgement is afforded when state­
ments of financial condition and op­
erations have been properly veri­
fied by an accredited accountant.
The information which should 
be found in an auditor’s report, if 
the auditor realizes his responsi­
bility, is:
1. That assets will be properly 
stated and valued.
2. That actual and contingent 
liabilities will be disclosed.
3. That all elements of income 
and cost have been properly stated.
4. Sufficient facts to afford a 
test of the management.
5. Proper disclosure of irregu­
larities or conditions affecting the 
financial condition of the applicant.
6. A certificate in support of the 
statements.
The average accountant can give 
some interesting experiences in 
connection with the preparation of 
financial statements. These usually 
occur afte r the business man has 
been advised to obtain a certified 
statem ent of his business in con­
nection with his application for
credit. Ordinarily a man with a 
desire to obtain undue credit has 
no lim it to his efforts, he will use 
all kinds of schemes and argu­
ments to get the accountant to be­
come a  party  to the fraud.
We commonly experience what 
can be classed as the Three-inven­
tory man. One inventory for his 
own use, one for credit purposes 
and one for income tax  purposes.
The importance of a correct seg­
regation and reflection of assets 
and liabilities can be readily real­
ized when it so often occurs, th a t 
the inventory of merchandise is 
the largest single asset on the 
statem ent, and it represents cash. 
I t is very im portant th a t the in­
ventory be priced only a t the pres­
ent worth and any products out of 
date or spoiled should be shown a t 
salvage value, only. Any other 
basis will destroy the purpose of a 
balance sheet, nam ely; to show the 
true financial condition.
A statem ent prepared by a man­
ufacturing concern should have a t 
least three divisions in the inven­
to ry ; raw  material, goods in pro­
cess and finished products.
The Banker is primarily inter­
ested in current or short term  loans, 
and such loans m ust of necessity 
be paid from current receipts. The 
Net W orth of a business is impor­
tant, but I have in a number of in­
stances seen Bankers extend credit 
on the quality of the assets instead 
of the quantity and I believe the 
losses from such practice are few.
When I speak of the quality of 
the assets I mean th a t they are in 
such form th a t they can be readily 
turned into cash.
If it  takes six months for a con­
cern to manufacture its product it 
is not safe to make a thirty-day 
loan based on a raw material in­
ventory, but such a loan can be 
made on Accounts Receivable, Fin­
ished Products, Etc.
I believe th a t you will agree tha t 
the auditor’s report will serve to 
reduce the losses from credit
f r a u d  ana as a recognition of the 
v a lu e  of such a report the criminal 
has in numerous instances a t­
tempted to obtain credit by the 
presentation of a forged certificate 
bearing a reputable accountant’s 
name.
The criminal also makes use of 
what is known as the “Duplicate 
Name Scheme.” He will take the 
name of some well established firm, 
the order is placed, the goods 
shipped and the criminal receives 
them before the fraud is detected.
Another scheme encountered is 
one which can be referred to  as 
“Baiting Credit;” the criminal will 
serve a period of probation and 
during th is time he is on his best 
behavior and succeeds in establish­
ing a credit rating, he then makes 
large purchases which are usually 
followed by bankruptcy as a result 
of the diversion or mis-appropria- 
tion of the property.
The second method employed by 
the credit criminal is bankruptcy. 
After bankruptcy the creditors sal­
vage, as best as they can, assets 
from the business wreck.
You gentlemen are all familiar 
with the results a fte r bankruptcy 
and realize th a t the outcome is 
never very satisfactory.
Bankruptcy can always be traced 
to one of the following causes:
1. Fraudulent diversion or mis­
appropriation of Assets.
2. Incompetent Management.
3. Business Losses.
4. Insufficient Capital.
By proper adm inistration of the 
bankrupt estate the creditors have 
a fair chance of recovery, except in 
the case of diversion or misappro­
priation, of assets. This kind of 
criminal is a heavy drain on legiti­
mate business and business should 
unite to bring about his extinction. 
If credit is extended on properly 
certified financial statem ents the 
chances are th a t such criminal acts 
will be disclosed before they have 
progressed to a serious stage.
The creditor should seek the ap­
pointment of an experienced busi­
ness man as receiver and trustee. 
It often occurs th a t the adminis­
tration of a bankrupt estate is left 
in the hands of one without busi­
ness experience. The prim ary pur­
pose of bankruptcy is to protect 
the interest of the creditors. If, as 
stated, a large percentage of the 
bankruptcy cases are due to in­
competent management, ju s t how 
can we expect an improved condi­
tion by the appointment of some­
one else not properly qualified?
A going business can absorb lots 
of abuse and still survive, but a 
business th a t is down and out can­
not absorb an equal amount of 
abuse. A bankrupt business is as 
a stalled automobile, an inexperi­
enced mechanic can drive an auto­
mobile even in cases where all the 
cylinders do not work, but when 
the automobile refuses to go he is 
a t sea and m ust rely on the help 
of the experienced mechanic. A 
bankrupt estate needs an expe­
rienced business man. It is stalled.
I t is a duty for you as business 
men to use your influence in the 
appointment of a receiver for a 
bankrupt concern and not alone 
save the business for the proprie­
tors and creditors, but perform a 
civic duty by a t least attem pting 
to retain a commercial enterprise 
for your community.
Due to the present business a tti­
tude toward the extension of credit 
and the growth of the installment 
business, I feel safe in predicting 
th a t the losses from the extension 
of credit will not decrease until 
some radical changes take place.
Credit is ordinarily extended 
without proper investigation. The 
failure to make proper investiga­
tions may be traced to a few under­
lying causes:
1. The extension of credit indis­
criminately in order to do a larger 
business than their competitors.
2. The fear of offending patrons 
by asking entirely legitimate ques­
tions in regard to their means and 
prospects.
3. The lack of facilities among 
the great mass of dealers for mak­
ing such investigations.
Credit was originally intended as 
a business convenience for use dur­
ing needy periods. I t is now being 
used as a sales idea. I t is not 
original as it is being used by the 
m ajority of business enterprises. 
Why not develop original ideas for 
the merchandising of your prod­
uct? This has been done by the 
chain grocery stores and they have 
prospered where the credit gro- 
ceryman could not exist.
THE PUBLIC ACCOUNTANT IN 
AUSTRIA
(Continued from  page 141)
T he Society  of C on su lto rs  is a  com ­
p u lso ry  U nion . In  th e  G o v ern m en t 
B ill i ts  d u tie s  an d  pow ers a re  fu lly  c ir­
cum scribed .
T he S ociety  is to  en ac t its  ow n By­
law s b u t th ey  a re  su b je c t to  th e  a p ­
p ro v a l of th e  U nion M in iste r of F in a n c e  
in  c o n ju n c tio n  w ith  th e  U nion M in iste r 
o f C om m erce an d  T rad e . T he Society  
w ill exercise  d isc ip lin a ry  pow er over 
th e  co n su lto rs  a n d  ad o p t t h e o rd e r  o f 
d isc ip line  w hich , how ever, a re  su b je c t 
to  th e  sam e ap p ro v a l as th e  B y-law s. 
Serious v io la tio n s  of th e  d isc ip line  a re  
to  be p u n ish d  w ith  te m p o ra ry  o r  p e r­
m a n e n t loss of th e  r ig h t  to  p rac tic e  a s  
a  C on su lto r. T he Society  w ill ho ld  th e  
p re sc rib ed  ex am in a tio n s fo r  co n su lto rs  
u n d e r  th e  p res id en cy  of an  officer a p ­
p o in ted  by  th e  U nion  M in iste r of F i ­
nance , an d  th e  Society  sh a ll b efo reh an d  
w o rk  o u t an  o rd e r  fo r  su ch  ex am in a ­
tio n , w h ich  is likew ise  to  be ap p ro v ed  
as  th e  B y-law s.
T he U nion M in iste r of F in an ce  in  
co n ju n c tio n  w ith  th e  U nion  M in iste r of 
C om m erce an d  T rad e  is em pow ered  to  
d ec la re  vo id  n o t on ly  th e  re so lu tio n s  of 
th e  Society  w h ich  a re  c o n tra ry  to  th e  
p re sc rib ed  a u th o r ity  an d  th e  B y-law s 
of th e  Society, b u t a lso  to  d isso lve th e  
B o ard  of D irec to rs  in  case o f v io la tio n  
of d u ty  an d  co n tin u ed  fa ilu re  in  th e  
p e rfo rm an ce  of th e i r  d u ty , an d  to  d e ­
m an d  th e  re -e lec tio n  of a board , a t  
w h ich  elec tion  on ly  such  m em bers of 
th e  d isso lved  b o a rd  m ay  be re -e lec ted  
on  th e  ap p ro v a l of th e  sa id  M in isters. 
By th is  i t  is in ten d ed  th a t  co arse  i r ­
re g u la r i tie s  m ay  n o t sn eak  in to  th e  So­
c ie ty  w h ich  m ig h t affect th e  re sp ec t fo r  
co n su lto rs  an d  confidence in  th em .
Of th e  p rov isions of th e  co n c lud ing  
p a ra g ra p h s , on ly  Section  18 need  be 
m en tio n ed ; i t  p rov ides th a t  th e  B ill 
does n o t affect in su ran ce  in s ti tu tio n s . 
T his w as done because  th e  in su ran ce  
co rp o ra tio n s  a re  a lre a d y  u n d e r  an  e f­
fec tive  in su ran ce  su p erv isio n  by a  U nion 
B o ard  an d  a  doub le  ex am in a tio n  m ig h t 
lead  to  d issa tis fac tio n .
A  Proposal Relative to an Accepted Terminology
T HERE seems, to be a  growing tendency among accountants 
to take under consideration the 
possibility of a  uniform terminol­
ogy. I t is significant th a t the 
leading articles in the initial issues 
of two accounting magazines of re­
cent date dealt directly w ith this 
subject. The American Account­
ant, appearing in  February for the 
first time, discussed the “Develop­
ment of an Accounting Terminol­
ogy” ; while the Licentiate in Ac­
countancy, a Canadian publication 
ju s t issued in November, headed 
its dissertation on the subject, 
“Accounting Terminology.” Both 
of these articles decry the fact th a t 
endeavors along this line hereto­
fore have failed. Their tone is 
more or less optimistic, but neither 
of them present any definite plan 
in which success along this line 
may be attained.
The Journal of Accountancy has 
commented on the subject from 
time to time. In fact the Ameri­
can Institute made a study of the 
subject in 1921, and had a commit­
tee report on it a fte r a year’s in­
vestigation. This endeavor was 
the first of its  kind made by prac­
titioners along scientific lines. The 
report was most enlightening as 
fa r  as it went, but hardly scratched 
the surface.
Notwithstanding apparent lack 
of success of form er endeavors 
along this line, the need for more 
uniformity in accountancy is ap­
parent. In a recent report, the 
Robert Morris Associates stated, 
“There is no real accord as yet 
among accountants themselves as 
to ju s t w hat sort of certificate 
should accompany the varying 
types of reports. I t  should be pos­
sible for them to classify the char­
acter of their various examina­
tions, audits and w hatever they 
w ant to call them, and then insert 
a t the very beginning of their cer­
tificate a phrase labeling the re­
port w hat it is . . . ” The 
phrase “as yet” infers th a t these
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admirable gentlemen expect th a t at 
some future time there will be 
“real accord” among accountants.
To quote further, a prominent 
practitioner recently said, “Our 
own use of terminology is lament­
ably inconsistent and reflects too 
often the idiosyncracies of the  in­
dividual ra ther than  the estab­
lished practice of the profession.” 
And another, “Accounting practice, 
being in a formative stage in th is 
country, has made relatively little 
progress in the m atter of standard­
ization. Little has been done to 
acquaint the public with the scope 
and classification of accounting 
service. * * * The subject is 
full of possibilities.” Why not 
make it full of realities? Then 
again from a banker, “Unfortu­
nately, in this (banking) as in 
other branches of accounting, there 
can hardly be said to exist an ac­
cepted uniform terminology.”
The word “accepted” is empha­
sized in th a t it  is the key-word 
around which the  whole endeavor 
would have to center. W hatever 
conclusions may be made from re­
search work of this kind, the final 
test m ust be, have they been ac­
cepted by the profession as the best 
thought on the subject. To say 
the least, such a test would be 
ra ther a large order. I t  means 
th a t plans would have to be laid 
and methods provided whereby the 
most representative organization 
of accountants would participate in 
the work, rendering final decisions 
on questions involved; the findings 
being based on the “best thought” 
in the country. I t  means a codifi­
cation of accounting principles and 
related subjects recognized by the 
whole and indicative of no one in­
dividual. A t present, when one so- 
called authority is quoted on a par­
ticular point, i t  is ra ther an easy 
m atter to  find another equally as 
good authority who contradicts the
former. No wonder we have such 
remarks from those outside the 
profession as quoted above, “There 
is no real accord as yet among ac­
countants themselves.”
And now to the task which is the 
burden of this article, a proposal as 
to how this ra ther “large order” 
may be filled. I t  is recognized that 
such an endeavor would have to be 
made through a highly developed 
organization of accountants. The 
American Society of Certified Pub­
lic Accountants is exactly w hat its 
name implies and more, it  is the 
recognized National Society of the 
State Societies which, in turn, are 
the Societies of Certified Public 
Accountants of the country. I t is 
not an entity in itself with mem­
bers, but represents a group of en­
tities, the State Societies. What 
more representative organization 
of accountants in this country 
could be had to function along the 
lines mentioned above! Its  mem­
bership, consisting of accountants 
from every S tate in the Union, 
would then be the means by which 
the “best thought” could be ob­
tained.
And so, with the organization at 
hand to function, we proceed to 
outline the plan, briefly, as follows:
1. The American Society would 
organize a Research Department to 
hold fo rth  a t its  main office in 
Washington. This department 
would consist of an adequate per­
sonnel drawn from the practical 
accounting field. A library con­
sisting of all accounting literature 
now of recognized standing would 
be available for reference, together 
with suitable office equipment.
2. The entire field of accounting 
would be mapped out in the  form 
of a brief w ith the present recog­
nized principles as m ajor items.
3. This brief would then be aug­
mented w ith sub-headings a n d  
minor items, using a flexible form 
to take care of additions which 
would be made from time to time.
4. All items would be indexed
with some such plan as the Dewey 
Decimal System, thereby giving 
greatest flexibility to the brief.
5. From this groundwork would 
be erected the accounting structure 
in the form of questionnaires. 
These questionnaires would be sys­
tematically arranged so as to cover 
each major, sub and minor heading 
exhaustively. The questions could 
be listed in blocks of 100 so as to 
facilitate handling.
6. These questions would be spe­
cific. Broad and ambiguous quer­
ies would be avoided so th a t an­
swers thereto could be short and 
to the point. This procedure would 
multiply the  number of questions 
asked, but would give greater lati­
tude in the arrangem ent of an­
swers. These concise answers 
would tie together to bring out the 
m ajor points involved.
7. The brief and questionnaires 
would be prepared by the Research 
Department afte r solicitation for 
suggestions from the State Socie­
ties.
8. Each questionnaire, consisting 
of 100 questions, would then be 
sent to all State Societies which, in 
turn, would call upon their mem­
bership to discuss them and give 
their decision as to correct an­
swers.
9. State Societies would record 
their answers and vote thereon, a 
m ajority vote being necessary to 
make an answer authoritative.
10. All answers would clear 
through the Research Department 
of the American Society. This 
clearance would be in the nature 
of listing all answers voted upon by 
the various State Societies, elimi­
nating only answers which were 
unmistakably alike.
11. This revised list of answers 
would then be presented to the 
State Societies for fu rther consid­
eration and vote, which would or 
would not be final as experience 
might dictate.
12. In every instance the “ac­
cepted” answer would have re­
ceived the  m ajority vote of the 
membership of the American So­
ciety.
While it  would be ra ther prema­
ture to go fu rther into detail a t 
th is time, it is recognized th a t the 
above outline is not exhaustive. 
However, it  is believed th a t it pre­
sents the salient points tha t, it is 
hoped, may receive consideration. 
The thing to be done now, is to con­
sider the feasibility of such an un­
dertaking; to catch a vision of the 
possibilities of such an endeavor. 
We have a need which is recognized
by those within and without the 
profession. To meet th a t need, we 
have an organization which could 
function somewhat along the lines 
outlined. In meeting the need 
through our National organization, 
we would find an issue which would 
bind our S tate Societies closer to 
the American Society and give a 
common basis for discussion of ac­
counting questions.
SOLUTION OF QUESTION 1 OF PART 2 OF THE 
TENNESSEE C. P. A. EXAMINATION 
OF OCTOBER, 1926
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Society, Inc.
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PROCEDURE OF SOLUTION
In planning a solution of this problem 
it  is apparen t th a t provision will have 
to be made fo r a  num ber of new account 
titles  to take care of the prepaid items, 
depreciation, etc. In  such cases there  
is a  substantial advantage in  employing 
a  working sheet in which a  single column 
is reserved fo r the tr ia l balance figures, 
entering  the  debits in the upper portion 
of the column and the credits in the 
lower portion.
One of the principal advantages re ­
sulting from  th is design is th a t in p rac­
tice the debits can be entered on one 
sheet and the credits on another, thus 
leaving ample space fo r additional ac­
count titles a t  the bottom of each sheet. 
A fter all adjustm ents are  entered the 
sheet carry ing the credits can be pasted 
or pinned to  the bottom  of the sheet of 
debits and the  rem ainder of the work 
can then  be completed.
The work of solution will obviously be 
facilita ted  by providing both debits and 
credit columns fo r the adjustm ents, bu t 
usually a  single column is sufficient fo r 
the profit and loss figures, and also for 
the balance sheet. In  this problem, how­
ever, the handling of the numerous in ­
ventory item s affecting profit and loss 
can be g rea tly  simplified by providing 
two columns fo r profit and loss.
By this arrangem ent the adjustm ents 
necessary fo r obtaining the inventories 
fo r the balance sheet are applied in the 
debit section of the working sheet, and 
the adjustm ents fo r the  profit and loss 
statem ent a re  applied in the credit sec­
tion, thus avoiding the  confusion th a t 
sometimes results when all adjustm ents 
of an  inventory are applied on the one 
account title.
H aving determ ined the type of work­
ing sheet and th e  method of handling 
the inventories our nex t problem is to  
make the necessary adjustm ents resu lt­
ing  from  the sales of stock. I t  is stated  
th a t the company sold $300,000 of the  
preferred  stock a t  90 per cent w ith a  
bonus of $30,000 of common stock; also 
th a t $70,000 of common stock was sold 
a t  par. This m akes a  to ta l of $100,000 
of common stock disposed of on Decem­
ber 31 which w ith the $200,000 of com­
mon stock shown as outstanding on the 
tr ia l balance m akes the $300,000 given 
in the problem as the to ta l common 
stock.
The problem  sta tes th a t $150,000 of 
the proceeds of stock sales was set aside 
fo r a  building fund. This indicates th a t 
i t  is not to  be regarded as a  curren t 
asset, and since i t  is not of the natu re  
of a  fixed asset i t  will be preferable to 
give it  a  separate  classification coordi­
nate w ith cu rren t assets and fixed assets.
Accordingly we have the following ad­
justing  en tries:
(1) Cash in b a n k ------ $270,000
Stock discount .... 30,000
Stock b o n u s ..........  30,000
Capital stock.... $30,000
P referred  stock 300,000
(2) Cash _______ ___  70,000
Capital stock.... 70,000
(3) Building fund ...... 150,000
Cash in b a n k .... 150,000
The next item  in the statem ent of the 
problem is the declaration of a  dividend 
of $40,000 on Jan u ary  2, 1926, payable 
on Jan u ary  15. This dividend having 
been declared a f te r  the close of the  pe­
riod fo r which the  statem ents are p re­
pared does not affect any of the figures 
en tering  into those statem ents, bu t m ay 
be referred  to  in a  foot-note on the bal­
ance sheet.
In  the inventories the horsefeed and 
auto accessories a re  combined, so i t  is
not possible to calculate these expenses 
separately, although the current ex­
penses for horsefeed and “auto expense” 
are shown. The following journal en­
tries make the necessary adjustments 
of inventories:
( 4) Merchandise in­
ventory P. & L. $300,000 
Horsefeed, auto 
accessories, etc., 
inventory P. &
L..........................  3,000
Stationery, adver- 
vertising, etc., 
inventory P. &
L..........................  2,000
Merchandise in­
ventory .......  $300,000
Horsefeed, auto 
accesso ries , 
etc., inven­
tory ...............  3,000
Stationery, ad­
vertising, etc.,
inventory .... 2,000
( 5) Merchandise in­
ventory ...........  325,000
Horsefeed, auto 
accessories, etc., 
inventory -------  1,000
Stationery, adver­
tising, etc., in­
ventory ........  1,500
Merchandise in­
ventory P. &
L...................... 325,000
Horsefeed, auto 
accessories, 
etc., inventory
P. & L......... . 1,000
Stationery, ad­
vertising, etc., 
inventory P.
& L....... .........  1,500
The amounts paid on insurance and 
taxes for the year 1926 are of course 
prepaid assets and the remainder of in­
surance and taxes represents current 
expense. The following adjusting en­
tries cover these items:
(6) Prepaid insurance $500
Insurance .......  $500
(7) Prepaid taxes ...  1,500
Taxes ...............  1,500
The purchase of the sprinkler system 
presents a problem that might be 
handled in several ways. The net amount 
so fa r  invested in the sprinkler system 
might be shown on the balance sheet as
the asset, the liability being deducted 
from the purchase price on the balance 
sheet. I t  has been thought preferable to 
show the entire cost among the assets 
and the unpaid installments among the 
liabilities. This places the liability where 
i t  is most likely to be looked for.
The adjusting entries for prepaid in­
terest and depreciation involve no special 
features; they are:
$2,000
(8) Prepaid interest ... $2,000
Interest on notes 
payable ........
(9) Depreciation on
buildings .........  10,000
Depreciation on
equipment ........ 5,000
Reserve for de­
preciation on
buildings .....  10,000
Reserve for de­
preciation on
equipment .... 5,000
Since the appraisal values of real es­
tate have not been set up on the books 
i t  is not necessary to show these values 
on the balance sheet except by way of 
foot-note.
Moore & Smith Hardware Company 
WORKING SHEET
For the Year Ending December 31, 1925
Trial
Debits Balance Adjustments Profit and Loss Balance
Dec. 31,1925 Dr. Cr. Dr. Cr. Sheet
Cash on hand................... ........................ ........................  $100 $100
Cash in bank ........................ ..... ................. ....... ..... ....  3,000 (1)$270,000 (3)$150,000
(2) 70,000 193,000
Accounts receivable .................. ................................ ....  150,000 150,000
Notes receivable .......................................... .................. 10,000 10,000
R eal estate ..................................................... ...............  50,000 50,000
Buildings ............................................ ..............................  200,000 200.000
Equipment ......................................................................  50,000 50,000
Horses, wagons, and harness .................................. . 5,000 5,000
Motor trucks .............................. ......................... ............  5,000 5,000
Insurance ................... .......... -..........................................  2,000 (6) 500
Taxes .............................. .................................................. 5,000 (7) 1,500
Purchases ................................... ................. ............... ... 900,000
Discounts on sales, cash ................................. .......... -... 20,000
Wages, warehousemen ............... .......... ......... ..............  25,000
Salaries, department managers ................................... 10,000
Salaries, office assistants ........................................ -... 5,000
Drivers, teamsters, etc.............. ............... .................... 5,000
Horsefeed ........................ ........... ...................................  2,000
Auto expense .......................................................... -....... 1,500
Inventories:
Merchandise ............................................. ...... ........  300,000 (5) 325,000 (4) 300,000
Horsefeed, auto accessories, etc............................  3,000 (5) 1,000 (4) 3,000
Stationery, advertising, etc........................... ........  2,000 (5) 1,500 (4) 2,000
Office supplies, stationery, etc..... .................................  3,000
Advertising .................................. ...................... .... .....  50,000
Salesmen’s salaries .................. ......... ....................... ....  20,000
Salesmen’s commissions ............ -................................... 11,000
In terest on notes payable ...................... ..... ................  10,000 (8) 2,000
Dividend on capital, 6 per cent ...................... -..... ..... 12,000
R eal estate, not used in business ........................... ..... 150,000
Investment in Union Hotel Co. (cost) ....................... 50,000
Sprinkler system .................. ..........................................  10,000
Stock discount ........ .......... ............... ..............................  (1) 30,000
Stock bonus............................. ...................................... ....  (1) 30,000
Building fund ............................ -................ -.......... -....... (3) 150.000
Prepaid insurance .................... ....... ............. ................  (6) 500
Prepaid taxes .............................. ....................................  (7) 1,500
Prepaid interest ............................................................... (8) 2,000
Depreciation on buildings ........................................-... (9) 10,000 10,000
Depreciation on equipment ... ..... ..................... ............  (9) 5,000 5,000
Totals .................................. .............................  2,069,600 1,426,600
$1,500
3,500 
900,000
20,000
25,000
10,000
5,000
5,000
2,000
1,500
3,000
50,000
20,000 
11,000
8,000
325,000
1,000
1,500
12,000
150,000
50,000
10,000
30,000
30,000
150,000 
500
1,500
2,000
Credits
Discounts on pu rch ases __ ____________
Interest on n o tes receivab le  .....................
Capital s t o c k ............ ..........................................
N otes p a y a b le ----- -----------------------------
A ccounts payable ......... ...........................
L iability  on sprink ler s y s t e m _______ _
Surplus ................. ..................................... ...........
Preferred stock --- ---------------------------
Inventories, profit and lo ss:
Merchandise ----- ---- -------------------
Horsefeed, auto accessories, etc. ...
Stationery, advertising, etc. -------
Reserve fo r depreciation on buildings 
R eserve fo r depreciation on equipment 
N et profit fo r y e a r ___________
Totals ............................. ..................
...  1,150,000 $1,150,000
20,000 20,000
1,000 1,000
200,000 (1) 30,000
(2) 70,000 300,000
250,000 250,000
150,000 150,000
8,000 8,000
290,600 290,600
... (1) 300,000 300,000
(4) 300,000 (5 ) 325,000 300,000 325,000
(4) 3,000 (5) 1,000 3,000 1,000
... . . (4) 2,000 (5) 1,500 2,000 1,500
(9) 10,000 10,000
(9 ) 5,000 5,000
113,000 113,000
.... 2,069,600 1,201,500 1,201,500 1,498,500 1,498,500 1,426,600
Moore & Smith H ardw are Company 
PR O FIT  AND LOSS STATEMENT 
F or the Year Ending December 31, 1925
Sales ............. ..................................................... $1,150,000
Cost of goods sold:
Inventory, January  1, 1925 ................  $300,000
Purchases ...............................................  900,000
1,200,000
Less—Inventory, December 31, 1925 325,000
Cost of goods s o ld ....... .................
Gross profit on sales ....... ............................
Selling expenses:
W ages of drivers, team sters, etc....... 5,000
Horsefeed and auto expense ..............  5,500
A dvertising ....... ............. .........................  50,000
Salesmen’s salaries .......-----------------  20,000
Salesmen’s commissions ___________  11,000
General and adm inistrative expenses:
W ages of men in w areh o u se ..............  25,000
Salaries of departm ent m anagers ...... 10,000
Salaries of office assistan ts ....... ....... 5,000
Office supplies and s ta tio n e ry --------- 3,500
Insurance ........ .........................................  1,500
Taxes ..........................----------------------- 3,500
Depreciation on buildings -------------- 10,000
Depreciation on equipment ....... ......... 5,000
Other income:
Discount on purchases ......................... 20,000
In terest on notes receivable ............— 1,000
Deductions from  income:
Discount on s a le s .... ................. .............  20,000
In terest on notes p a y a b le ----- ---------  8,000
N et profit fo r y e a r ................. .....
875,000
275,000
91,500
183,500
63,500
120,000
21,000
141,000
28,000
113,000
Moore & Smith H ardw are Company 
BALANCE SHEET 
December 31, 1925 
Assets
C u r r e n t  As s e t s :
Cash on hand and in b a n k ........................... $193,100
Notes rece iv ab le ................... ...... ....................  10,000
Accounts receivable .......................................  150,000
Inventories of merchandise ...... .—.............  325,000
Inventory of supplies ...............................—  2,500
Total curren t assets ----- ----------------  680,600
Building fund—cash in  bank -----------------150,000
Fixed A ssets:
( l)R ea l estate  used in b u s in e ss ................  50,000
Buildings ......................... .................. ....... 200,000
Equipm ent ...................................... ............ 50,000
Horses, wagons, and harness ........ .....  5,000
M otor t r u c k s .............................................. 5,000
Sprinkler system  .................................... 10,000
320,000
Less—Reserves fo r depreciation:
On buildings ....................... $10,000
On equipment ..................... 5,000
------------  15,000
Total fixed a s s e ts .... .
D eferred C harges:
Prepaid  insurance, taxes, and interest...
O ther A ssets:
( l)R ea l estate  not used in  b u s in e ss ............  150,000
Investm ent in Union Hotel Company... 50,000
Total assets
Total liabilities
305,000 
4,000
200,000 
1,339,600
Liabilities
C urrent Liabilities:
Notes payable ..................................................  $250,000
Accounts p a y a b le ...........................................  150,000
Total curren t liabilities .......................
Fixed L iabilities:
Contract payable fo r sprinkler system  —
$400,000
8,000
408,000
N et W orth
Capital Stock:
P referred—7 per cent Cumulative .—.......  $300,000
Common ---------- -------------------- ---............ 300,000
Total capital stock — ---------- --------- 600,000
Surplus:
Balance, Jan u ary  1, 1925 ........  $290,600
N et profit fo r y e a r .....—.............  113,000
403,600
Dividends paid on common 
(6 per cent) ....... .....................  12,000
391,600
Stock bonus ...................................  30,000
361,600
Discount on preferred  s to c k .... 30,000
(2)T otal surplus .......................... .................  331,600
Total n e t w orth .......................... .............
Total liabilities and net w orth............
$931,600
1,339,600
(1)Real estate  not used in business has been valued a t  
$200,000. Real estate  used in  business has been appraised 
a t $75,000.
(2)A dividend of $40,000 was declared on January  2, 1926, 
payable January  15, 1926.
C. P. A. EXAMINATION QUESTIONS, 
MICHIGAN, NOVEMBER, 1926
COMMERCIAL LAW.
F irs t Day—8 to 12.
1. (a) W hat does the term  agency sig- 
nify?
(b) W hat is the theory of estopel as 
respects agency?
(c) W hat are the duties of an agent 
tow ard his principal?
(d) How is the relationship between 
principal and agen t term inated?
2. (a) W hat is a  real estate  m ortgage, 
and give legal requisites before i t  can be 
recorded. W here is it  recorded?
(b) Nam e the different m ethods of 
foreclosure of a  m ortgage in Michigan.
(c) W hat, if  anything, is the effect of 
usury  upon a  m ortgage?
(d) Is  i t  necessary fo r a  wife to exe­
cute a  m ortgage where the  title  to the 
property  is held in the nam e of husband 
only?
3. (a) W hat is a  contract of surety­
ship ?
(b) S tate  difference between a surety  
and guarantor.
(c) W hat are the liabilities of the p a r­
ties under sub. b of question 3 ?
(d) W hat is m eant by th e  term s in­
dem nity and subrogation as respects a 
su rity  or guaran to r?
4. (a) F ive definition of the  following: 
E sta te  in Fee Simple, E sta te  by the en­
tire ty , jo in t tenancy, tenancy in com­
mon, life estate, dower, curtesy.
(b) W hat is an easem ent?
5. (a) W hat is a  will ? Give requisites 
of a  valid will, and in w hat court is the 
estate  adm inistered?
(b) S tate  difference between Execu­
tor, A dm inistrator and adm inistrator 
with will annexed.
(c) W hat is a codicil? Nuncupative 
w ill?
(d) Give definition of g ift causa mor­
tis  and g if t in te r vivos.
6. (a) S tate  the provisions of the 
S tatu te  of F rauds of the S tate of Michi­
gan governing (a) Real estate, (b) 
Personal P roperty.
(b) Give definition of the so-called 
Uniform  Sales Act.
7. (a) Discuss briefly the respective 
powers of the Legislative, Executive and 
Judicial branches of the  Federal Gov­
ernm ent.
(b) Nam e the self-executing provisions 
of the U nited S tates Constitution.
(c) W hat is m eant by the Police power 
of a  S tate?
8. (a) Who m ay file a  petition in 
bankruptcy ? Give some of the data 
necessary to be incorporated in a peti­
tion of bankruptcy. W here is the peti­
tion filed?
(b) W hat is m eant by a  preference as 
respects bankruptcy?
(c) W ithin w hat period of tim e m ust 
a petitioner in  bankruptcy apply to  the 
Court, a f te r  adjudication, in  order to 
obtain h is discharge?
(d) W hat debts or claims are  no t dis­
chargeable in bankruptcy? (Answer 
fully.)
9. (a) Define a  negotiable instrum ent.
(b) Give definition of Bill of E x­
change, sigh t d raft, bill of lading and 
prom issory note.
(c) Give fo rm  of a  Foreign Bill of 
Exchange, Inland Bill. W hat is a  cer­
tificate of deposit?
(d) W hat are  presum ptions as to  con­
sideration of a  person executing a ne­
gotiable instrum ent ?
(e) Name the different kinds of in­
dorsement.
10. (a) Define a  corporation. S tate 
difference between a  partnersh ip  and 
corporation. W hat is a  municipal cor­
poration ?
(b) Is a corporation liable for acts 
done by its  prom otors?
(c) How m ay a  corporation be dis­
solved ?
(d) Give some of the defenses as
against actions to enforce subscrip­
tions fo r the purchase of stock.
(e) Give some of the powers of direc­
tors.
PRACTICAL ACCOUNTING.
F irs t Day—2 to 6.
Problem (1) 30 credits.
The Bronson Company was incorpo­
rated  June 1, 1922, fo r the purpose of 
building and selling dwelling houses.
The Authorized capital was as follows: 
Preferred , cumulative, 7 per 
cent stock; 1,500 shares of
$100 e a c h ............. .................. .....$150,000
Common stock; 1,500 shares of 
$5 e a c h ____________ ________ 7,500
$157,500
A t a meeting a fte r  incorporation, the 
board of directors accepted an offer by 
the president, in consideration of the 
issuance to him of $7,500 common stock, 
to tran sfe r to the company all his rights 
in a  three years’ option to purchase 150 
lots of unimproved land of the Goodnow 
estate a t $400 a  lot.
On Ju ly  1, 1922, the company bought 
a block of land—120 lots, each 20 by 100 
feet—from  the Taylor estate  a t  $1,000 
a lot, the  vendor agreeing to do the 
grading and sewering, make roads and 
pave sidewalks. A subsequent agree­
m ent provided, however, th a t in consid­
eration of the Bronson Co.’s undertak­
ing th is work and assum ing liability fo r
a  general sewer assessm ent of $4,800, 
the vendor should allow the  sum of $42,-
000 from  the $120,000 purchase price.
On September 1, 1922, a  contract was 
made w ith the Central Construction Co. 
fo r the building of group 1, comprising 
two detached houses a t an estimated 
cost of $15,000 each, and 10 semi-de­
tached houses a t  $12,000—to tal $150,000 
—all on the Taylor estate.
The construction company (hereafter 
known as the contractor) was to receive 
a  fixed fee of $10,000 fo r superintendence 
and m anagem ent and to charge only the 
net cost of the labor, m aterial and direct 
expense of the work, w hether done by its 
own men or by those of subcontractors. 
Paym ents were to be made through the 
contractor on monthly requisitions.
In consideration of a  guarantee to 
bear any excess of to tal direct building 
cost over $172,000 (including the $10,000 
fee, but excluding ex tras) the contractor 
was to receive 40 per cent of any saving 
between the original estim ate of $160,000 
and the guaranteed maximum cost of 
$172,000.
E x tras were to be charged a t cost plus 
a  varying percentage fo r superintend­
ence.
Building operations—group 1—began 
October 1, 1922, and were completed 
March 31, 1923.
A contract was made by the Bronson 
Co. direct w ith the General Excavating 
Co., March 1, 1923, fo r the excavation 
work and concrete foundations of two 
additional groups of houses on the Tay­
lor estate land as follows:
Group 2: fo r 10 semi-detached
houses, contract price ______$8,500.00
Group 3: fo r a  terrace of 12
houses, contract p r ic e _______  6,800.00
Changes were made subsequently 
which increased these costs.
The to ta l land of the Taylor estate 
used fo r building operations was 45 lots 
as shown below:
Group 1: Wiley Avenue:
For each of 2 detached
houses ------------------- .45 ft. frontage
F or each of 10 semi-de­
tached houses _____ .31 f t.  frontage
Group 2: W iley Avenue:
F or each of 10 semi-de­
tached houses .... ....... 30 ft. frontage
Group 3: H arvard  Avenue:
F or the terrace of
12 h o u se s ........200 ft. frontage in all
The land was to  be charged a g a in st  
completed houses a t the ra te  of $1,000 
a  lot of 20 fee t frontage.
Some of the houses w ere sold fo r cash 
ou trigh t; others w ith first and second 
m ortgages. Two were sold direct; the 
re s t through agents. The first m ort­
gages were transferred  from  the building 
m ortgages to  the purchasers of the 
houses; the second m ortgages were first 
taken by the Bronson Co., which a fte r­
w ards sold them  a t  a  discount.
The following is  a  lis t of balances on
the books of the Bronson Co. at May 
31, 1923:
 Dr. Cr. Land purchase, Taylor
estate, 120 lo t s ____ $120,000
Reserve for develop­
ment of above land.... $42,000
Surveys of Taylor land 650 
Removal and storage,
600 loads of top-soil 1,500 
Option on 150 lots, un­
improved land, Good-
now estate ................  7,500
Sales from sand - pit,
Taylor la n d ................  1,200
Sales of top-soil, 90
loads ---------------------- 450
Field office, cost of
building ----------------- 1,650
Assessment on 120 lots,
Taylor land, for dis­
trict sew er ................... 4,800
Organization expense, 
legal and other
charges......... ..... .........  1,620
Retaining fee to lawyer, 
year to May 31, 1923 1,000 
Legal charges for mort­
gages and sales of
h ouses........... ........... 450
Real-estate taxes on 
120 lots, Taylor land,
to May 31, 1923 .......  2,400
Outstanding first mort­
gages on houses un­
sold, 1 detached,
$9,000; 1 semi-de­
tached, $7,000 ............  16,000
Commissions, etc., on
building loans ..........  4,800
Interest, etc., on build­
ing loans ..................... 750
General expense, June
1 to November 30,
1922 ........... ....... .... ......  3,200
General expense, De­
cember 1 to May 31,
1923........... .................. . 5,500
Capital stock issued, 
preferred, 7 per cent
cumulative ................  125,000
Capital stock issued,
common ....................... 7,500
Group 1—
Paid to contractor, on
requisitions ............  156,600
Paid to contractor,
fixed f e e ...-...........— 10,000
Paid to contractor, 
for extras and oth­
er f e e s .... ..................  24,310
(Apportion t h e  
a b o v e  t h r e e  
items, 10 p e r  
cent on each de­
tached and 8 per 
s e m i - detached 
cent on e a c h  
house.)
Balance due to con­
tractor for group 1 1,910 
Transfer of labor and 
material to group 2 175 
Transfer of labor and 
material to group 3 125 
Inspection fees for
houses ........ ....... .........  250
Gifts and bonuses for
h ou ses....................... . 150
Compensation paid for 
cancellation of order 
for mill work because 
of changes in plans ... 1,500 
Hire-purchase instal­
ments, saw-mill _ __ 150
Fire insurance on 12 
h ou ses_____ ________ 90
Coal fo r heating houses 
during construction ... 
P lanting gardens and 
m aking lawns, 12
houses .........................
(Apportion according 
to fee t frontage.) 
Sales of houses—
1 detached _________
9 semi-detached ____
Loss on sales of second 
m ortgages—
1 detached house ___
6 semi-detached hous­
es _________________
320
2,000
28,500
191,650
Commissions on sales 
of houses—
1 detached house __
6 semi-detached hous­
es ____ __________
Grading (one-half each,
groups 1 and 2) ......
Sewering (one - h a l f  
each, groups 1 and 2) 
Development, 75 unim­
proved lots, Taylor
land ................... ..... ....
Architect’s fees for 
plans, specifications 
and supervision—
Group 1 ..... .................
Group 2 .......................
Group 3 ........... ..... .....
Balance due to Archi­
tect ...............................
Work billed and paid,
group 2 ..... ..... ............
Work billed and paid,
group 3 ........................
G e n e r a l  Excavating 
Company, 10 per cent
retained ..... .................
Group 2, transfer from
group 1 .......................
Group 3, transfer from
group 1 .......................
Hire-purchase p a y ­
ments, concrete mixer 
(Used equally in 
groups 1, 2 and 3.) 
Office furniture a n d
fixtu res........................
Petty cash balance ......
Fire insurance, field
office ________ _____
Notes p ayable....... ........
First National B a n k ....
2,100
10,375
662
3,200
4,500
2,500
13,400
4,000
620
600
9,500
7,200
175
125
420
800
250
15
15,768
1,220
1,670
10,000
From the foregoing, prepare:
(a) Statement showing the profit or 
loss on the operations for the period to 
May 31, 1923, with the average cost and 
gross profits on the detached and semi­
detached houses sold.
(b) Balance sheet as at June 1 (May 
31), 1923, after making such adjust­
ments, provisions for reserves, etc., as 
you think necessary from the details pre­
sented and from the following audit 
notes:
One detached and one semi-detached 
house of group 1 remained unsold May
31, 1923.
Plant, material and loose tools remain­
ing on hand from group 1 operations 
were valued at $2,250. The original cost, 
$3,500, had been charged to material of 
group 1.
The field office was estimated to have 
a scrap value of $150 after three years’ 
use.
The contractor for group 1 is  to be 
charged $250 for use of the field office.
Of top-soil stored 510 loads were on 
hand May 31, 1923.
On first mortgages of $16,000, on 
houses unsold, interest at the rate of 6 
per cent per annum had been paid to 
March 31, 1923.
Fifty per cent of amount paid for hire- 
purchases instalments is to be written 
off for wear and tear. 
The by-laws of the company provide 
for salaries as follows: The president is 
to receive 10 per cent of the net profits 
for management; a further 10 per cent is 
to be divided amongst five other di­
rectors.
Problem 2—10 Credits 
CORPORATION INCOME TAX 
PROBLEM 
(Revenue Act of 1926 Applicable)
The Seewhy Corporation engaged in 
lumbering in Northern Michigan requires 
your services to review their 1925 income 
tax return before it is filed and to make 
recommendations for such changes as 
are necessary to minimize on a correct 
basis the amount of tax to be paid. 
Based on the following information re­
vealed by your investigation, what would 
be your recommendations as to the 
amount of taxable income and resulting 
tax to be disclosed?
The following is a balance sheet of 
the company as at the beginning and 
close of the year, as well as a recon­
ciliation of the surplus account during 
the year:
Assets
Jan. 1 ,  1925 Dec. 3 1 , 1925
Current assets including inventories valued at c o s t ..........  $1,325,985.33 $1,022,495.64
Mill and equipment ................................ ......................................  657,367.50 571,077.50
Timber and cut over la n d s............. ............ -..............................  590,000.00 500,000.00
Investments in affiliated corporations ....... ..........— .....-.....  260,000.00
Contract receivable for sale of tim berland................-.......... 100,000.00
Deferred charges ........................... ............ .......... ............ ........  1,735.00 2,232.31
Total assets ........ .... ............................... ............................ 2,575,087.83 2,455,805.45
Liabilities and Capital
Current liabilities ........................................................— ............ $617,115.28
Bonds payable dated Nov. 1, 1925, due Nov. 1, 1935 ..........
Preferred stock .......................... ................................... ..........  500,000.00
Common stock .......................... ...................... ............. .................  1,000,000.00
Surplus ............ ........................ ............. .............. ........................... 457,972.55
$151,149.07
200,000.00
600,000.00
1,000,000.00
504,656.38
Total liabilities and capital ......................... ...........-.....  2,575,087.83 2,455,805.45
1. The book income was treated as 
the taxable income on the return pre­
pared by the corporation.
2. The company charged against 1925 
earnings the 10 per cent discount on the 
bonds issued during the current year.
3. The company charged against sur­
plus the discount on $100,000.00 addi­
tional preferred stock issued during the 
year.
4. The company organized a subsidi­
ary corporation on January 1, 1925, to 
hold certain timberlands then acquired. 
The company owned 100 per cent of the 
outstanding stock of the subsidiary cor­
poration, which represented an invest­
ment of $260,000.00. The following is a 
balance sheet of the subsidiary company 
on December 31, 1925:
Assets
Cash .................... .............. ......  $3,000.00
Timberland .............................  400,000.00
Interest and State and Coun­
ty  taxes on timberland
paid during year .... ...... . 11,000.00
Organization expenses ......... 1,000.00
Total assets ............... 415,000.00
Liabilities and Capital 
Timberland contract payable $155,000.00 
Capital stock .............. ...........  260,000.00
Total liabilities and
capital ___________  415,000.00
5. There was included in book earnings 
a $2,500.00 cash dividend received on 
stock of a domestic corporation.
6. The company sold a  piece of tim­
berland in 1925 for $140,000.00 and in­
cluded in their earnings $50,000.00 rep­
resenting the difference between the 
sales price and the value of the property 
on March 1, 1913. On inquiring into the 
transaction you were advised tha t the 
property was sold on a contract dated 
January 2, 1925, whereby title was re­
tained by the company until the tract 
was entirely paid for. The terms of the 
contract provided for a  down payment 
of $25,000.00 and $15,000.00 each six 
months thereafter until the entire $140,-
000.00 was paid.
7. The company failed to make any 
adjustment for 2,500,000 feet of timber 
owned by the company since 1910 which 
had burned over and blown down during 
the year. The March 1, 1913, stumpage 
value of the company’s timber as de­
termined by the Timber Section of the 
Treasury Department was $7.00 per 
thousand feet.
8. The company charged against 1925 
operations $8,000.00 representing the
cost of constructing a logging branch in 
a tract of timber acquired during the 
year. The estimated stand in the tract 
was 60,000,000 feet of which 12,000,000 
feet were cut during 1925 and hauled 
over the logging branch to the company’s 
mill where it was inventoried on De­
cember 31, 1925, as logs on the basis of 
its purchase price, or $12.00 per thou­
sand feet plus the cost of cutting and 
hauling, including depreciation on the 
capitalized portion of equipment used in 
connection therewith.
Problem 3—10 Credits
On the 1st of January, 1920, Messrs. 
Jones and Brown entered into a part­
nership, investing $35,000.00 and $17,-
500.00, respectively. They made no 
agreement as to the division of the 
profits.
A fter operating two and a half years, 
they found on June 30, 1924, that the 
business had been so unsuccessful tha t it 
was desirable to liquidate. After con­
verting their assets into cash and pay­
ing all known liabilities, they found that 
they had $32,750.00 in cash available for 
distribution. Mr. Jones had drawn in 
the interim, $2,350.00, and Mr. Brown 
had drawn $1,475.00. Upon attempting 
a settlement, a  dispute arose as to the 
division of the $32,750.00. Mr. Jones 
claimed that the money should be divided 
pro ra ta  with the capital investment, 
namely two-thirds to him and one-third 
to Mr. Brown. Mr. Brown contended 
that this was not a proper division and 
that they were equal partners.
You have been called in to settle the 
difference. W rite a  letter to the partner­
ship stating how the cash on hand should 
be divided, and give them the reasons 
for your opinion.
PRACTICAL ACCOUNTING 
Second Day, 8-12 
Problem 1—15 Credits 
On the 31st of August, 1925, Mr. 
Singleton became insolvent and the fol­
lowing particulars were disclosed:
Factory Equipment, cost shown by the 
books $17,500.00, estimated presently to 
be worth $9,500.00; Finished Goods on 
hand cost $11,000.00, estimated to rea­
lize $8,500.00; Materials and Supplies 
cost $2,500.00, estimated to realize $1,- 
750.00; Furniture and Fixtures cost $1,-
000.00, estimated worth $250.00; Market­
able Investments cost $26,750.00, of 
which $12,550.00 were held by the bank
as collateral for a loan of $10,000.00. 
The Accounts Receivable total $7,100.00, 
of which $1,150.00 were absolutely bad, 
$2,950.00 were estimated to realize $1,-
600.00, and $3,000.00 were estimated to 
be good. The Cash on Hand was $975.00, 
of which $75.00 was in the Petty Cash 
Accounts, against which were expense 
items, not charged, amounting to $50.00. 
A worthless check for $125.00 was in­
cluded in the above. The Accounts Pay­
able totalled $35,500.00. The Bills Pay­
able were $30,000.00, of which $10,000.00 
was due to the banks. Unpaid Wages 
due amounted to $1,500.00 and Unpaid 
Rent $825.00. On January 1, 1925, ac­
cording to the books, Mr. Singleton’s 
capital investment was $12,000.00. Dur­
ing the year, securities had been sold 
on which a loss of $4,350.00 was taken 
and his trading account showed a loss of 
$7,400.00. His drawing account indi­
cated that he had taken $1,250.00 dur­
ing the year.
You are required to make up a state­
ment of affairs and a deficiency account 
as of August 31, 1925.
Problem 2—10 Credits 
INDIVIDUAL INCOME TAX 
PROBLEM 
(Revenue Act of 1926 Applicable)
A rthur Jones, a citizen of the United 
States, residing in Grand Rapids, Michi­
gan, maintained a household during 1925 
where he supported his aged mother and 
twelve year old daughter. He also sup­
ported his twenty year old son who at­
tended school a t Ann Arbor. His wife 
with whom he lived during their mar­
riage, died on June 30, 1925. He rend­
ered a return in 1924 on a cash basis. 
The following credits and debts appeared 
on his books during the year 1925:
Credits
For salary received from Na­
tional Steel Co................... ..... $4,500.00
For cash dividends received on
various domestic stocks .......  46,000.00
For sale of stock as follows:
Sold 250 shares National 
Steel in December, 1925, 
for $92.50 per share.
The above stock was acquired—
200 shares in September,
1920, a t $150.00 per share.
Stock dividend 100 shares 
July, 1923.
Stock dividend 50 shares 
September, 1925.
For income from partnership
of which he was a member...  14,000.00
For interest received on Mu­
nicipal Bonds .........................  175.00
For increase in market value 
of certain stocks owned on 
December 31, 1925, over cost 1,200.00 
For gain on sale of stock ac­
quired in 1920 .... .............. .... 4,000.00
For interest on industrial bonds 
(coupons due November 30,
1925, not clipped by Jones in
1925, but accrued on books at 
December 31, 1925) .............  50.00
Analysis of Surplus
Balance, January 1, 1925 ......................... .........................
Net profit for year as shown by books...........................
Less: Dividends ...... ........ .......... .......................................
Discount on preferred stock issu ed ....................
Balance, December 31, 1925 ....................................... .....
$900,000.00
20,000.00
$457,972.55
966,683.83
1,424,656.38
920,000.00
504,656.38
For interest received on tax 
free covenant bonds (2 per
cent tax paid a t source) __  200.00
For gift from friend (cash) .... 7,500.00
For insurance received as bene­
ficiary on life insurance on
wife ......................................... 10,000.00
For rent received from house 
$1,200.00 — less depreciation 
and taxes of $200.00 and cost 
of new garage built on prop­
erty $400.00, January, 1925.... 600.00
For cash received from sale of 
stock (acquired as g ift on 
July 15, 1917) (value a t that 
time $7,500.00, cost to donor
$7,000.00) ..... ......................... 8,000.00
For cash received on Septem­
ber 30, 1925, from sale of 
Stock bequeathed him by his 
his wife. Stock acquired by 
wife July 15, 1912, fo r $2,-
500.00. Market value as of 
March 1, 1913, was $3,000.00.
Market value a t date of
death was $5,500.00 ............... 5,000.00
For income by minor child from
salary ............ .............. ...... .... 50.00
For stock sold in 1925 costing 
$500.00 in 1900 (value of 
stock on March 1, 1913, was 
$2,000.00) .................. ... ........ 750.00
Debits
For donation to friend ____ 75.00
For loss on sale of stock
bought in 1918 ................ ...... 3,000.00
For income taxes covering year
1924 .................. ......... ....... .... 2,000.00
For improvement taxes paid on
his residence property ....... 500.00
For state and county taxes on
his residence property .......  750.00
For auto licenses (personal car) 50.00 
For loss due to theft of his
diamond ring .............. ...... _..... 500.00
For donation to church.......... ... 10,000.00
For insurance premiums paid
on life insurance po licy .......  700.00
For interest p a id ___ ____ ___  1,850.00
For cost of operating car used
in business ............................. 300.00
For loss on sale of stock in 
1924 which he failed to re­
port on his 1924 r e tu rn ....... 1,000.00
Assuming the surtax  applicable to his 
taxable income is $2,480.00, compute his 
total tax.
Problem 3—25 Credits
A radio equipment company with 
headquarters in Detroit and the factory 
at Flint, operates three sales branches, 
namely, Chicago, Denver and New York 
City, which are supplied direct from the 
factory. All invoices are sent out from 
the main office. Each of the branches, 
keeps its sales ledger, sends out its 
monthly statements, and receives cash 
against its ledger accounts. The branch­
es remit weekly to Detroit. The ex­
penses of the branches are paid a t the 
branch from petty cash. The petty cash 
account is maintained a t $1,500.00 by 
draft drawn on the main office. A t De­
cember 31, 1925, the following informa­
tion was supplied, summarizing the 
transactions of the several branches for 
the previous six months:
New York Denver Chicago
Rent and taxes p a id .............................................  $200.00 $175.00 $75.00
Sales on account for six months to Decem­
ber 31, 1925 .................. .............................. ..... 12,500.00 11,800.00 10,225.00
Salaries and wages ............................................... 1,650.00. 1,520.00 1,600.00
Return sales ........ .... ............... ......... ....................  200.00 100.00 250.00
Allowances to customers .................. ........... ......  50.00 40.00 30.00
Bad debts ........................ ............................................... ............  125.00 60.00
Cash sales .......... ............... ........... .......................  6,250.00 5,380.00 6,100.00
Cash received from customers on account........ 10,850.00 10,260.00 9,150.00
Debtors, July 1, 1925 ...................... ............... . 5,820.00 6,140.00 7,240.00
Debtors, December 31, 1925 ................ ........ ...... 7,220.00 7,415.00 7,975.00
Petty  cash on hand, July 1, 1925 .....................  1,500.00 1,500.00 1,500.00
Petty  cash on hand, December 31, 1925 ............ 1,500.00 1,500.00 1,500.00
Stock, July 1, 1925 ............................... ..............  3,450.00 3,820.00 3,650.00
Stock, December 31, 1925 ................................ . 4,300.00 4,720.00 4,500.00
Goods received from head office factory............ 11,500.00 10,240.00 10,350.00
You are required to prepare the fol­
lowing :
(a) A statement of the assets for each 
branch a t July 1, 1925, and balances of 
their current accounts.
(b) Closing entries for the New York 
branch only.
(c) Current account for the head of­
fice reflecting the New York branch 
records.
(d) The necessary journal entries on 
the head office books taking up the profit 
of the New York branch. Also copy of 
the New York branch current account 
as shown on the head office books.
(e) Consolidated branch profit and 
loss statements.
(f) A statement of the individual 
branch current accounts on the head of­
fice books and lists of assets represented 
by the branches a t December 31, 1925.
AUDITING 
Second Day, 2-6
I.
A corporation holds interests in sev­
eral outside unincorporated syndicates. 
What course would you pursue:
(a) In verifying these holdings?
(b) W hat effect would you give to 
these holdings in the corporation’s bal­
ance sheet, and in its profit and loss 
statement ?
II.
A trial balance of the accounts receiv­
able is in agreement with the controlling 
account in the General Ledger. The 
cashier has received $1,000.00 from John 
Doe, and has credited it to Doe’s ac­
count but has kept the money. Explain.
(a) How such a manipulation is pos­
sible.
(b) How you would by audit detect it.
III.
In verifying the cash receipts and dis­
bursements of a  mercantile company for 
a 12 month period, how would you pro­
ceed when
(a) You started the audit 30 days 
after close of audited year?
Give pro forma schedule of your work 
sheet proving cash in hand.
(b) For what portion of the 12 month 
period would you scrutinize the cancelled
checks ? Give reasons for the course you 
would take.
(c) When would you give special a t­
tention to determine tha t the recorded 
receipts were the actual receipts?
IV.
You are asked to make a general audit 
of a department store. Prepare an audit 
program embracing
(a) List of accounts to be examined 
(10 to 15 in number).
(b) Procedure with respect to each.
V.
Prepare an audit report based on the 
hypothetical findings of the case men­
tioned in question 4.
VI.
(a) You are asked to make a cash 
audit of a theatre selling reserved seats, 
also seats for future performances. How 
will you proceed to determine the cor­
rectness of the cash on hand?
(b) In auditing a newspaper publish­
ing company how would you determine 
the profits where prepaid subscriptions 
have been received?
VII.
A mercantile company carries several 
parcels of real estate on its books. In 
the course of your audit what steps 
would you take to determine
(a) That the company owns this prop­
erty in fee?
(b) The actual amount of encum- 
branches (mortgages, etc.) ?
(c) The status of its local tax obli­
gations ?
VIII.
Show several methods of setting up on 
a balance sheet the contingent liabilities 
of a partnership.
(a) Discounted notes receivable.
(b) Pledged accounts receivable (80 
per cent advanced).
(c) Accommodation endorsement of 
partners.
IX.
A purchases land on which to erect a  
theatre. He sells $300,000.00 of 6 per 
cent bonds a t 90, maturing a t end of 10 
years. The lapse of time until com­
pletion of theatre is one year. How 
would you trea t the bond discount, inter-
est, taxes, and other expenses during 
th e  in terval?
X.
(a) In m aking an audit you find on the 
b ooks certain  accrued item s a t  end of 
year, bu t find no such item s a t the  be­
ginning of the year. How will you tre a t 
th is  m a tte r?  Give reasons fo r your ac­
tion.
(b) W hat course would you take if, in 
you r opinion, the  am ount set up fo r  de­
preciation by a  client is
(1) Inadequate?
(2) Excessive?
THEORY 
Third Day, 8-12
I.
A departm ent store buys merchandise 
fo r  certain  departm ents a t  varying 
te rm s, e. g.:
Dept. (a) Term s 7%10—5%30—N et 60
Dept. (b) Terms 5%10—3%30—N et 60
Dept, (c) Terms 2%10—N et 30
D ept. (d) Terms 2%10—60 E x tra .
(1) I f  the  company availed itself of 
th e  discounts
(a) How would you tre a t the dis­
counts ?
(b) I f  alike in all cases, sta te  how, and 
give reasons.
(c) I f  not alike in all cases, sta te  how, 
and give reasons.
(2) I f  the company did no t avail i t ­
se lf, then how would you tre a t  (a) (b) 
and (c) ? Answer categorically.
II.
(a) W hat are the advantages, if  any, 
o f  having a  “M anufacturing Account,” 
o r a  “W ork in Process Account,” on the 
G eneral Books ?
(b) W hat should these accounts be 
m ade to reflect?
(c) W hat component parts  should be 
contained therein?
III.
A m anufacturing company makes 
sewing machines and washing machines. 
Their sales are :
Sewing machines ____________  $400,000
W ashing machines ___________  500,000
Sewing machine p a r t s ........... ..... 200,000
W ashing machine p a rts  ............  400,000
They have spent $100,000 during the 
y e a r  in  advertising sewing machines, and 
$50,000 fo r  w ashing machines. The 
“p a rts” a re  not included in  advertising 
program . How would you distribute the 
advertising expense? S tate  reasons fo r 
your conclusions.
IV.
Give various reasons why a  company 
which has earned during the year a t 
le a s t 10 per cent n e t (above income tax  
requirem ents) on its  capital stock m ay 
n o t be justified in declaring and paying 
a  cash dividend.
V.
Explain:
(a) Single en try  bookkeeping.
(b) Double en try  bookkeeping.
(c) Unrealized profits.
(d) Deferred expenses.
(e) Accrued assets.
(f) Accrued liabilities.
VI.
You are asked by a  client to consider 
repairs and upkeep in  lieu of a  charge- 
off fo r depreciation. W hat would
(a) Your action be? And
(b) Give reasons therefor.
VII.
Explain:
(a) Obsolescence.
(b) Depreciation.
How would you give effect to each on
(1) The balance sheet? And
(2) On an operating sta tem ent?
VIII.
How would you determ ine the am ount 
to w rite  off fo r
(a) Dies?
(b) P a tte rn s?
(c) P aten ts?
Give reasons in  each case fo r your 
conclusions.
IX.
W hat factors form  the basis fo r de­
term in ing  the taxable profit or loss in 
the sale of capital assets, under the In ­
te rna l Revenue A ct of 1926?
Illu stra te  w ith a t least one hypotheti­
cal case.
X.
P repare a classification of the princi­
pal accounts suitable to reflect the finan­
cial s ta tus and th e  results of operations, 
of a  corporation engaged in the  m anu­
fac tu re and sale of electric m otors.
ECONOMICS AND PUBLIC FINANCE 
Third Day, 1-5
1. W hat are the economic reasons why 
M ichigan is interested in the la rge use 
of w ater from  Lake Michigan made by 
Chicago ?
2. W hat are the economic differences 
between two cities of equal population 
and w ealth in one of which there is a 
strike involving 3,000 men and in the 
o ther of which a factory  employing 3,000 
men is closed down fo r lack of orders?
3. W hat a re  the economic argum ents 
fo r or against a  five-day week?
4. Should rules of professional conduct 
be draw n fo r  the  benefit of the  public 
or fo r  the benefit of individuals covered 
by the rules to question? Illu stra te  any  
rule which m ight be beneficial to one and 
not to  the other.
5. I t  is  estim ated th a t the re  will be 
a  surplus of $350,000,000 in the United 
S tates T reasury  fo r the  present fiscal 
year. I f  you were a  m em ber of Con­
gress w hat m ethods would you suggest
by which th is surplus could be best used 
to  the advantage of the  country?
6. W hat are the economic advantages 
of la rge  scale production? Is monopoly 
necessary to secure each of the  advan­
tages nam ed?
7. F arm  organization leaders from  
fourteen grain , cotton and cattle states 
gathered in  St. Louis on Monday fo r 
th e ir  first get-together m eeting to form u­
la te  the principles of a  perm anent ag ri­
cultural policy. W hat points would you 
stress if  you were chairm an of the com­
m ittee to draw  up such principles ?
8. Explain each p a r t of the statem ent, 
“The size of maxim um  efficiency de­
pends upon the technique of production, 
th e  m arket and its  adm inistration and 
the technique of business adm inistra­
tion.”
9. A t the  present tim e much effort is 
being made to promote the idea of arb i­
tra tin g  commercial disputes instead of 
litigating  them . W hat reasons can you 
give fo r the  principle? How would it 
affect public accountants?
10. Does division of labor prom ote or 
hinder invention? Give illustrations as 
to how.
GOVERNMENT ACCOUNTING
(Continued from  page 138)
The fixed asset accounts in the 
proprietary group have no relation 
to any of the accounts in the bud­
get group.
The account, Warrants, Payable, 
in the proprietary group represents 
the amount of w arrants th a t have 
been issued which are unpaid by 
the treasurer. This account must 
be given consideration when recon­
ciling the cash accounts as de­
scribed above.
The account, Current Surplus, 
which is illustrated below, of the 
proprietary group represents the 
amount of surplus available for 
carrying on the current operations 
of a government. The amount of 
such surplus is determined by clos­
ing the revenue and expense ac­
counts into the current surplus ac­
count a t the end of the accounting 
period and then transferring the 
amount expended during the period 
for fixed assets, to Fixed Capital 
Surplus.
The Fixed Capital Surplus ac­
count, which is illustrated below, of 
the proprietary group is. contra to 
the account, Fixed Assets, of the
same group and has no relation to 
any of the accounts of the budget 
group.
Reconciliation of the Budget 
and Proprietary Accounts. The re­
sults of the operations of the bud­
get accounts may be readily recon­
ciled with those of the proprietary 
accounts by the following equa­
tion: Current Surplus of the pro­
prietary group equals the unobli­
gated and unexpended balances of 
the budget group less the amount 
of estimated revenues.
The application of this equation 
is illustrated below.
Assume th a t as a result of the 
transactions described above we 
have balance sheets as follows:
Budget Accounts
Resources:
Estim ated revenues ....... — .....  $99,000
Taxes billed and uncollected _  92,100
Available c a s h ............................. 53,900
Total reso u rces ........... ........  245,000
Obligations and Balances:
Unencumbered appropriations 118,000
Unencumbered allotm ents ...... 35,000
Unliquidated encumbrances .... 42,000
U nappropriated surplus ...-.....  50,000
Total oblig’ns and bal’s .... 245,000
Proprietary Accounts
A ssets:
Cash ................... ................... ........  118,900
C urrent taxes receivab le ..........  92,100
Fixed a s s e ts ....................— .......  180,000
Total a s s e ts ...................... ..... 391,000
Liabilities and Surplus:
W arran ts p a y a b le ................. ....  65,000
C urrent s u rp lu s .........................  146,000
Fixed capital s u rp lu s ................  180,000
Total liab’ties and surp’s.... 391,000
The reconciliation of the two bal­
ance sheets is made by applying 
the equation as follows:
P roprietary  Accounts:
C urrent surplus ........................  $146,000
Budget Accounts:
Unencumbered
appropriations .... $118,000
Unencumbered
allotm ents ... .........  35,000
Unliquidated
encumbrances ...... 42,000
U nappropriated
surplus .... .............. 50,000
Total unobligated and un­
expended balances ...... 245,000
Less estim ated rev e n u es .......  99,000
C urrent surplus (p roprit’y) 146,000
The reconciliation of the cash ac­
counts is made as follows:
P rop rie tary  Accounts:
C a sh ............................. $118,900
Less: W arran ts
payable ________ 65,000
Available cash (budget).... $53,900
Budget Accounts:
Available c a s h ........ ............. ....  53,900
The CERTIFIED PUBLIC AC­
COUNTANT for June, 1927, will 
continue the discussion of Uniform 
State Accounting.
ORGANIZATION AND PROCED­
URE OF THE ACCOUNTANCY
DEPARTMENT OF THE LI­
QUID CARBONIC COMPANY
(Continued from Page 136)
payroll section of the cost account­
ing department. The time ticket 
does not include the excess charge 
for overtime. The total number of 
hours worked is computed a t the 
regular wage rate, and the over­
time excess is calculated on the 
payroll record weekly, being based 
on the difference between the total 
hours worked during the week and 
49½ hours, the regular full time 
work for the week. This overtime 
excess is charged to indirect rather 
than to direct labor. Bonus wages 
are computed on the back of the 
time ticket and are charged to di­
rect labor. The time tickets are 
filed permanently in the payroll 
section, alphabetically, by work­
men.
Depreciation.
Depreciation, as stated in a pre­
ceding section, is not calculated a t 
a uniform rate, but a different rate 
is placed upon each unit or group 
of units of equipment. A detailed 
plant ledger is maintained and a 
very accurate record kept of depre­
ciation, repairs, replacements, new 
machinery, etc. I t is a question in 
the mind of the present controller 
as to whether or not the returns 
from such a system justify  the ex­
pense necessary to keep all the re­
quired records. It is possible tha t 
in the near fu ture the plant ledger
will be discontinued and deprecia­
tion calculated a t a practically uni­
form rate.
All depreciation is calculated on 
the s traigh t line method. If the 
charge is found to have been too 
great or too small in the preceding 
years, an adjustm ent to Surplus is 
not made, as one m ight expect, but 
the ra te  is changed and the effort 
made to  “catch up,” or the reverse. 
I t is seen th a t this method might 
unduly burden some periods, a t the 
same tim e giving others an ad­
vantage, but the result over a num­
ber of years is of course approxi­
mately the same.
Gas Costs.
The method of manufacturing 
CO2 gas makes it necessary to use 
a process method of cost finding. 
All costs are charged to the process 
and the total cost is divided by the 
total number of pounds manufac­
tured; the result is of course the 
cost per pound compressed. The 
figures for computing these costs 
are obtained from these sources:
(1) A payroll distribution from 
the branches gives the labor costs 
a t the gas plants (the gas plants 
are located a t the branches).
(2) The voucher distribution of 
the main factory and of the 
branches gives the amount of other 
expenses.
(3) A report of the amount com­
pressed is received daily from each 
of the gas plants.
(4) A report of pounds shipped 
is received daily from the sales de­
partm ent.
So fa r  as the direct costs are 
concerned, each day is complete in 
itself, for the plant is closed down 
each night and the gas is allowed 
to escape, so there is no Work-in- 
Progress inventory and very little 
other inventory. However, a 
monthly charge is made for the 
fixed costs and the general ex­
penses, and these are added to the 
total costs for the month. I t is at 
this time th a t the total cost is di­
vided by the total pounds com­
pressed to arrive a t the cost per 
pound. Also, if there is any dis­
crepancy (and there usually is) be­
tween the total pounds compressed 
and the total pounds shipped (ad­
justed, of course, to any change in 
inventory on hand) this loss is 
added to the cost of pounds 
shipped, an effort being made to 
discover the source of the loss, 
which may be due to leakage of 
drums or to failure of the sales 
department to properly account for 
all gas sold, presumably the former.
Gas costs are kept entirely sep­
arate from the other costs, and the 
attem pt is made to determine them 
very accurately. There is a stand­
ard cost determined and main­
tained for each plant, and any va­
riation from th is standard is care­
fully investigated.
Standard Billing Costs
Upon the basis of average costs 
for past periods a standard cost 
for each commodity has been es­
tablished, which is used as the bill­
ing cost to branches. Formerly 
goods were billed a t actual costs, 
but this resulted in an irregular 
cost th a t varied with each order, 
and was sometimes unfair to par­
ticular branches. The standard bill­
ing price has two advantages. F irst, 
the constant price gives a better 
control of branch gross and net 
profit. Second, it is not necessary 
to wait for actual costs from the 
factory divisions and the cost ac­
counting department.
The accounting procedure with 
reference to billing and actual costs 
is as follows: The billing cost is 
debited to Cost of Sales and cred­
ited to Billing Cost of Shipment to 
Branches; the actual cost, when 
the figures are obtained, is debited 
to Actual Cost of Shipment to 
Branches and credited to Finished 
Goods. Any discrepancy between 
the two accounts, Billing Cost of 
Shipments and Actual Cost of 
Shipments, is adjusted into the 
Cost of Sales a t the end of the 
year, for the final statem ent fig­
ures, but this adjustm ent is not 
taken up on the books.
A t the present time the sales 
price is based on the actual cost of 
manufacture and therefore fluc­
tuates somewhat. I t  is the inten­
tion of the controller to change this 
to a basis of billing cost, if possi­
ble, as it will be more stable, and 
if the billing costs are accurate, the 
selling price will be an accurate 
one.
The billing costs are, naturally,
the average cost of manufacture 
for past periods as determined 
from the commodity cost card men­
tioned above, variations being 
made for any special circumstances 
th a t appear to be affecting the 
costs of the current period.
ANNOUNCEMENTS
Wm. Reuben Lefferts, C. P. A., 
announces the removal of his of­
fice to 1600 Packard Building, 
Philadelphia, Pa.
Klein and Company announce 
the removal of their offices to 1060 
Broad Street, Newark, N. J.
Robert M. Finley, Thomas R. 
Spillane, C. P. A., and Geo. L. C. 
Hunter announce their association 
under the firm name of Finley, Spil­
lane & Hunter, 206-208 Hartsell 
Building, Lakeland, Fla.
Armand L. Bruneau, C. P. A., 
announces the removal of his office 
to the Trinity Court Building , 74 
Trinity Place, New York City.
Eugene M. Berger & Co., Certi­
fied Public Accountants, announce 
the removal of their offices to suite 
727 Roosevelt Building, Seventh 
Street a t Flower, Los Angeles, 
Calif.
Elias J. Aye, C. P. A., announces 
the removal of his office to suite 
800 Roosevelt Building, 727 West 
Seventh Street, Los Angeles, Calif.
Hyans, Hafer Company, New 
York City, have opened a branch 
office a t 17 Academy Street, New­
ark, N. J., under the supervision of 
H erbert L. Hyans, as Branch Man­
ager.
The Illinois Certified Audit Com­
pany announces the removal of its 
office to 622 Morton Building, 208 
West Washington Street, Chicago, 
Illinois.
Harlan Johnson and S. Howard 
Phipps, Certified Public Account­
ants, announce the formation of 
the partnership of Harlan Johnson 
& Company for the general prac­
tice of accountancy a t 717 Title 
Building, Baltimore, Md.
Silbert and Sherris, Public Ac­
countants, announce the removal 
of their New York office to 1440 
Broadway, Suite 1658.
Amick and Spicer, Accountants 
and Auditors, announce the re­
moval of their New York office to
50 Broadway, Suite 1511-12.
Bours and Smyth, Certified Pub­
lic Accountants, Crocker Building, 
San Francisco, Calif. announce the 
dissolution of their partnership ef­
fective as of March 31, 1927.
James F. Smyth, C. P. A., an­
nounces the establishment of his 
office for the practice of public ac­
countancy a t 401 Chancery Build­
ing, 564 Market Street, San Fran­
cisco, Calif.
Mahoney, Bowen & Hanley an­
nounce the removal of their offices 
to 15 Park Place, New York City.
S. Grossman & Company an­
nounce the removal of their office 
to Salmon Towers, 20 West 43rd 
Street, New York City.
Fred. Haberstroh, C. P. A., an­
nounces the removal of his office 
to 393 Seventh Avenue, Room 1119, 
New York City.
C. Edwin Oyster, C. P. A .  for­
merly of Oyster, Watson & Com­
pany, 1309-1312 Pacific Southwest 
Building, Fresno, Calif., and H. D.
Phillips announce the formation of 
a partnership under the firm name 
of Oyster, Phillips & Company, 
which will continue business a t the 
same address.
A. Henry Baum, C. P. A .  an­
nounces the removal of his offices 
to Suite 910 Bryant Building, 55 
West 42nd Street, New York City.
George W. Schwartz and Daugh­
ter, Certified Public Accountants, 
announce the removal of their of­
fices to 228 North La Salle Street, 
Chicago, Ill.
Byrnes & Baker, Certified Public 
Accountants, announce the removal 
of their New York offices to 76 
William Street.
Emanuel M. Edelson & Co., an­
nounce the removal of their offices 
to 11 West 42nd Street, New York 
City.
The Anthony B. Manning Com­
pany announces the removal of 
its offices to 50 Broadway, New 
York City.
Mark Wolff, C. P. A., is now lo­
cated a t 280 Broadway, New York 
City.
Owen Moore and Company an­
nounce the removal of their office 
to 1749 Straus Building, 310 So. 
Michigan Ave., Chicago, Ill.
Smith, Herbert & Company, Cer­
tified Public Accountants, are now 
located in the Academy Building, 
Newark, N. J.
D. Friedman & Company, Certi­
fied Public Accountants, announce 
the removal of their offices to 531- 
535 F ifth  Avenue, New York City.
W. C. Moeller, C. P. A., is now 
located a t 420 Lexington Avenue, 
New York City.
Albert I. Coe, C. P. A., has re­
moved his offices to the Court 
Square Building, 2 Lafayette 
Street, New York City.
Benjamin Blattner, C. P. A., an­
nounces the removal of his office 
to the Pershing Square Building, 
100 E ast 42nd Street, New York 
City.
L. L. Bland, C. P. A., is now lo­
cated a t 717-18-19 F irst National 
Bank Building, Memphis, Tenn.
Clarence M. Day, C. P. A., an­
nounces the removal of his office 
to the Woolworth Building, 233 
Broadway, New York City.
Louis P. Miller, C. P. A., an­
nounces the removal of his offices 
to 1333 Dime Bank Building, De­
troit, Mich.
CHAIRMAN KORNER RETIRES.
April 15, 1927, marked the re­
tirem ent of Jules Gilmer Korner, 
Jr., from the Board of Tax Appeals,
on which Board he has served as 
a member from the beginning and 
as Chairman since the retirem ent 
of the first Chairman, Charles D. 
Hamel, on April 1, 1925.
Prior to his appointment to the 
U. S. Board of Tax Appeals Mr. 
Korner served three years in the 
office of the Solicitor of Internal 
Revenue, during the m ajor portion 
of which time he was Assistant So­
licitor.
Mr. Korner has met with the 
members of The American Society 
of Certified Public Accountants on 
various occasions and has contrib­
uted several articles to its maga­
zine.
Mr. Korner leaves the Board 
with the respect of all certified pub­
lic accountants who have had occa­
sion to meet him. His adm inistra­
tion has been consistent and con­
siderate. He has established a gen­
eral practice of law in Washington,
D. C., a t Suite 404 Transportation 
Building, giving special attention 
to federal tax m atters before the 
department, the U. S. Board of Tax 
Appeals and the courts.
Upon his retirem ent Benjamin
H. Littleton, another original ap­
pointee on the Board was desig­
nated as Chairman to succeed him.
On April 27, President Coolidge 
appointed Forest D. Siefkin of Chi­
cago to fill Mr. Korner’s unexpired 
term  which is for twelve years, 
dating from last June.
STATE LEGISLATION.
The Arkansas Legislature passed 
a bill, the main provision of which 
resulted in the reorganization of 
the personnel of the Board of Ac­
countancy with the proviso tha t no 
member shall be eligible for reap­
pointment until a full term  of three 
years shall have elapsed. As yet 
official notice of the new Board ap­
pointments has not been received.
The California bill, backed by the 
Institute of Chartered Account­
ants, having been amended to some 
extent in legislative process, was 
killed before the adjournment of 
the Legislature on April 29.
The Florida Legislature has had 
presented to it for consideration 
certain proposed amendments 
which have been approved by the 
Society of Certified Public Account­
ants in Florida. In general, it is 
proposed to give added powers to 
the State Board, to provide for the 
issuance of certificates of public 
accountant to those who are al­
ready engaged as such when the 
law is passed, requiring the same 
information from such applicants 
as is required from applicants for 
the C. P. A. certificate; to promul­
gate canons of professional ethics 
and to suspend for a period of not 
exceeding two years, holders of 
either type of certificate who vio­
late them ; to require an annual 
registration of all certificate hold­
ers of either class; to classify as 
a preferred claim in any receiver­
ship, trusteeship or composition of 
creditors, the fees of the holder 
of a certificate in either class for 
services rendered during a period 
of ninety days immediately prior 
to the date of the commencement 
of such receivership, trusteeship, 
or composition; to fix property 
righ t in all records, except the ac­
tual submitted report, in the cer­
tified public accountant or the pub­
lic accountant, in the absence of
an expressed agreement between 
them and the client to the con­
tra ry ; to grant the righ t of privi­
leged communication concerning in­
formation obtained in a profes­
sional capacity.
The Illinois bill, sponsored by 
the  Public Accountants’ Associa­
tion of Illinois, was killed in the 
House on April 28.
The Kansas bill, providing for 
the appointment of a certified pub­
lic accountant to audit county of­
fices, was passed by the House but 
failed in the Senate.
Of the three bills introduced in 
the  Maryland Legislature, Bills No. 
453 and 580 died in the Judiciary 
Committee. Bill No. 144 was pass­
ed on the last day the Legislature 
was in session but was vetoed by 
the  Governor on April 26.
The Minnesota situation has not 
been cleared up. Latest reports 
would indicate th a t neither of the 
bills are likely to pass.
The Oklahoma bill, one of the 
provisions of which called for a 
reorganization of the board of ac­
countancy, died on the Senate cal­
endar with the adjournment of the 
Oklahoma Legislature on March 24.
The Tennessee Legislature still 
has before it two bills of interest 
to certified public accountants. The 
House committee refused to vote 
out the bill reopening the waiver 
clause. Following th a t action a 
similar bill was introduced in the 
Senate but, according to latest re­
ports, neither tha t bill nor the pro­
posed revenue bill, which has been 
amended a t some points, has been 
reported out of committee.
The Virginia Legislature passed 
a  bill, one provision in which is as 
follows:
Sec. 13. A u d ito r  o f P u b lic  A ccounts. 
An officer to be known as the Auditor of 
Public Accounts shall be elected by the 
jo in t vote of the two houses of the Gen­
eral Assembly, as provided in section 
eighty-two of the Constitution, and he 
shall receive such compensation as may 
be appropriated by law for the purpose; 
but such officer shall not perform any of 
the duties nor exercise any of the powers 
imposed or conferred upon the officer 
heretofore known as the Auditor of Pub­
lic Accounts by any statu te enacted prior 
to  March sixteenth, nineteen hundred and
twenty-seven, all such duties and pow­
ers being by th is act imposed or conferred 
upon the Comptroller except as otherwise 
herein provided. The A uditor of Public 
Accounts shall perform such duties and 
exercise such powers as have been here­
tofore imposed or conferred by law upon 
the S tate Accountant, and the office of 
S tate Accountant is hereby abolished. In 
addition thereto, the Auditor of Public 
Accounts shall aud it all of the accounts 
kept in the Department of Finance and 
all accounts of every other S tate depart­
ment, officer, board, commission, in stitu ­
tion or other agency in any m anner hand­
ling State funds; and in  th e  perform an ce  
of such d u ties  and th e  ex erc ise  of such  
p o w ers he m a y  em p lo y  th e  se rv ice s  of 
cer tified  p u b lic  accou n tan ts, p ro v id ed  th e  
co st th ereo f sh a ll n o t exceed  such sum s  
as m a y  be ava ila b le  o u t of th e  a p p ro p ria ­
tio n  p ro v id ed  by  law  fo r  th e  conduct of 
his office.
House Bill No. 148, prepared by 
the West Virginia Society of Cer­
tified Public Accountants, failed of 
passage in the House.
NEW YORK ANNIVERSARY 
DINNER.
Over eight hundred members 
and guests were present to cele­
brate the Thirtieth Anniversary 
Dinner of the New York State So­
ciety of Certified Public Account­
ants a t the Waldorf-Astoria on 
Monday evening, April 25, 1927. 
President Klein proved a skillful 
leader during the four-hour affair.
The music, under the general di­
rection of J. F. White, a member 
of the Society, covered the entire 
range from classical to jazz. The 
Montauk Male Quartet and the Ac­
countants Glee Club, making its 
first appearance under the direction 
of Maurice Garabrant, furnished 
the finished products while the au­
dience, by combined efforts and in­
dividualistic solo attem pts, con­
tributed to its own amusement. 
Each speaker was greeted by a 
carefully prepared lyric setting 
forth  his special frailties.
The speakers’ table, from left to 
right, presented: William H. West, 
President of the American Insti­
tu te  of Accountants; James A. 
Councilor, President of The Ameri­
can Society of Certified Public Ac­
countants; Joseph E. S terrett, 
member Guest of Honor; William 
Fraser, President of the New York
Credit Men’s Association; George 
V. McLaughlin, member Guest of 
H onor; Thomas I. Sheridan, Minor­
ity Senate Leader, S tate of New 
York; Joseph J. Klein, President, 
New York State Society; Joseph A. 
McGinnies, Speaker of the Assem­
bly, S tate of New York; Robert H. 
Montgomery, all-around C. P. A.; 
J. Gilmer Korner, Chairman, U. S. 
Board of Tax Appeals; John T. 
Madden, Dean, New York Univer­
sity, School of Commerce, Accounts 
and Finance.
Other guests included members 
of the State Senate and State As­
sembly, presidents of the State C. 
P. A. Societies of the District of 
Columbia, Massachusetts, Michi­
gan, New Jersey and Pennsylvania, 
three charter members of the New 
York State Society and the Editor 
of THE CERTIFIED PUBLIC AC­
COUNTANT who was listed as 
Secretary of the American Society 
and Member of the Michigan State 
Board.
The dinner committee, under the 
able leadership of Wm. H. Bell, 
Chairman; Andrew Stewart, Vice- 
Chairman, and Martin Kortjohn, 
Secretary, while not publicly com­
plimented, were privately praised 
on all sides for the work which 
they had done.
A thirty-tw o page booklet, pre­
pared under the direction of Henry
B. Fernald, a t the place of each a t­
tendant, recounted the story of the 
organization of the Society and the 
high lights of its subsequent his­
tory.
Colonel Montgomery spoke on 
“The Present of the Society.” He 
maintained th a t the certified public 
accountant, while proud of the past 
achievements of the profession and 
expectant as to the future, was al­
ways dissatisfied with present con­
ditions. That, however, was a 
hopeful situation. The C. P. A. 
believes in the old-fashioned vir­
tues and is a constructive critic.
Dean Madden spoke on “The Fu­
ture.” He showed how futile it 
was to prophesy by comparing 
present accomplishments with past 
anticipations. He claimed th a t the 
accounting profession would ad­
vance as American business ad­
vances, holding th a t the time would 
come when all investments would 
be based on financial statem ents 
properly attested by certified pub­
lic accountants.
Newly elected Vice-President of 
the Postal Telegraph Company, 
George V. McLaughlin, was intro­
duced as the best Superintendent of 
Banks which New York State had 
ever had and the best Police Com­
missioner which the City of New 
York had ever had. He expressed 
his appreciation of w hat benefit his 
experience in the accounting pro­
fession and his membership in the 
New York S tate Society had been 
to him in the different activities in 
which he had engaged. He first 
mentioned the usual practice of 
featuring the good things, making 
them prominent in the report. He 
also referred to  one common criti­
cism of the profession which ought 
to be overcome, if possible, the ten­
dency to  always be late in furnish­
ing reports of audits. He specially 
commended the rules laid down for 
safeguarding the  reputation of the 
profession.
Speaker McGinnies, the father of 
the C. P. A. bill passed four years 
ago but vetoed by Governor Smith, 
expressed his interest in the work 
of the public accountant. He em­
phasized the need of educating the 
legislatures concerning the work 
which accountants were doing.
“The greatest decorated C. P. A. 
in America,” was the introduction 
given Joseph E. S terrett, Com­
mander of the Legion of Honor of 
France, Commander of the Order 
of Leopold of Belgium, Grand Of­
ficer of the Crown of Italy, Member 
of the F irs t Order of the German 
Red Cross, in addition to having 
been a form er member of the 
Transfer Committee under the 
Dawes Plan. Mr. S terrett ex­
pressed his appreciation of the op­
portunity of being with the Society 
after two years’ absence.
Senator Sheridan, the introducer 
of the bill which the Society had 
opposed in the last session, re­
ferred to the fact  th a t Messrs. 
Montgomery, McLaughlin and
Klein, although certified public ac­
countants, were also members of 
the legal profession, which he had 
the honor to represent. He claimed 
th a t lawyers, as a class, were more 
familiar w ith the good work done 
by certified public accountants than 
even the clients themselves. He ex­
pressed th e  hope th a t the account-
C onnecticut
The Connecticut Society of Certi­
fied Public Accountants held its 
Annual Meeting April 13, 1927, a t 
New Haven, Connecticut.
A fter disposing of various rou­
tine m atters, the Society took up 
the revision of its By-laws. A live­
ly discussion took place regarding 
the question of “Contingent Fees,” 
which finally resulted in the adop­
tion of a clause in the Society’s 
Code of Ethics, as follows:
“No member shall render or offer to 
render professional services, the fee fo r 
which is to be contingent upon his find­
ings or the  resu lt thereof, except in the 
case of such contracts on a  contingent 
basis as shall be subm itted fo r approval 
by the U nited S tates T reasury D epart­
m ent or the U nited S tates Board of Tax 
Appeals.”
Following the adoption of the 
new By-laws, the Society voted to 
make Mr. Frederick W. Child a 
life member and confer upon him 
the title of Treasurer Em eritus in 
recognition of his faithful service 
over a long period of years.
An invitation from the New York 
State Society of C. P. A’s to attend 
the Thirtieth Anniversary Dinner 
of th a t Society was read and sever­
al members indicated their inten­
tion of attending. The Secretary 
was instructed to acknowledge the 
invitation and express the Society’s 
appreciation of the fraternal spirit 
indicated by the invitation.
The election of officers resulted 
in the following selection:
President, William Z. White, 
New London; Vice President, 
Henry Knust, H artfo rd ; Treasurer, 
Louis Sagal, New Haven; Secre­
tary , W arren M. Brown, H artfo rd ;
ants would always hold the law­
yers in as high esteem as the law­
yers did the accountants.
Roger Kavanagh spoke a few 
words in appreciation of the work 
of President Klein and the most 
successful dinner ever given by a
C. P. A. Society was a m atter of 
history.
Auditor, William L. Keating, 
Bridgeport.
The final feature of the meeting 
was an address by Mr. Leon E. 
Vannais of H artford on “Some As­
pects of the Function of the Ac­
countant,” concluding with a num­
ber of suggestions whereby ac­
countants may combat and dispel 
many of the misconceptions regard­
ing Certified Public Accountants.
D istrict of Columbia
The quarterly meeting of the 
District of Columbia Institu te of 
Certified Public Accountants was 
held a t the City Club a t six o’clock 
on Monday evening, April 1 1 , 1927.
Joshua Evans, Jr., Vice Presi­
dent of the D istrict National Bank 
and Chairman of the Board of 
Trustees of the B etter Business 
Bureau, gave a splendid talk on the 
work of the B etter Business Bu­
reau. He called attention to the  
lack of a “blue sky law” in th e  
District which makes it advisable 
for local investors to obey rigidly 
the “investigate-before-you-invest” 
injunction of the Bureau. Honest 
accounting, he said, is the nemesis 
of the fake stock promoter and he 
urged accountants to cooperate 
with the Bureau by calling its a t­
tention to improper financial 
schemes.
M assachusetts
The Massachusetts Society of 
Certified Public Accountants m et 
on Monday evening, March 28, 
1927. A large number was pres­
ent to hear Dr. Ralph Eastm an 
B adges formerly Associate Pro­
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fessor of Economics a t Brown Uni­
versity, speak on “Some Observa­
tions on the Valuation of Indust­
rial Securities.”
M ichigan
The Technical Committee, com­
posed of J. Lee Boothe, H arry H. 
Meisner and Hubert Karley, of 
the Michigan Association of Certi­
fied Public Accountants is a t work 
on the draft of a suggested sub­
stitu te  for the present Michigan 
Annual Franchise Report which is 
filed in July or August of each year.
N orth Carolina
The eighth Semi-Annual meet­
ing of the North Carolina Asso­
ciation of Certified Public Account­
ants will be held on June 17 and 
18, 1927, a t the Oceanic Hotel, 
Wrightsville Beach, N. C. J. B. 
McCabe, C. P. A., of Wilmington, 
a past president of the Association 
and now President of the Wilming­
ton Chamber of Commerce, has 
been appointed General Chairman 
of arrangem ents and a program of 
interest is being arranged by the 
various committees working under 
his direction.
Rhode Island
The Annual Meeting of the 
Rhode Island Society of Certified 
Public Accountants was held a t the 
N arragansett Hotel, Providence, 
on the evening of April 19, 1927.
The several Standing Commit­
tees and the Special Committee on 
Banking r e p o r t e d  progress. 
Messrs. Lewis G. Fisher, Chester 
R. Union and Paul A. Jacobson 
were elected as a Committee on 
Nominations to serve for the ensu­
ing fiscal period.
Charles Grossman of Providence, 
a charter member of the organiza­
tion, having joined on December 
30, 1905, was elected a life member 
of the Society.
The following officers were elect­
ed for the fiscal year 1927-1928: 
President, George E. Comery; Vice 
President, William H. Segur; Sec- 
retary-Treasurer, John J. Wall.
The foregoing officers together 
with Ernest L. Goodman and 
George B. Clegg, Jr., constitute 
the newly elected Board of Direc­
tors.
W isconsin
The Wisconsin Society of Cer­
tified Public Accountants held its 
regular quarterly meeting a t the 
Milwaukee Athletic Club on April
7, 1927, with forty-two members 
and guests in attendance.
A. W. Kimball, C. P. A., a mem­
ber of the Society and a recently 
appointed member of the Wiscon­
sin Tax Commission, spoke on the 
State Income Tax situation and 
outlined the bill now pending in the 
State Senate. Mr. Kimball said 
th a t although the bill had been 
w ritten under pressure of time and 
th a t it contained several apparent 
defects, he believed it  fa r  more 
equitable than the law in effect. 
From the enthusiastic expressions 
in the discussion th a t followed his 
talk, it was evident th a t the im­
provements over the present s ta t­
utes were readily recognized and in 
harmony with the desires of Wis­
consin accountants and business 
men. The Society passed a reso­
lution commending the Tax Com­
mission for its work on the bill and 
offered any assistance through its 
legislative committee th a t was de­
sired.
The beautiful loving cup, pre­
sented to the Society by John B. 
Tanner of Chicago, was on exhibi­
tion. The cup is to be awarded an­
nually to the winner of the golf 
tournament, which is one of the 
events of the summer recreational 
meeting. Plans for this summer’s 
outing, which will be held in June, 
were discussed.
STATE BOARD NEWS
T exas
The newly appointed State Board 
of Public Accountancy in Texas 
has organized as follows: Chair­
man, J. A. Phillips, Houston; Sec- 
retary-Treasurer, Forrest Mathis, 
D allas; Members, C. E. Smith,
Wichita Falls, F. G. Rogers, San 
Antonio and W. D. Prince of Dal­
las.
W est V irgin ia
Okey K. Hayslip of Huntington 
was recently appointd a member of 
the Board of Examiners for the 
Accountants of West Virginia to 
succeed W. O. Dickey, whose term 
has expired. The Board has or­
ganized with David A. Jayne of 
Charleston as Chairman, Mr. Hay­
slip as Secretary-Treasurer and W.
H. Rardin of Beckley, W. Va., as 
the attorney member.
VISITORS AT OFFICE
(From  A pril 1 to  29, 1927.)
J . Lee Boothe, D etroit, Mich.
H arry  E. Lunsford, Kansas City, Mo. 
N. E. Derrick, Columbia, S. C.
Okey K. Hayslip, H untington, W. Va. 
C. E. Packm an, Chicago, Ill.
F red  Chas. Anderson, Boston, Mass. 
David A. Jayne, Charleston, W. Va. 
W. W. Findley, L ittle Rock, Ark. 
Jesse L. Cram er, P arkersburg , W. Va. 
Tobias Klein, Brooklyn, N. Y.
Clarence I. D rayton, M anchester, N. H. 
E. J. Noonan, Boston, Mass.
Linwood E. Corson, Norfolk, Va. 
George M. Nicholson, Parkersburg, W. 
Va.
A. J. B. Schmidt, St. Paul, Minn.
E arl S. Clark, Providence, R. I. 
W alter A. Smith, Mobile, Ala.
Eugene R. Hudders, New York City. 
Edward S. Elliott, Memphis, Term. 
Jules Englander, New York City.
A. C. U pleger, Waco, Texas.
Adolphe R after, New York City.
H. A. Roney, Indianapolis, Ind.
NOTES.
The Chamber of Commerce of 
the United States of America has 
ju st issued a four-page bulletin of 
Procedure Relating to Group De­
preciation. This has been issued 
following a study and is in accord­
ance with the policies and princi­
ples approved by the Bureau of In­
ternal Revenue. The Department 
of Manufacture, of which E. W. 
McCullough is Manager, indicates 
th a t a copy or copies will be sent 
to any manufacturing member of 
the Chamber. I t is presumed tha t 
any C. P. A. would be a t liberty to 
ask for the same on behalf of any 
manufacturing client.
T h is  s ta n d a rd  size  2 5 -v o lu m e 
se t o f M o d e rn  A m e r ic a n  L aw , 
c ite d  b y  S u p re m e  C o u r ts  a s  
“M. A. L .,” is  th e  b a s is  o f th e  
B l a c k s t o n e  co u rse .
A  L a w  C o u rse  F or A c c o u n ta n ts
TH E  fie ld  o f  b u s in e s s  v e n tu r e  w h ic h  c o m e s  u n d er  th e  e x a m i­n a tio n  o f  th e  a c c o u n ta n t  in  m o d e m  p r a c t ic e  h a s  b eco m e  
so  broad  th a t  a  th o r o u g h  k n o w le d g e  o f  la w  a n d  e q u ity  i s  w e ll  
n igh  in d isp e n sa b le .
In  an  a d d r e ss  b e fo r e  th e  n in th  a n n u a l m e e t in g  o f  T h e  
A m erica n  A s so c ia t io n  o f  U n iv e r s ity  In s tr u c to r s  in  A c c o u n tin g ,
Mr. E d w a rd  E . G ore, C. P . A ., o f  C h ica g o , an d  a  fo r m e r  p r e s i­
d ent o f  th e  A m e r ic a n  I n s t i tu te  o f  A c c o u n ta n ts , sa id  in  p a r t:
“ * * * T h e  m o d e rn  te n d e n c ie s  o f a c c o u n t in g  p r a c t ic e  
a re  su c h  a s  * * * c a l l  fo r  t r a in in g  in  th e  la w  in d ire c t io n s  
t h a t  h a v e  h e r e to fo r e  f a i le d  o f r e c o g n it io n . T h is  te n d e n c y  
s u g g e s ts  th e  d e s i r a b i l i ty  o f e x te n d in g  th e  c o u rs e s  p r o ­
v id ed  fo r  th e  p r im a ry  e d u c a tio n  o f th e  p u b lic  a c c o u n ta n t  
* * *. T h e se  c o u rse s  o f s tu d y  a r e  a lm o s t  e n t i r e ly  o f a 
le g a l  n a tu r e .  * * * I t  is  c e r ta in  
t h a t  b o th  th e  a c c o u n ta n t  a n d  th e  3
la w y e r  n e ed to  k n o w  m o re  a b o u t  
e a c h  o th e r  s p ro fe s s io n  th a n  h a s  
e v e r  b e e n  th e  ca se  b e fo re .”
S p a r e  T im e  L a w  T r a in in g
GOOD REASONS
A c c o u n ta n ts  w h o  a p p r e c ia te  th e  
v a lu e  o f  a d d itio n a l la w  s tu d y  can  
g e t ,  w h ere  r e s id e n c e  in s tr u c t io n  is  
im p r a c tic a l, th e  tr a in in g  th e y  n eed  
th r o u g h  th e  e x te n s io n  la w  c o u r se  
c o n d u c te d  b y  th e  B la c k s to n e  In s t itu te .
T h is co u r se , in  a d d itio n  to  th e  
u su al b u s in e s s  la w  su b je c ts , a lso  co v ­
ers th e  fie ld  o f  A d je c t iv e  L a w . In ­
s tru ctio n  is  g iv e n  in  th e  la w  o f  E v i­
dence, P le a d in g s  in  C iv il A c t io n s ,
P r a c tic e  in  C iv il A c t io n s , E q u ity ,
E q u ity  P le a d in g  an d  P r a c t ic e , A tta c h m e n t  and G a rn ish m en t, 
J u d g m e n ts  and  E x e c u tio n s , C o u rts, T a x a t io n , P r o b a te  L a w , 
B a n k ru p tcy , R e a l P r o p e r ty , L a n d lo rd  an d  T e n a n t , P r iv a te  
C o rp o ra tio n s, P a r tn e r s h ip , an d  45 o th e r  su b je c ts .
G ra d u a te s o f  th is  c o u rse  a re  p r a c t ic in g  la w  in  e v e r y  s ta te .
T h e  O u ts ta n d in g  L a w  C ou rse
T h e B la c k s to n e  I n s t i tu te  d e liv e r s  to  i t s  s tu d e n ts  im m e d i­
a te ly  u p on  e n r o llm e n t  th e  c o m p le te  s e t  o f  t e x t  b o o k s fo r  th e  
en tire  cou r s e — n o t on e v o lu m e  a t  a  t im e .
T h is  is  th e  fa m o u s  2 5 -v o lu m e  M od ern  A m e r ic a n  L a w  
lib rary , c ite d  a s  s ta n d a r d  an d  a u th o r ita t iv e  b y  th e  c o u r ts  o f  
la st  re so r t. (S e e  i l lu s tr a t io n  in  m in a tu r e  a b o v e .)  T h is  lib r a r y  
fo rm s th e  b a s is  o f  th e  c o u r se  an d  b e c a u se  o f  i t s  e la b o r a te  
in d e x in g  s y s t e m  se r v e s  im m e d ia te ly  a s  a  v a lu a b le  r e fe r e n c e  
work u p on  th e  e n t ir e  f ie ld  o f  m o d e rn  d a y  la w .
E la b o r a te  L e sso n  M a te r ia l
B u t  th e  s e t  o f  t e x t  b o o k s is  o n ly  on e p a r t  o f  th is  r a th e r  
un u su a l co u rse . T h er e  is ,  in  a d d itio n , th e  in s tr u c t iv e  le s so n
1 B la c k s t o n e  I n s t i t u t e  t e a c h e s  o n e  s u b je c t  
o n ly — L a w , a n d  I ts  p r e s e n t  c o u r s e  is  
b a s e d  o n  36 y e a r s  o f  e x p e r ie n c e  in  n o n ­
r e s id e n t  e d u c a t io n a l  w o r k .
2  T h e  i n s t r u c t i o n  m e t h o d  i s  a  c o m b i n a -  
t i o n  o f  t e x t  r e a d i n g  a n d  s t u d y  o f  l e a d ­
i n g  i l l u s t r a t i v e  c a s e s — a  m e t h o d  r e c o g ­
n iz e d  a s  t h e  b e s t  a n d  m o s t  t h o r o u g h  
p l a n  y e t  d e v i s e d . 
3  T h e  a u t h o r s  o f  t h e  B l a c k s t o n e  c o u r s e
m a te r ia l m a ile d  a t  r e g u la r  in te r v a ls .  T h e  le s s o n s  d ir e c t  th e  
s tu d e n t’s  s tu d y  e f fo r ts  c a r e fu lly , p ro v id e  h im  w ith  th e  w r i t ­
te n  w o r k  to  b e  d o n e , a n d  c a ll h is  a t te n t io n  to  th e  r u le s  o f  
la w  p e r ta in in g  to  h is  r e g u la r  d a ily  a ffa ir s . T h e  L L . B . 
d e g r e e  i s  c o n fe r r e d  u p o n  g r a d u a tio n .
In c lu d ed  a m o n g  th e  p r o m in e n t  le g a l  a u th o r it ie s  w h o  h a v e  
c o n tr ib u ted  t e x t  a n d  le s s o n  m a te r ia l  to  th e  c o u rse  a re  J u s t ic e s  
T a f t  an d  S u th e r la n d , o f  th e  U . S . S u p r e m e  C ou rt, th e  d ea n s  
o f  e ig h t  le a d in g  r e s id e n t  la w  sc h o o ls , an d  f i f t y  u n iv e r s ity  
p r o fe s s o r s , la w y e r s , an d  s t a t e  su p r e m e  co u rt ju d g e s .
L a w  T r a in in g  In c r e a se s  A c c o u n t in g  P r a c t ic e  
T h er e  i s  e v id e n c e  to  sh o w  th a t  a d v a n ced  la w  tr a in in g ,  
su ch  a s  th e  B la c k s to n e  I n s t i tu te  p r o v id e s , e n a b le s  p u b lic  
a c c o u n ta n ts  to  in c r e a s e  th e ir  p r a c ­
t ic e  a n d  co m e in  c o n ta c t  w ith  l in e s  
o f  w o r k  th e y  w o u ld  n o t  o th e r w ise  
o b ta in .
T h is  e x p la in s  w h y  in  r e c e n t  y e a r s  
a c c o u n ta n ts  h a v e  b een  tu r n in g  to  
th e  I n s t i tu te  in  c o n s ta n t ly  in c r e a s in g  
n u m b ers  an d  i t  is  to  be n o te d  th a t  
th e  m a jo r ity  o f  th e s e  a re  e s ta b lish e d  
p r a c t it io n e r s  w h o  a lr e a d y  p o s s e s s  
th e  C. P . A . c e r t if ic a te .
a r e  o u t s t a n d i n g  a u t h o r i t i e s  in  t h e  f ie ld  
o f  l a w .  T h e y  k n o w  w h a t  l a w  y o u  n e e d  
a n d  h o w  t o  t e a c h  i t  t o  y o u .
th e  c o n v e n ie n t  co u p o n  b e lo w  o r  ad  
d r e ss  a  p o s t  card  r e q u e s t  to  B la c k ­
s to n e  I n s t itu te , D ep t. 3 65 , 4753  G rand  
B o u le v a r d , C h ica g o , I llin o is .
W r ite  F o r  D e ta ils
T h e c o m p le te  s to r y  o f  B la c k s to n e  
t r a in in g  f o r  a c c o u n ta n ts  i s  g iv e n  
in  a n  a t tr a c t iv e  1 2 8 -p a g e  b ook , “T h e  
L a w -T r a in e d  M a n .” A  c o p y  w ill  be  
s e n t  y o u  f r e e  u p on  r e q u e s t. U s e
Blackstone Institu te ,
Dept. 365, 4753 Grand Blvd.,
Chicago, Ill.
P le a s e  sen d  m e  b y  m a il, an d  w ith o u t  o b lig a tio n ,  
a co p y  o f  y o u r  f r e e  1 2 8 -p a g e  book , “T h e  L a w  
T r a in ed  M a n ,” an d  d e ta ils  o f  y o u r  la w  co u r se  an d  
se r v ic e .
N a m e  ..........................................................................................................
B u s in e ss  P o s it io n  ................................................................................
B u s in e ss  A d d r e ss  .................................. -............................................
C ity  .................................................................  S ta te  .........................
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Philadelphia, Pa.
George Ike Hall, Union N at’l. Bank 
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Joseph G. Weiss, 26 Court St., Brook­
lyn, N. Y.
W. L. Thaggard, 304 Bibb Bldg., Ma­
con, Ga.
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Ave., New York City.
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Milon M. Stone, 37 W. 39th St., New 
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Clarence Eugene Lewis, 273 Noble 
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Chicago, Ill.
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York City.
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C lassified Advertisem ents
A d v e r t is in g  cop y  fo r  th is  p a g e  shou ld  
be rece iv e d  in th e  office o f  T H E  C E R T I­
F I E D  PU B LIC  ACCOUNTANT n o t la ter  
th an  th e  25th d a y  o f  th e  m onth  p reced in g  
th e  m on th  o f  p u b lic a tio n . R a te s  fo r  "Help  
W a n ted ” and “S itu a tio n  W a n te d ,” $3.00 
per in ch  o r  fr a c t io n  th e r e o f  (7 l in e s  to 
an in ch ) fo r  on e in ser tio n . T h e  rate  
fo r  “M isce lla n e o u s” is  $5.00 p er  in ch  fo r  
ea ch  in se r t io n .______________________________
BOOKKEEPER, graduate of business 
college, 4 years experience, desires 
connection w ith reliable, progressive 
firm of accountants. A t present em­
ployed. S tate salary.—Box No. 170, 
THE C E R T I F I E D  PUBLIC AC­
COUNTANT.________________________
W ANTED—A young m an with six years' 
experience as bookkeeper and three 
years of professional train ing  in  ac­
countancy desires position as book­
keeper in office of some reliable Public 
Accounting firm. Applicant looking 
fo r something worthwhile and willing 
to study under em inent Certified Ac­
countants. Address communications to 
W. H. Hickson, P . O. Box 85, Wil­
liam sburg, Va.
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II. P ractice before T reasury, Board of Tax Appeals, and Federal Courts. 
T w o vo lu m es, 2062 pages. P r ice  $16.00. 
Have a Copy Sent for Examination 
The Ronald P ress Company, 15 E ast 26th S treet, New York, N. Y. 
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NOTES
Much is being written now-a-days with reference 
to the five-day week, and Henry Ford is generally 
given credit for having introduced it. However, as a 
matter of historical accuracy government clerks un­
der the protection of Civil Service and university 
professors backed by tenure of office provisions, 
pointed the way some time before that to a method 
by which, so far as output was concerned, a five-day 
week was possible even though it took seven days to 
render the service.
Many suggestions have come to the Committee on 
Federal Legislation as the result of the circular letter 
sent out to certified public accountants. Our com­
mittee expects to frame its report some time in June, 
so that if you have any suggestions which you wish 
to have presented by them they should be forwarded 
to us at an early date.
P  is for the power in the hands of those who toil.
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T  is for the teamwork of muscle and of mind.
T  is for the triumphs won for happier human kind. 
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B  is for the banner bright, held in serving hands. 
U  is for unconquerable, the spirit of her steel.
R is for her reverence for common and ideal.
G  is for the gifts she’s made, which to all men accrue. 
H is for her happiness— the Lincoln dream come true.
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OBSERVATIONS AS TO INSTINCTS
PRESENT day man, like other animals, is born with certain senses and certain primary re­
sponses, commonly known as instincts. In animals 
many of the senses are much keener and more highly 
developed than in man. For instance, many animals 
have a much keener sense of smell than man does. 
In the development of most of the instincts, however, 
man is far superior to other animals.
Man is born with an instinct of inquisitiveness or 
of inquiry. The moment a baby actually begins to 
see, it looks out inquiringly. As it begins to hear, it 
listens interestedly.
The instinct to play finds expression very early. 
The baby shakes his rattle  to hear the sound and also 
to satisfy the instinct of play. The kitten loves to 
play with its tail no more than the child loves to 
play with his simple toys.
Very early the acquisitive instinct finds expression. 
The small child gathers first its toys and then other 
objects th a t appear to it to have value.
Likewise the instinct for companionship, the de­
sire to run with a gang, makes itself manifest. No 
normal boy or girl wants to be alone. He or she wants 
his or her companions. In earliest infancy the little 
girl begins to mother her dolls and the little boy to 
protect his pets. The instinct of mothering and pro­
tecting is always one of the most dominant.
The child instinctively believes in the supernatural. 
To him faith  and belief are easy and simple. To him 
the fairies are real and the goblins will catch him if 
he doesn’t  look out.
How do these instincts work out in life?
The instinct of inquiry has worked itself out into 
our great educational systems. Our schools are
simply places of inquiry. He who seeks education 
and always receives and never gives out what he re­
ceives misses the real point of education. Education 
is not an end, but a means. Unless there is a giving 
out of what has been learned, the knowledge is dead 
and not alive. He who has taught knows th a t more 
learning comes from teaching than from being taught.
From the instinct of play have come our great sports 
and recreations, our country clubs and our play­
grounds. We are beginning to realize th a t grown­
ups are a fte r all only children, a few more years ad­
vanced. In sports and play, we all know the meaning 
of a good sport and a poor sport. Selfishness and 
unfairness have no place in true sports and recreation.
From the instinct of acquisitiveness have developed 
our great businesses and industries. A business may 
be ruthless, selfish and unfair. Such business, how­
ever, eventually will fall of its own weight. Only 
businesses based on service and on a profitable trans­
action for both buyer and seller can endure, prosper 
and grow to any large extent.
The instinct for companionship with one’s fellow 
is the basis of our clubs, our lodges and our social 
life. The success of our purely business organiza­
tions, Chambers of Commerce and Trades of Com­
merce, to say nothing of our American Society of 
Certified Public Accountants, while not entirely due to 
this instinct, is largely augmented by it. These or­
ganizations, if selfish in a basic thought, accomplish 
little th a t is good and soon fall of their own weight. 
Our lodges which have endured for centuries have 
done so because of the features of service connected 
therewith.
The instinct of the little girl to mother and the 
little boy to protect, coupled with the normal later 
development of sex have given us not only the home 
life of the nations, but the great social and welfare 
organizations. Jane Addams, through her establish­
ment of Hull House in Chicago, has mothered the en­
tire community. The instinct of the boy to protect 
his pets has resulted in humane and other philan­
thropic organizations. These instincts, however, 
when malused or abused bring disaster and trouble.
The instinct for the supernatural is the basis of all 
religions. W ith the passing of the years, with more 
knowledge of the material elements about us, man has 
a tendency to lose the faith, the belief, and the vis­
ions of childhood. Spiritual qualities, however, can 
never be exactly measured and it  is the purpose of 
religion to emphasize these qualities ra ther than the 
material.
The foregoing are the principal human attributes 
th a t have been studied and written about by our true 
philosophers. The point, however, is th a t while each 
one is great and good in itself, standing alone does 
not give us full development. The professional man 
m ust develop all of these instincts.
FRANK WILBUR MAIN.
CORRECT OR FAIRLY SO?
ACCOUNTANCY is so allied to mathematics th a t the public, and often we accountants ourselves, 
have the idea th a t financial statements can be en­
tirely correct. Not so very many years ago auditor's 
certificates read simply, “The above Statement is 
correct.”
With the growing complexity of corporate finance 
and the advance in the science of accounts, it was 
recognized by accountants th a t their statem ents em­
braced not only m atters of fact, but m atters of 
opinion. While two mathematicians might agree as 
to the answer to one of their problems, this would not 
be true of two accountants and their problems.
Questions of valuation of assets, provision for re­
serves, w hether income is earned or still unrealized, 
when a secret reserve is permissible—all these must 
be decided on the basis of opinion. There thus de­
veloped the practice of clearly indicating in the audi­
tor’s certificate th a t the statem ent was correct, in the 
auditor’s opinion. The statem ent thus becomes not 
an answer to a mathematical problem, but the opinion 
of an expert on the basis of certain evidence he has 
examined. Very recently it has been recognized by 
many accountants th a t their opinions are affected by 
so many conditions in the particular situation in hand 
that it is impossible for them to state even as an 
opinion tha t the statem ent is correct. Of late, there­
fore, many auditors’ certificates indicate tha t the 
statement fairly shows the situation in the auditor’s 
opinion. (Note the substitution of the word “fairly” 
for “correctly.”)
This narrowing of the definiteness of an expert’s 
opinion has been criticized as an attem pt on the part 
of auditors to evade responsibility. The critics, how­
ever, fail to note th a t the auditor labors under limita­
tions. Not only must the scope of his work be such 
tha t the expense is not burdensome to the client, and 
not only m ust the auditor take for granted the hon­
esty of certain officials, and the integrity of certain 
records, but his statem ent being usually for a par­
ticular purpose he has to bear in mind th a t it may be 
used for other purposes as well.
How can the auditor prepare a statem ent which 
will be correct for all purposes—for the person who 
wishes to purchase stock; for the person who wishes 
to sell his stock; for the public (including competitors) 
who m ust not get full details; for the ultra-conserva­
tive directors who wish to avoid any danger of paying
dividends out of capital; for bondholders who m ust be 
certain th a t their equities are unimpaired and the 
Treasury Department th a t is interested in seeing th a t 
no capital charges are made against income—all this 
in a single statement.
There is much therefore, to be said in favor of the 
form of auditor’s certificate which says in effect th a t 
the statem ent fairly states the situation—which 
means th a t all readers of the report are taken into 
consideration as fa r as th a t is possible in a single 
statement.
ALEXANDER S. BANKS.
THE UNNAMED WORKER
ONE of the shrines in this country which all of our foreign friends desire to visit and which 
receives the patriotic homage of a grateful Nation is 
the tomb of The Unknown Soldier. Our imagination 
is thrilled as we stand with uncovered heads and 
attem pt in th a t feeble manner to honor one who gave 
his all for a cause under such conditions as th a t his 
identity is forever lost. We revere the memory of a 
nameless hero.
For the purpose of writing a short history of the 
Michigan Association of Certified Public Accountants, 
we have ju st completed reading the minutes and 
records from its organization in 1901. Having 
worked with every member during its  entire exist­
ence it was a great pleasure to recall the fine qualities 
of all, most of whom would not be named in any his­
tory except as a roll of members was introduced and 
yet all of whom were an essential factor in determin­
ing the success which has been achieved by the As­
sociation.
We noted several whose principal contribution con­
sisted of regularly paying their annual dues and mak­
ing special pledges when needed. They seldom a t­
tended the meetings, less often took part in the dis­
cussion when present, would have considered it out of 
place to have made a motion and would have had 
heart failure if they had been nominated to an office. 
However, members of th a t type are essential. They 
play an im portant part in every worth while organi­
zation.
We remembered some who would have enjoyed 
meeting regularly and taking an active part but who 
were so situated as regards home ties th a t it was im­
possible. However, the very fact th a t they were 
willing to assume the financial responsibility" of mem-
bership without the expectation of an imm ediate 
personal re tu rn  for every dollar invested spurred the  
officers to be tter accomplishments th an  would o ther­
wise have been secured.
We checked another group who had been regu lar 
a ttendan ts  and who had contributed valuable sug­
gestions to the  various discussions but whose names 
were not found in the official rank.
We recalled the  hard  and painstaking work done 
by others who served on comm ittees or prepared 
papers fo r presentation a t  the  regular m eetings but 
who had not been honored by election to  office.
We found on studying the  roll calls th a t  the  in­
te re s t of some seemed to  have evaporated a t a very 
early date following th e ir  retirem ent from  office.
The m ere reading of the  h istory  as recorded in the  
m inutes, by one unfam iliar w ith  the  personal equa­
tions involved, would not have suggested th a t  all of 
the  unnamed m em bers were entitled to honorable 
m ention in an accounting h istory  and th a t  some un­
named members were entitled to a higher ra tin g  than  
had been accorded to  others when m easured by of­
ficial recognition.
Ju s t recently the  whole country has been thrilled 
by the  daring and successful exploit of Captain Lind­
bergh, whose name had he died a m onth ago would 
not have had more th an  passing notice. Yet his 
routine services through  a series of years had so 
developed him  as to m ake successful the  spectacular 
a ttem pt. His services to aviation were g rea ter in the  
p reparato ry  period, when he was an unnamed worker, 
th an  those rendered by m any who had achieved a 
h igher rank. Even in the  m idst of rejoicing over the  
wonderful accomplishment, we m ust not forget th a t 
every worker, all unnamed in the  public press, who 
assisted in devising or m aking the  plane which car­
ried him w ith  a 100 per cent record of efficiency was a  
factor, and a highly im portan t one, in the  test. He 
was carried to safety  because th e ir  w orkm anship was 
thorough.
One of the  m ost graceful acts placed by any com­
m unity  in the  congratulation group which has been 
larger than  usual came from  A ugusta, Georgia. The 
m ayor, on behalf of the  city, forw arded a congratu­
latory  le tte r  to  the  m other of Captain Lindbergh, 
accompanied by a silver chest filled w ith  candy. The 
chest was engraved w ith  her name and the  inscrip­
tion, “They also serve who only stand  and w ait.” A 
beautifu l recognition of the  unnamed worker.
This is not a  plea fo r inaction on the  p a rt of so­
ciety members. I t  is a plea fo r a  b e tte r  recognition 
of all types of service rendered. We naturally  think 
oftenest of those whose names appear in h igh places. 
Hewers of wood and draw ers of w ater are essential 
in all organizations. An arm y of generals would not 
be as valuable to a cause as an arm y of privates. 
The Unnamed W orkers are a fte r  all th e  backbone of 
every organization.
NOTES
The Am erican Success Stories fo r May, 1927, con­
tained a two-page article by M artin  K ortjohn, C. P. 
A., Secretary of the  New York S ta te  Society of Cer­
tified Public Accountants, on “Accountancy—the New 
Profession.”
Thomas R. Lill, a certified public accountant of New 
Jersey  and a form er D irector of The Am erican So­
ciety of Certified Public A ccountants, spent a few 
days in W ashington before leaving fo r Chile on May 
19 where he will be engaged, during the coming two 
years, in reorganizing the  financial affairs of the 
Chilean Government.
L ast December Mr. Lill prepared a m onograph for 
the  Senators and Representatives of the  United 
S ta tes on the  subject of “The Comptroller-General of 
the  United S tates.” The purpose of the  monograph 
was to show the  development which had been made 
in o ther countries w ith regard  to governm ental ac­
counting and, incidentally, to  present an illustration 
of the  kind of a financial report which a governm ent 
should prepare. The strongest point brought out may 
be illustrated  by two sentence quotations: “I t  has al­
ways been considered in our governm ent th a t  the 
Comptroller is a judicial officer and not an account­
an t.” “The Comptroller-General should be the  chief 
accounting officer of the  United S ta tes Government.”
Mr. Lill has had an  extrem ely broad experience in 
governm ent accounting. In  1917 and 1918 he wrote 
the  law and organized the  D epartm ent of Accounts 
fo r the  Republic of Mexico, se tting  up therein  a  Comp­
troller-General.
In 1923 he w ent to the  Republic of Colombia as a 
m em ber of the  Financial Commission and a f te r  th a t 
work was completed was retained  by the  governm ent 
as an Advisor in the  organization and operation of its 
D epartm ent of A ccountants under the  direction of the 
Comptroller-General. From  1901 to 1909 he served 
in the  Bureau of A udits of the  Philippine Islands, 
and between 1909 and 1917 he was Comptroller of a 
large corporation in addition to  conducting a  public 
accounting practice. This experience enabled him to 
establish th e  Comptroller’s departm ents in Mexico 
and Colombia on a  modern corporate basis, and it is 
his plan to  use the  same m ethod in Chile.
T h e  Im portance o f  C om m unication  in Business
Life
SOME tim e ago a very pleasant representative of your associa­
tion came to the  office of Main and 
Company and suggested, in a most 
alluring way, th a t  I speak here. 
A fter I had accepted, she made th is 
ra ther disquieting re m a rk : “Now, 
Mr. H arris, since you have given 
me your promise to come, I am  go­
ing to tell you a little  secret. The 
first m an I asked refused. He said 
he wouldn’t  speak before th a t criti­
cal bunch of English teachers for 
five thousand dollars. W hy, if they 
should ask him w hat his vocation 
was, and he should answ er ‘the last 
two weeks in A ugust,' or happen to 
make some o ther m istake in lan­
guage like th a t, he would lose his 
reputation instan tly .” I went to see 
the m an who refused, and he tried  
to allay my fears by saying: “Well, 
you know they are only giving you 
ten m inutes, Lester, and you can’t  
make m uch of a fool of yourself 
in so short a tim e.” All of which 
goes to prove the  old saying th a t 
“fools rush  in where angels fear to 
tread.” However, in justification 
of my decision to speak here, I 
want to say th a t  your representa­
tive who called on me knows how 
to present a proposition a ttrac ­
tively, and I do not believe she 
needs any guidance along the  lines 
of Communications in Business 
Life.
The business m an is not a  b it 
backward when it comes to  com­
plaining about the  graduate  who 
enters his employ, the  finished 
product of the  schools. However, 
he is short-sighted in th a t  he gives 
criticism w ithout constructive sug­
gestion, and he forgets the  tim e 
when he him self was a struggling 
young m an try ing  to hold a job. 
And the strange p a rt of the  whole 
m atter is th a t  the  executive does 
not try  to improve the  situation a t 
the source, bu t gives very little  a t­
tention to w hat is being tau g h t in
By LESTER EDW IN HARRIS, Director, 
B usiness Educational Bureau, Main & 
Company.
Address delivered before the A ssocia­
tion o f English  Teachers o f W estern  
Pennsylvania, on A pril 23, 1927.
the  schools. He has always seemed 
to feel th a t  the  proper a ttitude  for 
him  to take  regard ing  the educa­
tion of th e  young was th is :
If the  instruction is not w hat you 
like,
Blame the  teacher.
Don’t  help fo r the  love of Mike, 
Blame the teacher.
Let her do it,
She gets paid,
W hy should she be seeking aid, 
T h a t’s why h e r job was made, 
Blame the  teacher.
Of course, it  is true  th a t  the  
young people of today are  careless. 
They are not willing to work hard  
in order to a tta in  success. The kind 
of a job th a t  appeals to m any of 
them  is an activ ity  like working on 
a s tree t car track  where they  can 
quit every m inute or two in order 
to let a car go by. They are will­
ing to skim along in one shiftless 
way or another, and are satisfied 
ju s t as long as they  can dig up the 
next installm ent due on their 
Chevrolets. B ut I feel th a t  it is 
due them  to say th a t the  business 
m an is usually unreasonable when 
he complains about the  school g rad­
uates, and says th a t  the  reason he 
does not h ire more of them  is be­
cause he cannot afford the luxury 
of employing dumbbells. Here he 
is, a successful executive—but us­
ually only made so a fte r  years of 
effort—and he expects the  boy ju s t 
out of h igh school to be as expert 
rig h t a t the  s ta r t  as his employer 
is a fte r  all his years of experience. 
W henever the  new employee makes 
a m istake, his boss a ttribu tes the 
trouble to some deficiency in his 
schooling. He seems to forget th a t
the  schools m ust of necessity teach 
only the  broad fundam ental p rin ­
ciples, and the  specialized knowl­
edge th a t  comes w ith  each line of 
work m ust be acquired rig h t on the 
job. And so it is w ith language. 
Every vocation th a t the  student 
enters presents a different prob­
lem of language th a t can be solved 
only by experience.
F or instance, if  you were to  give 
someone an orange, you would 
probably m erely say, “Here, take 
th is  orange.” B ut if th is gracious 
act took place in a law office, you 
would be obliged to say:
“I give and convey to you, all and 
singular, all my esta te  and in terest, 
rights, title , claim and advantages 
of and in said orange, together w ith 
its  peel, pulp, juice and seeds, w ith 
full power to cut, bite or otherwise 
eat the  same, or give sam e away, 
e ither in whole or in part, anything 
hereinbefore mentioned, or w hat­
ever na tu re  and kind, to the  con­
tra ry  notw ithstanding.”
Or, suppose you were not in a 
law office, bu t you have come home 
from a m ercantile establishm ent - 
and your m other asks, “Did you 
have a hard  day a t  the  office, 
dear ?” If  you are tru e  to the  tra in ­
ing secured from  years of business 
experience, you will answ er:
“In regard  to the  question as to 
my day a t  the  office, will say th a t 
business m atte rs  were pressing and 
th a t  I am tired .”
And when your m other, like a 
dutiful woman th a t  she is, says, 
“Well, dear, I ’ve got dinner ready 
fo r you,” she will receive th is  clear 
cut answ er:
“Your sta tem ent in regard  to 
dinner is duly noted. Your sugges­
tion will be acted upon as soon as 
possible. In spite of all I can do, 
it  will be five m inutes before I can 
give th is  atten tion  owing to  the  
fac t th a t  I have ju s t lit a cigarette.
(Continued on page 188)
E xem ptions From  Just Punishm ent— Our Fast- 
est G row ing M enace
EXEMPTION of crim inals from  
the  punishm ents imposed by 
law, through the media of proba­
tion system s, parole boards and ex­
ecutive clemency (pardons) are  not 
usually th rough t of as such, bu t if 
one m ay judge by results, the  word 
exemption finds appropriate appli­
cation.
A fte r large sums of money and 
much valuable tim e have been 
spent in apprehending a person ac­
cused of crime, and he has been 
found guilty, it is difficult to under­
stand why the punishm ent which 
th e  law prescribes should not be 
m eted out. In rare  instances there  
are  m itigating  circum stances which 
should be considered, bu t there  can 
be no justification for allowing any 
appreciable num ber of those found 
guilty  of m ajor crimes to resum e 
th e ir  evil practices, alm ost fo rth ­
with.
Very recently the  Criminal Ju s­
tice Commission of one of our large 
cities reported upon an investiga­
tion which it had made of some 300 
or more cases in which releases 
were gran ted  on probation in 1923 
and found the  resu lts  fa r  from  sa t­
isfactory. F ifty  per cent of the  
cases handled by the  Probation De­
partm en t were found to be defi­
nitely unsatisfactory.
In its  report the  Commission em­
phasized the  need fo r more care­
ful investigation by the  Courts of 
the  character, habits, and previous 
conduct of probationers. I t  also 
urged prom pter and more vigorous 
trea tm en t where conditions of re ­
lease were violated.
Every  fair-m inded person would 
concur in the  conclusions which 
were reached and feel th a t agen­
cies should be made effective to 
accomplish those purposes by 
which Probation D epartm ents 
alone can ju stify  th e ir  rig h t to 
function. Justice to the  accused is 
desired, bu t it should never be 
overlooked th a t  where the  scales 
appear evenly balanced society a t
By ROBERT A TK INS, C. P . A., 
N ew  York City.
large has demands which should be 
considered first.
The saying ascribed to Cicero 
should be kept constantly in mind 
by those who adm inister the  law: 
“Justice renders to everyone his 
due," and an honest effort should 
be made to bring about th is con­
dition.
In a recent article on another 
subject a prom inent w rite r pays 
his respects to the  subject of pa­
roles in the  following language:
“The maudlin, feeble-minded sentim ent 
that turns loose by pardon or parole tens 
of thousands of crim inals every year to 
continue their depredation is as silly  as 
it  is ineffective. One need go no further  
in his studies of ‘crime w aves’ to find the 
cause of these so-called ‘crime w aves.’ ’’
Another, more conservative, ex­
pressed him self as follows:
“There m ust ultim ately be found one 
who can give us a reasonable hypothesis 
for conditions as they exist and an 
equally sound surm ise as to the remedial 
measures necessary to check the law less 
elem ent in our m idst.”
The extent to which the disin­
clination to inflict ju s t  punishm ent, 
even upon habitual criminals, has 
grown, was strik ingly  illustrated  
when a judge in one of the  criminal 
Courts of the City of New York 
was compelled under a recently ef­
fective law (the Baumes law) to 
re-sentence a crim inal to a longer 
term  than  he had previously im­
posed. N otw ithstanding the  plain 
and unm istakable language of the 
s ta tu te , th is judge, if he is reported 
correctly, considered it a wise exer­
cise of his judicial functions to 
s ta te  publicly th a t he reg re tted  to 
be obligated to inflict such a severe 
sentence, bu t th a t  he had no discre­
tion in the m atter.
If  the  public s ta tem ent of th is 
judge is a t  all representative of 
the  opinion held by o ther crim inal 
judges it  m ay well be understood
why the  law-m akers withdrew 
their discretionary power.
In any event it  would seem to be 
a m atte r of congratulation to those 
of us who are  a t p resent outside 
the  pale of judicial sym pathy.
A splendid illustration of Em er­
son’s law of compensation is found 
in a  pardon granted  some years 
ago by the  then  Governor of the 
S tate  of New York to a  m an con­
victed of arson. D uring the  recent 
“milk scandal” in New York City 
th is m an was found supplying adul­
tera ted  milk to City hospitals (one 
wonders how such a th ing  could 
be) and his license was revoked.
A t the  tim e he was found guilty 
of arson it was represented th a t 
he had an incurable disease and 
th a t his death  was only a m atte r 
of a short time. A t the  date his 
license was revoked fo r supplying 
adulterated  milk (several years 
later) he does not seem to have 
been afflicted w ith  any disease 
which reduced his criminal propen­
sities.
I t  is discouraging to have cases 
such as th is  brought to ligh t since 
they  evidence a lack of obedience 
to sworn duty  on the p a rt of those 
on whom we m ust depend to per­
form  our h ighest public service.
Incidents of th is  sort convince 
one th a t th e  pardoning power of 
the  chief executive of a  s ta te  
should be reduced to a  minimum, 
if i t  is to be continued a t all. If 
the  laws are  adm inistered fairly  
(and they  can hardly be said to be 
over-exacting of our crim inal pop­
ulation there  exists b u t slight rea­
son why the  painstaking work of 
judges and ju ries should go for 
naught a t th e  whim  of some poli­
tician.
In th is connection, th e  recent 
and sham eful experience of the 
S tate  of Texas furn ishes a  most 
s trik ing  illustration of the  fac t th a t  
unrestricted  power to  pardon is not 
a function which every Chief Exec- 
(Continued on page 191)
M unicipal A cco u n tin g  System s
F acts versus Fallacies
V OLUMES have been w ritten  on the  im portance of a th o r­
ough and business-like system  of 
accounting fo r municipalities, but 
the  question arises:
W hy did municipal corporations 
adopt unsound accounting system s, 
why do not elective officers abol­
ish them , and w hat prevents the  
organization of a c ity’s finance de­
partm ent on a sound and business­
like basis?
S tandard classifications of m uni­
cipal expenditures have been ap­
plied throughout the  country, by 
the United S tates Census B ureau; 
but the  installation of sound ac­
counting system s fo r municipal 
corporations, has yet to be accom­
plished.
The reason frequently  given for 
th is condition, is th a t  the  s ta te  
laws prevent th e  application of 
sound principles in the  control and 
operation of public funds.
If, however, you should ask the 
officials of a  city like Chicago, for 
instance, to  show you the  law in 
the S ta tu tes of Illinois which p re­
vents a  business-like control of the 
city’s funds, they  would look in 
vain fo r any such law.
I t is the  city ordinances, not the  
sta te  laws, which prevent a sound 
and business-like organization of 
the  city’s finance departm ent.
The Illinois S ta tu tes rela ting  to 
city finances, have outlined a sound 
organization, bu t the  city ordi­
nances are  not in accordance w ith 
the S tatu tes.
In order to  illustrate  the  sub­
jec t in a concrete m anner, the laws 
of Illinois rela ting  to city finances, 
as expressed in the  “Cities and Vil­
lages Act,” in force July  1, 1872, 
and the accounting m ethods of the  
city of Chicago are  herein de­
scribed.
The reader m ay reach his own 
conclusions as to w hether th e  S tate  
laws, in th e ir  “true  in ten t and 
m eaning,” acre reflected in the  city’s 
accounts.
By Andrew J. Quigley, C. P. A., P resi­
dent, American U niversity o f Com­
merce, Chicago, Ill.
Pow ers o f M unicipal Corporations
The powers of a municipal cor­
poration, as sta ted  in the  cities 
and villages act, are  as follows:
“Cities organized under th is act 
shall be bodies politic and corpo­
rate , under the  name and style of 
‘City of (nam e),’ and under such 
name m ay sue and be sued, con­
tra c t and be contracted w ith, ac­
quire and hold real and personal 
property  fo r corporate purposes, 
have a common seal, a n d  change 
the same a t  pleasure, and exercise 
all powers here inafter conferred.”
Pow ers o f P rivate Corporations
Compare th e  powers of munici­
pal corporations w ith th e  powers 
of private corporations, as stated  
in the  corporations Act, in force 
Ju ly  1, 1872:
“Corporations form ed under th is 
act shall be bodies corporate and 
politic fo r the  period fo r which 
they  are  organized; m ay sue and be 
sued; m ay have a  common seal, 
which they  m ay a lte r or renew a t 
p leasu re ; m ay own, possess and en­
joy so m uch real and personal es­
ta te  as shall be necessary fo r the 
transaction  of th e ir  business, and 
m ay sell and dispose of same when 
not required fo r the  uses of the 
corporation.”
In the  corporations Act in force 
July  1, 1919, the  powers of a p ri­
vate  corporation are sta ted  as fol­
lows:
(1) To have succession by its 
corporate name fo r a  period limited 
in its  certificate of incorporation, 
or any am endm ent thereo f;
(2) To sue or be sued in its  cor­
porate nam e;
(3) To have and use a common 
seal and a lte r  th e  same a t  pleas­
u re ;
(4) To acquire, and to own, 
possess and enjoy so much real and 
personal property  as m ay be neces­
sary  fo r the  transaction  of th e  
business of such corporation.
(5) To make by-laws, not incon­
sisten t w ith  the  laws of th is S tate , 
fo r the adm inistration of the  busi­
ness and in terests of such corpo­
ration.
C ity An E ntity
Like a private corporation, a city  
is an entity . I t  can sue and be 
sued in its  corporate name, it can 
buy and sell p roperty ; and it  can 
keep accounts of its  financial tra n s­
actions.
The by-laws of a p rivate  corpo­
ration, fo r the  adm inistration and 
in terests of the  corporation, m ust 
not be inconsistent w ith the laws 
of the  State.
The ordinances of the  city coun­
cil, fo r the  adm inistration of the  
business and in terests of th e  m uni­
cipal corporation, should be consis­
ten t w ith the  laws of the  S tate.
Power o f th e C ity Council.
The power of the  city council to 
control the  c ity’s finances is ex­
pressed in the  cities and villages  
act, as follows:
“The city  council shall have 
power, first, to  control the  finances 
and property of the  corporation; to 
appropriate money fo r corporate 
purposes only, and to provide fo r 
paym ent of the  debts and expenses 
of the  corporation.”
D uties o f the C ity Treasurer
The duties of the  city trea su re r 
are set fo rth  in the  cities and vil­
lages act, as follows:
“The treasu re r shall keep a sep­
ara te  account of each fund or ap­
propriation, and the  debts and 
credits pertain ing thereto.
“The treasu re r shall receive all 
moneys belonging to the  corpora­
tion, and shall keep his books and 
accounts in such m anner as m ay 
be prescribed by ordinance; such 
books and accounts shall always be 
subject to  the  inspection of any  
m ember of the  city council.
“The trea su re r shall, a t  the  end
of each and every m onth, and of- 
tener if required, render an ac­
count to the  city council, or such 
officer as m ay be designated by or­
dinance (under o a th ) , showing the 
s ta te  of the  treasu ry  a t  the  date 
of such account, and the  balance of 
money in the  treasury .
“He shall accompany such ac­
count w ith  a  sta tem ent of all money 
received into the  treasury , and on 
w hat account, together w ith  all 
w arran ts  redeemed and paid by 
him ; which said w arran ts, w ith 
any and all vouchers held by him, 
shall be delivered to the  clerk (or 
the  comptroller, if a comptroller is 
appointed), and filed w ith  his said 
account in the  clerk’s (or comptrol­
ler’s) office upon every day of such 
settlem ent.”
“The trea su re r shall perform  
such other duties, and be subject 
to  such o ther rules and regulations 
as the  city council may, from  tim e 
to  tim e, provide and establish.
“The treasu re r shall annually 
m ake out and file w ith the  clerk 
(or comptroller) a full and detailed 
account of all receipts and expen­
d itures, and of all his transactions 
as such trea su re r during the  pre­
ceding fiscal year, and shall show 
in such account the  s ta te  of the 
treasu ry  a t the  close of the  fiscal 
year, which account the  clerk (or 
comptroller) shall im m ediately 
cause to  be published in a newspa­
per prin ted  in the  city .”
D u ties o f th e C ity Com ptroller
The duties of the  city comptrol­
ler are  sta ted  in the  cities and vil­
lages act, as follows:
“The city comptroller shall exer­
cise a general supervision over all 
th e  officers or the  corporation 
charged in any m anner w ith the  
receipt, collection or disbursem ent 
of corporation revenues, and the 
collection and re tu rn  of all such 
revenues into th e  treasu ry .”
S ystem  Prescribed by L egislature
The system  prescribed by the 
Legislature, fo r the  control and op­
eration of the  city’s funds, is sim­
ple yet adequate and business-like 
in  every provision.
The Legislature has provided 
th a t the  city trea su re r shall k eep 
fund accounts, showing the  city’s 
r evenues and expenditures fo r au­
thorized purposes.
The city’s books and accounts 
are to be kept by the  city treasurer, 
under the  direction and control of 
the  city council, and open to its  in­
spection or any m em ber thereof.
For the  inform ation of the  city 
council, the  city treasu re r is to pre­
pare financial sta tem ents m onthly, 
or oftener if required, showing the 
c ity’s financial condition and the 
operation of the  various funds.
In addition to  his duties as the  
custodian of the  c ity’s funds, and 
as the  c ity’s accounting officer, the  
city treasu re r is required to per­
form  such other duties as m ay be 
placed w ith  him  by the  city council.
The foregoing provisions are 
necessary in order to enable the  
city council to exercise control over 
the  city’s fund operations, as re ­
quired by the  Legislature.
The Legislature has provided the  
city council w ith the  m eans of ob­
tain ing accurate and unbiased in­
form ation concerning the  financial 
transactions of the  city.
F or the  inform ation of the  tax ­
payers and the  general public, the  
law requires th a t  the  city trea su r­
e r’s annual sta tem ent of the  city’s 
financial condition and fund opera­
tions, shall be published in a news­
paper.
The city comptroller is to “exer­
cise a general supervision over all 
the  officers of the  corporation 
charged in any m anner w ith the  re ­
ceipt, collection or disbursem ent of 
corporation revenues, and the col­
lection and re tu rn  of all such reve­
nues into the  treasu ry .”
The in ten t of the  Legislature is 
th a t there  shall be two officers of 
the  municipal corporation who are 
fam iliar w ith every financial tra n s­
action of the  corporation, one offi­
cer to act as a “check” on the other.
The Legislature has, therefore, 
provided th a t  the  c ity’s fund ac­
counts shall be kept by the  city 
treasu rer, and th a t the  city comp­
troller shall supervise and audit the 
accounts kept by the  city treasurer.
This provision prevents any one 
official from  exercising sole au tho r­
ity  or power over the  city’s receipts 
and disbursem ents, as the  comp­
troller has a “check” on the trea s­
u re r; the  trea su re r has a  “check” 
on the comptroller, and the  m ayor 
and city council have a “check” on 
both of the  financial officers.
I f  the  m ethods prescribed by the 
Legislature in 1872, had been ob­
served by the  city governm ent, th is 
would have prevented the  chaotic 
condition of the  c ity ’s finances, but 
the  provisions of the  Legislature 
have been entirely  fru s tra ted  by 
adopting unsound methods.
O rganization o f Finance D epart­
m ent
The organization of the  city’s fi­
nance departm ent is a flagrant vio­
lation of the  Illinois law relating 
to city finances, and the  defective 
organization is the  direct cause of 
the  chaotic condition of the  city’s 
finances.
Dual System  of Fund A ccounts
The operation of the  city’s funds 
is governed by a dual system  of 
fund accounts, which has caused 
indescribable confusion in keeping 
the  accounts.
The dual system  is unsound, 
complicated, opposed to  business 
procedure, and it defeats the  in tent 
and m eaning of the  Legislature, 
concerning the  operation of the 
city’s funds.
The City T reasurer keeps “cash” 
fund accounts, which do not show 
the tru e  operation or the  true  bal­
ances of the  respective funds.
The City Comptroller keeps “ac­
crual” fund accounts, which do not 
show the  financial condition of the 
City as an E n tity .
The reason given fo r the  dual 
system  of fund accounts is th a t the  
system  of fund accounts kept by 
the City T reasurer m ust show cash 
transactions on ly ; therefore, an 
“accrual” system  m ust be kept by 
the City Comptroller.
This is a fallacious argum ent, as 
a complete record of the  C ity’s fi­
nancial transactions is clearly as­
signed to  th e  City T reasurer by the 
Legislature. 
The law requires the City Treas­
u rer to  keep his accounts so th a t  
they  will show the  C ity’s financial 
condition, referred  to in the  S ta t­
u te as the  “S ta te  of the  T reasury ,” 
and there  is absolutely nothing in 
the  law to  the  effect th a t  only cash 
transactions should appear on the 
books of the  City Treasurer.
By keeping accounts fo r cash 
transactions only, the  City T reas­
u rer cannot prepare m onthly re ­
ports showing the  “debts” of the 
City, the  “credits” due the  City, 
and the “S ta te  of the T reasury ,” al­
though he is required by law to 
subm it such reports to  the  City 
Council, its  Finance Committee, or 
such officer as m ay be designated 
by ordinance of the  City Council.
The City T reasurer receives 
w hat money is tu rned  over to him, 
but he does not know w hether he 
has received all of the  money due 
the City, as he has not access to 
the C ity’s accounts, although he is 
required by law to keep the  ac­
counts.
The City T reasurer disburses the  
City’s money, am ounting to  tens 
of millions annually, w ithout know­
ing w hether the  money is due the 
persons to  whom he pays it, as he 
does not see the vouchers fo r the  
expenditures, although th e  law re ­
quires him  to  have the  vouchers.
The City T reasurer does not 
know the am ount of th e  C ity’s re ­
sources, the  am ount of its  liabili­
ties, or the  general condition of the  
City’s treasury , although the  law 
requires him  to prepare the  C ity’s 
financial statem ents.
All th a t  th e  City T reasurer has 
been allowed to  keep in the  nature 
of accounts, is w hat an ordinary 
bank teller m igh t keep, th a t  is, a 
record of the  am ounts he receives 
and pays out daily.
The trea su re r of a private corpo­
ration could not conduct the  fi­
nances of the  corporation w ithout 
knowing its financial condition, and 
the Legislature did not intend th a t 
the City T reasurer should be kept 
in ignorance of the  C ity’s financial 
condition.
The City T reasurer’s annual re ­
port has never been published in a 
newspaper, as required by the Leg­
islature, fo r the  reason th a t his 
accounts do not show the  City’s fi­
nancial condition, nor the  complete 
operations of the  C ity’s funds, as 
required by the  laws of Illinois.
The City T reasurer is required 
by law to subm it to the  City Comp­
troller vouchers fo r all expendi­
tures, which th e  City Comptroller 
is required by law to audit and ap­
prove before issuing w arran ts 
therefor, bu t th e  City T reasurer is 
compelled to pay the  w arran ts  
w ithout having even seen the 
vouchers.
Com ptroller K eeps Fund A ccounts
The City Comptroller keeps the  
City’s fund accounts, although the 
Legislature prescribed th a t the 
fund accounts shall be kept by the 
City T reasurer.
The City Comptroller audits his 
own fund accounts, although he is 
not authorized by the  Legislature 
to keep fund accounts, b u t he is re ­
quired by law to supervise and 
audit the  City T reasurer’s fund ac­
counts.
H aving clearly assigned the 
keeping of the  City’s fund accounts 
to  the  City T reasurer, the  Legis­
la tu re  certainly did not intend th a t  
the City Comptroller should “exer­
cise a general supervision” by 
keeping the  fund accounts himself, 
and auditing  h is own accounts.
The Legislature provides th a t 
when a City Comptroller is ap­
pointed, certain  financial duties as­
signed to  the  City Clerk by the  
S ta tu te, shall be tran sferred  to the 
City Comptroller, b u t there  is noth­
ing in the  S ta tu te  authorizing the  
duties of the  City T reasurer being 
tran sferred  to  the  City Comptrol­
ler.
The financial duties assigned to 
the  City Clerk (or Com ptroller), by 
the  S ta tu te , include the supervision 
and aud it of the  City’s accounts, 
bu t they  do not include the  keep­
ing of th e  C ity’s accounts, or the 
preparation of the  City’s financial 
statem ents.
The City Comptroller, however,
prepares from  his own books the  
m onthly financial sta tem ents for 
the  City Council, showing the  op­
erations of the  City’s funds and the  
C ity’s financial condition, although 
such duties are clearly assigned to 
the City T reasurer by the  Legisla­
tu re .
The City Comptroller, also pre­
pares from  his own books the  an­
nual report of the  City’s fund op­
erations and financial condition, al­
though th e  Legislature has as­
signed th is  du ty  to the  City Treas­
urer.
The annual report of the  C ity’s 
fund operations and financial con­
dition, has never been published in 
a newspaper as required by law, as 
he City Comptroller has no lawful 
au tho rity  to  publish his report, and 
the  report of the  City T reasurer is 
not prepared in accordance w ith 
the  law.
The business-like m ethod pre­
scribed by the  Legislature places 
w ith the  City Council absolute con­
tro l over the  C ity’s books and ac­
counts, th rough the  City T reas­
urer, and provides fo r accurate in­
form ation and audited sta tem ents 
concerning expenditures, financial 
condition, and all o ther m atte rs  
concerning City finances.
This provision of the  Legislature 
has been entirely fru s tra ted  by al­
lowing the  supervising officer to 
keep the  “accrual” fund accounts, 
and the  City T reasurer to keep 
“cash” fund accounts which are 
superfluous and meaningless, as 
they  do not show the  tru e  sta tu s 
of the  C ity’s funds.
Inadequate Check on C ity’s  Funds
Since th e  office of C ity Comp­
troller was created in 1857, the  
City has received and disbursed 
billions of dollars, and there  has 
never been an  adequate check on 
the  operation of its  funds, although 
the  L egislature provided fo r such 
a check, in the  “Cities, Villages and 
Towns A ct,” in force July  1, 1872.
W hen the  w rite r was authorized 
to examine the  report on the  ac­
counting m ethods in the  offices of 
th e  City T reasurer and City Comp­
troller, he was informed, by the
C hief A ccountant in  the  Comptrol­
ler 's  office, th a t  th e  Special Assess­
m ent Accounts had not been recon­
ciled w ith  th e  controlling account 
since the  City was incorporated in 
1837; th a t  th e  las t a ttem p t to  rec­
oncile th e  accounts w as in 1899, 
and th a t  th e  balance was approxi­
m ately a  million dollars sh o rt a t 
th a t  tim e.
This is only one instance of m any 
th a t  were cited in  th e  report au­
thorized by the  Civil Service Com­
mission, which contained 150 type­
w ritten  pages, and which illus­
tra te d  th e  fallacy of the  dual sys­
tem  of fund accounts.
The chaotic condition of the  
c ity ’s finances is well known by the  
general public, bu t it  is not so gen­
erally  understood th a t  th is  is 
caused by a  defective organization 
o f the  City’s finance departm ent.
In the  belief th a t  i t  is a  question 
of adm inistration ra th e r  th an  of 
organization, or in the  hope th a t  
th e  r ig h t m en will rem edy unsound 
organization, the  voters are  con­
stan tly  changing the  personnel of 
th e  City A dm inistration and the  
City Council, bu t the  organization 
o f th e  C ity’s finance departm ent, in 
accordance w ith the  sound and 
business-like provisions of the  
Legislature, has been neglected 
during every city  adm inistration 
since th e  A ct w as passed in 1872.
In 1906 the  City Council made 
an appropriation of $80,000 fo r a  
Commission to investigate city  ex­
penditures, bu t a sound organiza­
tion  fo the  C ity’s finance depart­
m ent, as prescribed by th e  Legis­
latu re, was not m entioned by the  
Commission, and the  m a tte r  was 
again  neglected.
C ity Council H as Jusrisdiction
In  the  last analysis, th e  City 
Council is responsible, under the  
law, fo r th e  control, o r lack of 
control, of the  C ity’s finances.
“The City Council shall have 
power, first, to  control the  finances 
and property  of the  corporation.”
The presen t a rb itra ry  system  
prevents the  City Council from  ex­
ercising efficient control, b u t the
Council has power to  collect the  
system , by passing an  ordinance 
o r resolution in  accordance w ith  
the  m ethods prescribed by th e  Leg­
islature, and th is  is th e  only way 
to bring  order ou t of chaos.
The City T reasu re r’s office 
should be organized to  keep th e  
C ity’s fund  accounts, and  to  pre­
pare th e  m onthly and annual s ta te ­
m ents of the  C ity’s fund  operations 
and financial condition, in th e  m an­
n er prescribed by th e  L egislature.
The City Com ptroller’s office 
should be organized to  “exercise a  
general supervision” over th e  ac­
counts kept by th e  city  treasu re r, 
so th a t  he can certify  to  th e  accu­
racy of the  financial s ta tem en ts 
prepared by the  city  treasu re r, 
which is clearly th e  in ten t of the  
Legislature.
No appropriation is  necessary to 
establish the  lawful system , and 
th is can be accomplished instan tly , 
when the  order is issued, w ithout 
any confusion or stoppage of rou­
tine work in the  departm ents a f­
fected.
Any financial officer of the  city, 
or any m em ber of the  city  council, 
has power, and it is his plain duty, 
to bring th is  m a tte r  to  an issue in 
the  city council.
The power to  control th e  city’s 
finances is sta ted  by th e  Legisla­
tu re  as the  first power o r du ty  of 
th e  city council, and th is  m a tte r  
should be pu t on a sound basis be­
fore any o ther business is tra n s- 
acted by the  council, as i t  affects 
every departm ent of th e  city gov­
ernm ent.
B arrier A gainst Efficiency
The present defective organiza­
tion of the  c ity ’s finance depart­
m ent, is an  effectual b a rrier 
against efficiency in adm inistra­
tion, and it is an obstacle in the  
pa th  of the  c ity’s p rogress; there­
fore, the  rem edy should be applied 
w ithout fu rth e r  delay.
The city  treasu rer, being an  elec­
tive officer of the  city, and know­
ing th a t  the  city’s fund  operations 
are  contrary  to  the  m ethods pre­
scribed by the  Legislature, could
refuse to  receive ano ther dollar un­
til he is given charge of th e  ac­
counts, and he could refuse to  pay 
another dollar un til he receives the  
vouchers fo r the  expenditures, as 
the  law requires.
T his would be a  d rastic  way of 
bringing the  m a tte r  to  th e  a tten ­
tion of the  city  council, b u t i t  
would be preferable to  a  continuous 
violation of the  law and of sound 
business procedure in the  opera­
tion of the  city’s funds.
The city’s finance departm ent is 
the  very h e a rt of the  city  govern­
m ent, and if  th a t  departm ent could 
be established on a sound basis; it  
would facilita te  the  application of 
corrective m easures in every other 
departm ent.
The present organization of the  
city’s  finance departm ent, makes 
the  city  trea su re r a m ere figure­
head, instead of one of the  domi­
nating  fac to rs in the  operation of 
the  c ity’s funds, as provided in the  
Illinois S ta tu tes  rela ting  to city fi­
nance.
Responsibility of Accountants
Professional accountants have a 
g rea t responsibility in th is  m atter, 
and they  have a wonderful oppor­
tu n ity  to  render patrio tic  service.
No professional accountant 
would install a  dual system  of ac­
counts fo r th e  financial transac­
tions of a  p rivate  corporation.
A municipal corporation should 
have only one system  of fund ac­
counts, which should be controlled 
by the  city  council, operated by the  
city  treasu rer, and supervised by 
the city comptroller.
D rastic Action Needed.
In case the  c ity  council refuses 
to  organize th e  c ity ’s finance de­
partm en t in  accordance w ith  the 
Illinois S ta tu tes  re la ting  to  city  fi­
nances, m andam us proceedings 
could be commenced.
Such procedure m ay seem too 
drastic, b u t the  p resen t unbusiness­
like organization of th e  c ity ’s fi­
nance departm ent should not be 
tolerated, as i t  prevents an effi­
cient adm inistration  of ou r m unici­
pal governm ent.
CO M M E R C I A L  adventures have th e ir  origin in  th e  early 
Middle Ages, when m erchants of 
the  Ita lian  cities were th e  shipping 
leaders of th e  world. W ith  navi­
gation, a t  th a t  tim e, f a r  from  be­
ing an exact science, and w ith  pi­
ra tes  in festing  th e  h igh  seas, th e  
need fo r the  pooling of resources 
was evident.
Risks being a  concom m itant of 
business, jo in t ventures a re  preva­
lent in every field of pecuniary en­
deavor. Our problem concerns i t ­
self w ith th e  proper accounting 
control, where jo in t ventures con­
stitu te  an  in tegral p a r t  of th e  busi­
ness.
Before proceeding w ith  th e  solu­
tion, a  clarification of the  legal 
principles involved is  essential. The 
legal phases of jo in t adventures, 
while having some points in com­
mon w ith partnersh ips, offer cer­
tain  dissim ilarities. To properly 
comprehend th e  lines of dem arca­
tion, a  definition of a  jo in t venture 
is essential.
A jo in t venture is a  business un­
dertaking in which two or more 
persons agree to  combine th e ir  cap­
ital or services fo r th e  purpose of 
carrying out one or m ore specified 
transactions, and term inates as 
soon as th e  object o r objects are  
accomplished. As in  th e  case of 
partnerships, a  contract w ritten  or 
oral creates th e  existence of th e  
venture.
All active p a rtn e rs  participate  in 
the m anagem ent of th e  enterprise, 
the ir duties being well defined. In  
jo in t ventures, a  m anager, who is 
often one of th e  participants, is ap­
pointed, who also has tit le  to  the  
property. H is duties a r e :
1. Buy and sell m erchandise.
2. Control th e  funds.
3. Record all transactions.
4. Render financial reports.
His compensation m ay be based 
on a  division of th e  profits, com­
missions o r salary, o r any  combina­
tion of th e  three.
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The m anager, by v irtue  of con­
ducting th e  business, m ay sue and 
be sued in  h is own name. Each 
m em ber of th e  venture is  liable 
fo r all venture  debts.
In  partnersh ips, all questions 
perta in ing  to  accountings, m ust be 
presented in  a  court of equity, 
while in th e  case of ventures, one 
m em ber m ay sue th e  o ther mem­
bers a t  law fo r his share of the  
profits.
Jo in t ventures a re  term inated  in 
the  sam e m anner as partnerships, 
w ith  th e  following exceptions:
1. Accomplishment of purpose 
ends th e  venture.
2. D eath of m em ber does not end 
the  venture, as th e  deceased’s per­
sonal representative can take  his 
place.
3. A dventurer cannot w ithdraw  
w ithout th e  consent of others, un­
less i t  is so provided fo r in the  
agreem ent.
The legal fea tu res of jo in t ven­
tu res having been explained, let us 
now tu rn  to  th e  m ethods employed 
in properly recording, analyzing 
and presenting th e  operating re ­
sults. No involved accounting
questions arise  w hen one or two 
jo in t ventures are  carried on the  
books.
In  th a t  case, an account is opened 
in  th e  general ledger labelled 
“Jo in t V enture (nam e of com­
m odity.) "  I t  is charged w ith all 
th e  cost fac to rs and credited w ith 
income. The difference, a profit o r 
loss, is carried  to  th e  participan ts’ 
capital accounts, which have been 
previously credited w ith contribu­
tions or charged w ith  drawings.
W here there  is a constant flow 
of business funds in  recurring  jo in t 
adventures, sound accounting pol­
icy demands th a t  a separate set 
of books of account be utilized fo r 
th e  purpose of properly recording 
all operating transactions. The 
advantages a re  apparen t:
1. T ransactions affecting th e  
regu lar business are  not confused 
w ith  th e  venture accounts.
2. In  th e  event of legal difficul­
ties, all real and nominal accounts 
of th e  ventures can be easily de­
term ined.
3. Perm its a  m ore direct appor­
tionm ent of overhead charges.
4. Makes th e  preparation of fi­
nancial reports a  simple task.
The books of original en try  em­
ployed a re :
JOURNAL
m
Joint Venture 
Controlling 
Account
Joint Venture 
Controlling 
Account
  Accounts 
 Payable
Accounts 
 Receivable Explanation
 Accounts 
Receivable
Accounts
Payable
PURCHASE JOURNAL
Date
Invoice
Name
Creditor
Accounts
Payable
Joint Ventures
No. 1 No. 2 No. 3 No. 4 etc.
•
Summary Entry
(D ebit) Join t Ventures Controlling Account (P ost Totals to  Joint Venture 
L edger).
(Credit) Accounts Payable.
The sam e form  would be employed for  purchase returns.
SALES JOURNAL
D ate Nam e of Customer AccountsReceivable
Jo in t Ventures
No. 1 No. 2 No. 3 No. 4 etc.
Summary Entry
(D ebit) Accounts Receivable.
(Credit) Joint Ventures Controlling Account (P ost Totals to Joint Venture 
L edger).
The sam e principles govern sales returns.
CASHBOOK
Receipts
D ate NameExplanation
Accounts
Receivable Discount General
Jo in t Ventures
No. 1 No. 2 No. 3 No. 4 etc.
N et
Receipts
Deposit
Summary Entry
(D ebit) Cash Receipts.
(D ebit) Joint Ventures Controlling Account (D iscounts and A llow ances). 
(Credit) Accounts Receivable.
(Credit) Joint Ventures Controlling Account (General Item s such as Contri­
butions, etc.).
Disbursements
D ate Nam eExplanation
Cheque
Num ber
Am ount
of
Cheque
Accounts Discount General
Jo in t Ventures
No. 1 No. 2 No. 3 No. 4 etc.
Summary Entry
(D ebit) Accounts Payable.
(D ebit) Joint Ventures Controlling Account (E xpenses and W ithdrawals). 
(Credit) Joint Venture Controlling Account (D iscounts).
(Credit) Cash.
PETTY CASHBOOK
D ate Explanation
Jo in t Ventures
N um ber m ents
No. 1 No. 2 No. 3 No. 4 etc.
Summary Entry
(D ebit) Joint Ventures Controlling Account (A ll E xpenses). 
(Credit) Cash on Hand.
The ledgers employed a r e :
1. General Ledges.
2. Jo in t V enture Ledger.
3. Accounts Receivable.
4. Accounts Payable.
The Accounts Receivable and Ac­
counts Payable ledgers require no
trolling Account would embody the 
following as previously explained.
JOINT V ENTURE CONTROLLING 
ACCOUNT
Credit
Summary—
Sales
Purchase Returns 
Purchase Discounts 
Refunds 
Rebates 
Interest
Contributions of 
Capital 
L osses
explanation, the  principles of oper­
ation being the  same. The general 
ledger would contain asse t and lia­
bility accounts, sum m aries of com­
pleted jo in t ventures, and in addi­
tion a  Jo in t V enture Controlling 
Account. The Jo in t V enture Con-
Debit
Summary—
Purchases 
F reight 
Storage 
Insurance 
Sales Returns 
Sales Discounts 
A ll Operating E x­
penses 
Advances to Par­
ticipants 
Profits
Thus th e  account operates to 
control the  detailed inform ation 
fo r each jo in t venture contained in 
the  Jo in t V enture Ledger. The fol­
lowing form  can be used for the  
Jo in t V enture Ledger A ccounts:
(See tables on page 175.)
W hen the  venture is term inated, 
th e  m anager should subm it de- 
tailed financial reports, which 
should include:
1. S tatem ent of Income, Profit 
and Loss, fu rth e r  explained b y :
a. Physical units of merchandise 
bought and sold.
b. Analysis of expenses.
2. Analysis of partic ipan ts’ capi­
tal accounts, showing capital con­
tributions, share  of profits, and 
other charges and credits.
W hen the  account rendered is ac­
cepted, an en try  should be made 
closing out th e  nominal accounts 
and crediting or charging the  par­
tic ipants’ accounts for th e ir respec­
tive shares of profits or losses. The 
adventurers’ accounts will be bal­
anced by w ithdraw als of th e ir  in­
te res ts  or by additional contribu­
tions in case of losses.
Before concluding, a tten tion  is 
directed to the  Federal Tax Laws 
insofar as they  affect Jo in t Ven­
tures. Regulation 69 provides th a t 
a jo in t investm ent in and owner­
ship of real and personal property 
not used in the  operation of a trade 
partnersh ip  agreem ent does not 
constitute a  partnersh ip , therefore, 
those participating  in a jo in t ven­
tu re  are not to be regarded as p a rt­
ners, nor are  they  required to file 
a partnersh ip  re tu rn .
The question of reporting  profits 
or losses is im portant. As conser-
vative accounting practice dictates 
that no profit nor loss should be 
taken cognizance of until the com­
pletion of the venture, no gain nor
 NAME ADDRESS INVESTMENT P. & L. SHARE
From Whom Purchased
Stock Location
Date Joint Venture Completed
Purchases (Dr.)
D ate FolioNo. Quan. Amount
Sales Returns (Dr.)
Credit
No Quan. Amount
Stock Record Sales (Cr.)
Date Chg.No. Quan. Amount
Cash Advances
Date Folio Name General Salaries Freight & Express
Deductions from Sales
General Discount
NAME OF PARTICIPANT
Date Item Debit Credit Balance
NAME OF PARTICIPANT
Date Item Debit Credit Balance
NAME OF PARTICIPANT
Date Item Debit Credit Balance
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THEORY OF ACCOUNTS 
Wednesday, October 13, 1926 
Time Allowed: 9 A. M. to 12 M. 
Answer all questions. Answer by num­
ber. Do not repeat question.
Question No. 1 (14 points). Classify 
and group the following accounts of a 
manufacturing company according to 
kind of asset, liability, loss and gain:
1. Accounts payable.
2. Accounts receivable.
3. Accrued salaries and wages.
4. Advertising.
5. Bad debts written off.
6. Bills payable.
7. Bills receivable.
8. Bond discount.
9. Bond premium.
10. Bond interest accrued.
11. Capital stock.
12. Cash.
13. Credit department expenses.
14. Depreciation of buildings, machinery
and plant.
15. Depreciation of workmen’s cottages.
16. Directors’ fees.
17. Discount on purchases.
18. Discount on sales.
19. Federal corporation tax.
20. First mortgage bonds.
21. Freight and cartage inward.
22. Freight and cartage outward.
23. General office expenses.
24. Good will.
25. Insurance.
26. Insurance premiums unexpired.
27. Interest on bills payable.
28. Interest on bonds.
29. Income from investments.
30. Inventory, raw materials.
31. Inventory, goods in process.
32. Inventory, manufactured goods.
33. Investments (outside).
34. Maintenance of buildings, machinery
and plant.
35. Maintenance of workmen's cottages.
36. Manufacturing power, heat and light.
37. Miscellaneous factory expenses.
38. Miscellaneous selling expenses.
39. Non-productive labor.
40. Office equipment.
41. Office salaries.
42. Officers’ salaries and expenses.
43. Organization expenses.
44. Patent rights.
45. Patterns and drawings.
46. Plant site.
47. Plant buildings.
48. Plant, machinery and equipment. 
Productive labor.
Purchasing department expenses.
51. Raw materials purchased.
52. Rent of workmen’s cottages.
53. Reserve for depreciation of buildings,
machinery and plant.
54. Reserve for depreciation of work­
men’s cottages.
55. Reserve for doubtful accounts.
56. Reserve for sinking fund.
57. Returns and allowances on purchases.
58. Returns and allowances on sales. 
Sales of manufactured goods.
Sales of waste material.
Sales agents’ commissions. 
Salesmen’s salaries.
63. Salesmen’s expenses.
64. Sinking fund investments.
Surplus.
Taxes on plant and equipment.
67. Taxes accrued.
68. Workmen’s cottages.
Question No. 2. State which of the 
following should be charged or credited 
to capital and which to revenue:
49.
50.
59.
60. 
61. 
62.
65.
66.
loss need be reported until such 
time. However, where all the 
merchandise is disposed of, but in 
accordance with the terms of the
JOINT VENTURE LEDGER, NO.
contract no distributions are made 
until a later period, the partici­
pants’ proportionate share of prof­
its or losses must be reported.
SHEET NO.
Bal­
ance
(a) Repairs to machinery and plant.
(b) Replacements of machinery and
plant.
(c ) R oyalties on m achines owned and 
used by the company ow ning the 
patents, sim ilar machines being  
leased under royalty to com­
petitors.
(d) Brokerage on a  piece of property
purchased.
(e ) Costs attending a  m ortgage given.
( f )  Costs o f patents, including law ­
yer’s charges and government 
fee .
(g )  E xpenses of incorporating a com­
pany.
(h ) D iscount on bonds sold.
( i)  Prem ium  on bonds sold.
Question No. 3. The Jones Manu­
facturing Company, needing a larger  
building for  it s  increasing business, finds 
a property desirable in every respect 
excepting the building is  much larger  
than is necessary. They lease the prop­
erty  a t an annual rental o f $18,000, a fter  
considering that they can probably sub­
lease  part o f the building. Owing to the 
desirability o f the property and other 
favorable conditions, they execute a sub­
lease for  one-half o f the building a t an  
annual rental o f $18,000. How would 
you treat these facts  in com piling the  
annual income statem ent o f the Jones 
M anufacturing company?
Question N o. 4:
(a ) Give four exam ples o f reserves.
(b) S tate briefly tw o argum ents, one
pro and the other con, for se t­
tin g  up a  secret reserve.
(c) Should a shrinkage fund appear
on the balance sheet as a debit 
or credit item ?
(d) Should a sinking fund retiring a
bond issue be created out of 
profits, or not?  Give one argu­
m ent pro and the other con.
Question No. 5. Mention four bona fide 
uses of a “Secret R eserve” and state  
your opinion as to the propriety or other­
w ise o f the creation of such reserve, 
giv ing  reasons.
Question No. 6. The follow ing item  ap­
peared am ongst the assets o f a coal m in­
ing  company, of which you are auditor; 
royalties paid, $13,430.
Explain its  m eaning and state whether, 
and on w hat conditions, you would allow  
it  to be treated as an asset.
Question No. 7. State and differentiate, 
for  balance sheet purposes, th e  rules of 
valuation that apply in the follow ing:
(a ) L ing-tim e bonds bought a t a pre­
mium for  investm ent, the mar­
ket value o f which has advanced.
(b) D ividend-paying stocks bought
for investm ent, th e m arket 
value o f which has declined.
(c) Long-tim e bonds bought a t a d is­
count for speculation, the mar­
k et value o f which has advanced.
(d) Real estate (land) th a t has ap­
preciated.
Question No. 8 (14 points). Define the 
following:
1. Accounting.
2. Accrued expense.
3. Accrued income.
4. Amortization.
5. Appreciation.
6. Capital.
7. Capital assets.
8. Deferred charges to operations.
9. Departm ental accounts.
10. Depreciation fund.
11. Im prest system .
12. Nominal accounts.
13. Overhead.
14. Reserve fund.
COMMERCIAL LAW  
Wednesday, October 13, 1926
Time Allowed: 1 P. M. to 3 P. M. 
A nsw er all questions. A nswer by num­
ber. Do not repeat question.
1. (a ) W hat is  the legal rate o f inter­
est in  Oklahoma?
(b) W hat is  m eant by “U su ry?”
(c) W hat is  m eant by  an endorsem ent 
“w ithout recourse?”
(d) When, i f  at all, does a check oper­
ate as an assignm ent o f funds to  the  
credit o f the drawer?
(e ) W hat is  a  negotiable instrum ent?
(f )  W hat constitutes a m aterial a lter­
ation ?
(g )  W hat constitutes a  holder in due 
course o f negotiable paper?
2. A  holds the note of B endorsed by  
C, D, and E. A  desires t o  sue. In w hat 
order are the endorsers liable, and how  
m any m ay be sued?
3. A  solicits from  B a loan o f $1,000. 
B agrees to loan him the m oney upon 
a note endorsed by C and D. In the  
presence o f B , C endorsed the note, w ith  
the express proviso that both D and E  
shall also endorse it. A  secures the en­
dorsement of D but not that of E, and 
then delivers the note to B. The note 
is not paid. Can B recover from  C on 
his endorsem ent?
4. A  draws a check for $500 in favor  
of B on the American N ational Bank of 
Oklahoma City. B endorses and trans­
fers the check for  value, and w ithout 
notice o f any infirm ity in  the check, to
C. Subsequently A  notifies the bank 
that the check w as obtained by fraud  
by B. Is the bank right in refusing pay­
m ent to C?
5. A  is  the maker, and B, C, and D en­
dorsers o f a negotiable note which comes 
to E as a bona fide holder, for  value, in  
due course and before m aturity. The 
note is  due a t the bank on A pril 1, 1926. 
E presents it  for  paym ent on that day 
and paym ent is  refused. The note is  not 
protested although it  does not w aive de­
mand and notice o f protest. Can E hold
B, C, and D liable upon the note?
6. W hat is  the statute o f  lim itations 
on:
(a ) A n open account?
(b) A  negotiable note?
(c) An instrum ent under seal?
(d) A  judgm ent?
7. A  corporation leases a store, pos­
session to be given a t a future date. 
Prior thereto it  dissolves and two of the 
stockholders orally prom ise the lessor  
to  be responsible for the rent. Can they 
be held?
8. A , on the first day o f January, 1926, 
places in  the w arehouse of B, certain 
household furniture to  be stored. There 
w as no agreem ent betw een A  and B as 
to liability  for  the furniture in case of 
destruction by fire. On the 15th o f Feb­
ruary, 1926, the warehouse of B bum s, 
destroying the property of A  as w ell as 
other property. W hat are the rights 
of A  in  the prem ises?
9. John Jones, in selling  out his drug 
business in the city  o f Tulsa to a  com­
petitor, agrees not to enter into the same 
business again in  the said city for a 
period o f ten  years. Is the agreem ent 
enforceable ?
10. Jones offers to sell to Smith his 
automobile for  $1,000. Sm ith replies 
that he w ill g ive him $950. Jones re­
fu ses this, and thereupon Sm ith says 
that he w ill accept the $1,000 offer. Jones 
then refuses to sell. Is  he bound?
11. A  business corporation m akes a 
considerable p r o f i t .  A  m ajority o f the 
stockholders demand a declaration o f a 
dividend. The directors refuse, express­
ing an intention to start a  surplus. Can 
the stockholders compel them ?
12. (a ) W hat is  a dom estic corpora­
tion?
(b) W hat is a foreign  corporation?
(c) How is  a corporation form ed un­
der the law s o f the State o f Oklahoma? 
How dissolved?
13. A charter is  granted to the A. B. 
C. Corporation to  do a cleaning and 
pressing business. No authority is  
given in the charter to issue bonds. The 
corporation issues $25,000.00 of bonds 
secured upon real estate belonging to 
the corporation. A re these bonds valid?
14. A , B, C and D form  a partnership  
in which A  is the general and B, C and 
D are the lim ited partners. The certifi­
cate o f partnership set forth that the 
lim ited partners have contributed $2,-
000.00 each to the capital stock o f the 
company. In fact, B and C have only 
contributed $500.00 each to the capital 
stock, which fact w as known to D when 
he signed the certificate of partnership. 
E, relying upon the statem ents con­
tained in the certificate, extends credit 
to the company. The company fa ils  and 
E seeks to hold D personally liable for  
the debt. Can he do so?
15. N otice o f dissolution o f partner­
ship by the retirem ent o f one partner is 
published in a  local newspaper. Is th is
sufficient to release the retiring partner 
as to further dealings w ith  a  prior reg­
ular customer having no actual knowl­
edge o f h is retirem ent?
16. S and P  form  a partnership for  
the purpose o f conducting a  grocery  
business. O f the capital invested in  the 
partnership S contributes $10,000.00 and 
P $5,000.00. Both agree to  g ive their  
entire tim e to the business, but nothing  
is said as to how the profits are to be 
divided. A t the end of the first year—  
the parties determine to dissolve the 
partnership, having on hand then $4,-
000.00 undivided profits. How much 
would each party be entitled to receive 
from the profits and capital respectively?
17. (a ) W hat is novation?
(b) How m any parties to a  novation?
(c) D istinguish between a novation and 
an assignm ent.
18. A  voluntary petition in bankruptcy 
is filed by A  on the 1st day o f January,
1926. W ithin w hat tim e has A  the right 
to file h is petition for  discharge in bank­
ruptcy?
19. W hat are the duties of: (a ) A  re­
ceiver in bankruptcy ?
(b) A  trustee in bankruptcy?
20. Does bankruptcy discharge a judg­
ment rendered against a  person for  
slander?
AUDITING  
W ednesday, October 13, 1926 
TIME ALLOW ED: 3 P. M. to 5 P. M.
A nswer all questions. A nsw er by 
number. Do not repeat question.
Question No. 1. The store and stock 
of the Diamond Jew elry Company was 
destroyed by fire on Novem ber 1. The 
safe w as opened and the books w ere re­
covered intact. The trial balance taken 
off w as as follow s:
Cash in Bank .................  $1,000
Accounts Receivable .... 10,000
Accounts P a y a b le .......... ............ $30,000
Merchandise Purchases 90,000
Furniture and F ixtures 7,500
Sales ................ .............................. 110,000
General Expense ..........  18,000
Insurance ............ ..... ........ 1,500
Salaries ...........................  5,500
Real E state— Store Lot 50,000
Store B u ild in g .................  35,000
Capital Stock ................. ............. 50,000
Surplus ... ...... ..................................28,500
Total ... ............. ............. $218,500 $218,500
The average gross profit as shown by 
the books and accepted by the insurance 
companies w as 40 per cent of sales. The 
insurance adjuster agreed to pay 75 per 
cent of the book value o f furniture and 
fixtures, 90 per cent of the book value of 
the store building, and the entire loss on 
merchandise stock.
D raft journal entries to include the ac­
count against the insurance companies.
Question No. 2. A  m anufacturing con­
cern on closing its  books at the end of
the fiscal year finds that they show a loss, 
w hereas there is  good ground for  the be­
lie f  that a  profit w as earned.
W ith a  v iew  to settlin g  the question, 
w hat particular accounts, etc., would you  
exam ine and how ?
Question N o. 3. I f  employed by the of­
ficers o f a  corporation to make an audit, 
would you m ake any difference in your 
plans and in  your report i f  you knew  
w hether the audit w as to be presented to 
a prospective purchaser o f the stock, to 
a prospective purchaser of bonds, to the 
bank as a  basis for  the purpose of se­
curing a loan, or to the stockholders at 
their regular annual m eeting? I f  so, 
state the differences.
Question No. 4. (a ) in m aking an au­
dit, w hat are the im portant points to  
be considered in connection w ith  an in ­
ventory ?
(b) W hy are they im portant?
Question No. 5. Describe in detail 
your method o f auditing com pletely the 
Capital Stock Account.
I f  you find that some stock has been  
issued m erely as collateral for  a loan, 
how  would you treat it  on the books and 
in your report?
Question N o. 6. A  cashier disburses 
and receives cash and checks and has 
charge o f the ledger accounts. H e is
suspected o f  irregularities. W hat audit­
in g  procedure would disclose h is m ethod  
o f covering th e  shortage ?
Question No. 7. State five methods 
whereby a  bookkeeper also acting a s  
cashier m ay dishonestly abstract fund  
o f a  company and still keep h is books 
and accounts in  balance. Specify a  
remedy for  each o f the five methods you  
enumerate.
Question N o. 8. The X  corporation ow ns 
its  factory and land. The Y  corporation  
occupies a  sim ilar factory which it hires. 
The X  corporation pays a yearly inter­
est on m oney borrowed. The Y  corpora­
tion is  not in  debt for  borrowed m oney. 
How should these disbursements be con­
sidered in  determ ining cost?
Question No. 9. (a ) State theory o f  
depreciation.
(b) Explain four methods of comput­
ing the depreciation.
(c) How would you show on the bal­
ance sheet a reserve for  depreciation?
Question No. 10. The preferred stock  
of a  corporation is  entitled to cum ulative 
dividends of 7 per cent per year; for  the  
past ten years the company has paid  
dividends on this stock a t the rate o f  5  
per cent per year.
How should th e arrears o f dividends 
appear on the company’s balance sh eet?
PRACTICAL ACCOUNTING  
Thursday, October 14, 1926 
Time Allowed: 8.30 A. M. to 12 N oon  
A nswer all questions. A nswer by number. Do not repeat question.
Problem 1
(a ) From the follow ing data, explain and illustrate four methods of distributing 
the indirect expenses of a factory to production:
Dept. A. Dept. B. Dept. C.
M aterials used ..................................................... ...........  $10,000.00 $5,000.00 $5,000.00
Productive w ages paid ............ ...................................  3.200.00 2,500.00 3,500.00
Productive labor hours ........ ............................. .........  8,000.00 5,000.00 10,000.00
Indirect expenses ... .................... .................... ...... .......  4,000.00 2,500.00 2,800.00
The factory is supposed to run 2,400 hours a year.
(b) A pply the results obtained in (a ) to the facts given below for job No. 10, in  
order to show the different total job costs obtained by each of the methods. A ssum e  
the m aterial and labor (value and tim e) chargeable to job No. 10, to be as follow s:
Dept. A. Dept. B. Dept. C. Total.
Material ... ......................................................... ........ $1.00 $2.00 $1.00 $4.00
Labor v a lu e ....................................................... .........  1.60 1.50 1.05 4.15
Labor hours ... ......................... ............... ..................  4 3 3 10
Problem 2
The Oklahoma M anufacturing Corpo­
ration is requested by its bankers to file 
w ith them a balance sheet, duly certified, 
showing its  condition as of December 31,
1923.
The corporation asks you to examine 
its books of account and certify  to the 
follow ing balance sheet, which is  in ac­
cord w ith the general ledger:
Balance Sheet— December 31, 1923
A SSETS
Land ... ...............................  $80,000
Building ............ ................  127,500
Machinery ...................... 224,000
Furniture ..... ....................  5,000
Good-will ...............— ......  100,000
Cash -------------------- ------ 33,800
Receivables ...................... 120,000
Investm ents ...................... 50,000
Inventory .........................  155,000
Prepaid Expense ..........  2,575
Total A ssets .................................  $897,875
LIABILITIES
N otes Payable ...............$120,000
Creditors ..........................  62,000
Bonds .................................  100,000
Total .............................................  $282,000
N et Worth:
Capital Stock .............$500,000
Undivided P r o fits ......  115,875 $615,875
Your exam ination discloses the follow ­
ing:
(a) The land was valued by an ap­
praisal company as at July 10, 1923, and 
the appraisal increase of $39,500 credited 
to  undivided profits.
(b) The building, machinery and fur­
niture were recorded at cost. Deprecia­
tion had been w ritten off regularly and 
at an adequate rate, viz: Buildings, $22,- 
500; machinery, $96,000; furniture, $3,- 
000.
(c) The good-will has been estim ated  
by the officers of the corporation and the 
amount credited to undivided profits, July
1 ,  1923.
(d) The cash balance is composed as 
fo llow s:
On Hand ..............................................  $2,000
D efunct State Bank ........................ 1,800
X N ational Bank ............................  33,000
Y State Bank (O verdraft) ........ (12,000)
Sinking Fund T rustees .................  9,000
$33,800
The cash on hand includes I. O. U .’s of 
a form er salesm an, $575; the defunct 
state  bank has been closed for  some tim e; 
the receiver expects, eventually, to pay  
50 cents on the dollar; the overdraft in  
Y. state bank is caused, partly, by hold­
ing open the cash book and entering, as 
o f December 31, 1923, cheques issued to 
creditors in January, 1924, am ounting to 
$9,000.
(e) The receivables include: $15,000 
in itial paym ent for new m achinery or­
dered under contract, in amount, $45,000; 
$20,000 consignm ent sales on which a 
profit o f $6,000 is  expected; claim $16,000 
for refund, Treasury Department. This 
claim, w ith an amended return for 1921, 
was filed with the local collector D e­
cember 27, 1923.
(f )  Investm ents consist o f U . S. Lib­
erty Bonds at par, which are pledged on 
notes payable.
(g ) The inventories, priced at cost, are 
as follow s:
Raw M a ter ia ls .....................................  52,000
Goods in P ro c ess ..............................  16,000
Finished Goods ................................. 87,000
$155,000
( h) Prepaid expense consists of pre­
paid insurance, $1,650, and office supplies, 
$925.
(i) N otes payable include a demand 
note due the president in amount $30,- 
000.00 and $50,000.00 due X  National 
B ank secured by U . S. Liberty Bonds. 
The balance to other banks.
(j) Creditors’ account include pay roll, 
$18,000.00, and accrued interest, $320.00.
(k) Bonds, issued January 1st, 1921, 
30 years, 6 per cent; sinking fund pay­
m ent required, $3,000.00 yearly.
(l ) Capital Stock:
6 per cent preferred, au­
thorized and issued ........  $300,000
Common, authorized and
issued ................................... 200,000
Dividends were declared and paid in 
July, 1923, 3 per cent on preferred and
2 per cent on common. On January 15,
1924, 3 per cent w as declared on pre­
ferred and 4 per cent on common, pay­
able February 15th, 1924.
(m ) The undivided profits account 
showed a
Debit Balance, January 1st,
1923, of .......................................... $27,825
Credit for the year 1923 ............. 156,700
128 875
Dividends, July, 1923 ...................  13,000
Credit Balance, December 
31st, 1923 ................................. 115,875
Prepare your own balance sheet from  
the foregoing and attach certificate. 
State briefly your reason for each change 
made.
Purchases, Meal Pack­
ages ......... ...................  20,000
Purchases, Feed Pack­
ages ............................  36,000
Purchases, Misc. Mer­
chandise ...................... 150,000
M illing Expenses —
Labor .......................... 26,500
M illing Expenses —
Sundry ........................ 3,750
Depreciati o n ,  M i l l  
Building & Equip­
m ent ............................  4,900
Selling Expense ........  40,000
A d m in is tr a t iv e  E x ­
pense ..........................  35,000
Sales— Flour .................  889,790
Sales— Meal .................  85,000
Sales— Mill Feed ........   177,040
Sales— Misc. Mdse......  155,000
Capital Stock ...............  500,000
Thursday, October 14, 1926 
Time Allowed 1 P. M. to 5 P. M.
A nswer all questions. A nswer by num­
ber. Do not repeat question.
Problem 3
The Lexington M illing Company, In­
corporated, began business July 1st, 1924, 
with the follow ing assets and liabilities:
A ssets
Cash ................................. $400,000
Mill B u ild in g .................  45,000
Mill E qu ipm ent............. 40,000
Good W ill .....................  15,000
Total A ssets ............. $500,000
Liabilities
Capital Stock Authorized and
Outstanding ................................. $500,000
The principal operations consist of 
purchasing w heat and corn from  the 
growers at harvest tim e and m illing the 
same into flour and meal. The by­
products of w heat and com  bran are 
mixed and marketed as m ill feed. A ll 
products are packed in sacks daily as 
made. The company also buys and sells 
m iscellaneous merchandise, consisting  
principally of feeds and seeds.
Trial balance, before closing, on June 
30th, 1925, is as below:
Cash ......................... ....... $54,850
Accounts Receivable ... 310,730 
Mill B u ild in g .................  45,000
Reserve for Depre­
ciation ...................  $900
Mill E q u ip m ent............. 40,000
Reserve for Depre­
ciation ...................  4,000
Good Will .....................  15,000
Purchases, w heat 500,-
000 bu. at $1.80 ......  900,000
Purchases, com  100,-
000 bu. at $0.70... ..... 70,000
Purchases, Flour In­
gredients ...................  5,000
P u r c h a s e s , F l o u r
Packages ...................  55,000
Totals ........................1,811,730 1,811,730
Inventories on June 30th, at cost, were 
as follow s:
W heat Flour, 10,000
bbls. at ...................... $...............
Corn Meal, 12,000
cwt. at ...................... ...............
Mill Feed, 5,000 cwt.
at ............................... ...............
W heat, 15,000 bu. at
$1.80 ............................  27,000
Corn, 5,000 bu. at $0.70 3,500
Flour Ingredients ......  150
Flour P a c k a g e s  —
Em pty ........................ 5,000
Meal P a c k a g e s  —
Em pty ......................  2,000
Feed P a c k a g e s  —
Em pty ........................ 9,000
Miscellaneous M e r ­
chandise ...................... 25,000
A summary of m anufacturing opera­
tions for the year is  as follow s:
W heat G round......  470,000 bu. 60 lbs.
Flour Made ........  98,979 bbls. 196 lbs.
W heat Bran ........  4,400 tons 2,000 lbs.
Corn Ground ......  93 ,000 bu. 56 lbs.
Meal Made ..........  46,000 cwt. 100 lbs.
Com  Bran ............. 276 tons 2,000 lbs.
It is desired to compute the value of 
wheat bran a t $30.00 per ton and the corn 
bran at $20.00 per ton, plus package 
costs.
It is also desired to make a m illing  
charge against m eal a t 10 cents per 
bushel on the com  ground.
From the foregoing prepare the fo l­
lowing:
(1) Statem ent of m anufacturing costs 
on the m ill floor, exclusive of selling and 
adm inistrative expenses, of
(a ) Flour, per barrel.
(b) Meal, per 100 pounds.
(c) Mill Feed, per 100 pounds.
(2) U sing the cost so obtained, com­
plete the inventory and prepare a Loss 
and Gain Statem ent show ing specifically  
the follow ing:
Trading profit on each of the four  
divisions of sales.
Taxable Income.
Accrued Income Tax (Revenue A ct 
1924).
(3) Balance Sheet as at June 30th,
1925.
Solution of Problem 3 in Practical Accounting, Michigan 
C. P. A. Examination, November, 1926.
(Published on page 151 of May, 1927.)
By John B. Tanner, C. P. A. (Ohio and W isconsin) International Accountants Society, Inc.
PROCEDURE OF SOLUTION
In this problem the necessary facts are given in the sum­
mary of transactions in  the problem and the principal re­
quirement is to select the figures to be incorporated in the 
several statem ents called for. No working sheet is required, 
as the statem ents can be made up directly from the summary 
of transactions.
In the statem ents of branch assets the only figures to be 
included are custom ers’ accounts, petty cash and stock. A ll 
are item s of current account and the totals for these assets  
give th e  current account balances.
The closing journal entries for the N ew  York Branch and 
the statem ents of current account for the N ew  York Branch 
on both the branch and home office books are prepared so as 
to show the net profit figure in one item , and this plan is 
also followed in the sum mary statem ents of branch accounts.
The statem ents called for in the problem are as follow s:
(a) ( -) Company
STATEM ENT OF BRANCH A SSETS  
July 1, 1925.
N. Y. Denver Chicago Total
Debtors ............ -................................  $5,820 $6,140 $7,240 $19,200
P etty  Cash .....................................  1,500 1,500 1,500 4,500
Stock ..................................................  3,450 3,820 3,650 10,920
Current A /C  Balances .......... $10,770 $11,460 $12,390 $34,620
(b) CLOSING ENTRIES FOR N EW  YORK BRANCH
Stock (1 2 /3 1 /2 5 ) .........................................................  $4,300
Cost of Goods Sold ..................................................... 10,650
Stock (7 /1 /2 5 )  .........................................................  $3,450
Goods Received from  Factory .........................  11,500
To adjust inventories, close Goods Received 
account, and determine the cost of goods 
sold.
Sales on Account .........................................................  250
Return Sales .............................................................. 200
Allowances to Customers .....................................  50
To close accounts so as to determine net 
sales.
Sales on Account ....................... ...............................  12,250
Cash Sales ... ................................................................  6,250
Cost of Goods Sold .............................................. 10,650
Rent and Taxes .......................................................  200
Salaries and W ages ..............................................  1,650
Home Office ................................................................ 6,000
To close accounts so as to determine profit.
(c) HOME OFFICE CURRENT ACCOUNT
(On books o f N ew  York Branch)
C redits:
Balance, July 1, 1925 ..........................................$10,770
Goods Received .........................................................  11,500
P etty  Cash Received ...................................... ..... 1,850
N et Profit on Sales for period ..........................  6,000
Total Credits 
D eb its:
Rem ittances sent
$30,120
17,100
Balance due the Home Office Dec. 31, 1925.............$13,020
(d) N EW  YORK BRANCH CURRENT ACCOUNT
........... $6,000N ew  York Branch Current Account ........
Profit and Loss ............................................
To set up profit of the N ew  York branch.
$6,000
NEW  YORK BRANCH CURRENT ACCOUNT  
(on books of Home Office)
Debits:
Balance, July 1, 1925 ............................................$10,770
Goods shipped .........................................................  11,500
P etty Cash sent ......................................................  1,850
N et Profit on Sales for period ........................ 6,000
Total Debits .......
C redits:
Remittances received
$30,120
17,100
Balance Due Home Office December 31, 1925........ $13,020
(e) (   ) Company
CONSOLIDATED BRANCH PROFIT A N D  LOSS 
STATEM ENT  
For the 6 months’ period ending December 31, 1925
N. Y. Denver Chicago Total
Sales on Account ............... .......$12,500 $11,800 $10,225 $34,525
Cash Sales .....................................  6,250 5,380 6,100 17,730
Less— Returns and Allowances
Cost of Goods Sold:
Stock, July 1, 1925 ........
Goods received at branch
Cost of Goods Sold .............$10,650
E xpenses:
Rent and Taxes 
Salaries and W ages 
Bad Debts ...........
(
$18,750 $17,180 $16,325 $52,255
250 140 280 670
$18,500 $17,040 $16,045 $51,585
$3,450 $3,820 $3,650  $10,920
11,500 10,240 10,350 32,090
$14,950 $14,060 $14,000 $43,010
4,300 4,720 4,500 13,520
, $9,340 $9,500 $29,490
 $7,850 $7,700 $6,545  $22,095
$200 $175 $75 $450
 1,650 1,520 1,600 4,770
125 60 185
 $1,850 $1,820 $1,735 $5,405
 $6,000 $5,880 $4,810 $16,690
) Company(f)
STATEM ENT OF BRANCH ACCOUNTS 
(on books of Home Office)
December 31, 1925
Debits N . Y. Denver Chicago Total
Balance, July 1, 1925 ...............$10,770 $11,460 $12,390 $34,620
Goods Shipped ... ......................  11,500 10,240 10,350 32,090
P etty  Cash sent ........................  1,850 1,695 1,675 5,220
N et Profit for p er io d ...............  6,000 5,880 4,810 16,690
Total D e b its .............................$30,120 $29,275 $29,225 $88,620
Credits:
R em ittances received .............. 17,100 15,640 15,250 47,990
Balance, Dec. 31, 1925 ......$13,020 $13,635 $13,975 $40,630
( ) Company
BRANCH A SSETS  
December 31, 1925
N. Y. Denver Chicago Total
Debtors ..... ......................................... $7,220 $7,415 $7,975 $22,610
P etty C a sh ....................... ...............  1,500 1,500 1,500 4,500
Stock ................................................... 4,300 4,720 4,500 13,520
$13,020 $13,635 $13,975 $40,630
Accounting Problems of Fire Insurance Companies
I WAS som ewhat undecided as to 
w hat phase of insurance ac­
counting I  should choose as my 
subject. I have not gone into a 
discussion as to the  application of 
i n s u r a n c e  clauses, pro-rating  
clauses, average clauses, floater 
policies and  so fo rth , because I 
th ink  th a t  is th e  phase of insur­
ance accounting w ith  which prob­
ably the  m ost of you are m ore or 
less fam iliar. If  you are  not, you 
should be, because th a t  is the  place 
th a t  the  accountant can be of g rea t 
value to  h is client. I cannot im ­
press upon you too strongly the  
im portance of m aking a  careful 
survey of fire insurance policies 
th a t  you find in the  files of your 
clients. M any tim es it  is not dis­
covered un til a fte r  the  fire th a t  the  
coverage is no t complete.
W hat I  have attem pted to do in 
th is  paper is to  cover the  high 
points in th e  accounting of fire in­
surance companies from  th e  view­
point of th e  accountant. Some of 
you, I presum e, have had m ore o r 
less experience in the  auditing of 
fire insurance companies. To those 
gentlem en I  presum e m uch th a t  I 
shall say will be fam iliar. B ut I 
have endeavored in th is  paper to 
convey as m uch inform ation as 
possible th a t  will be of general in­
te re s t to  th e  g rea tes t num ber pres­
ent.
Insurance is divided into the  fol­
lowing broad classifications: Life, 
F ire, M arine, Casualty, and the 
C arriers, depending upon th e ir  
p lan of organization, are classified 
as Stock Companies, M utual Com­
panies, Reciprocal and In ter-Insur­
ance Exchanges and Lloyds.
The following are the  more im­
po rtan t classes of insurance per­
m itted  by the  laws of m ost s ta tes 
to  be w ritten  by fire and m arine in­
surance com panies: F ire  and ligh t­
n ing ; to rnado; use and occupancy; 
sprinkler leakage; to u ris t baggage ; 
ra in ; reg istered  m ail; explosion; 
earthquake, hail, r io t and civil com-
By GEORGE G. MaDAN, Lansing, 
Michigan.
Paper presented a t M ichigan State A c­
counting Conference, May 15, 1926.
motion strike  insurance; flood; 
crop fa ilu re ; a i r c r a f t ;  inland 
m arine; ocean m arine; W ar R isk; 
parcel post; automobile fire; au to­
mobile th e f t ;  automobile collision; 
automobile property  damage. I 
have m entioned these various 
form s of insurance, to give you 
some idea of th e  m ultiplicity of 
records which fire insurance com­
panies are obliged to  m aintain  for 
a  proper analysis of th e ir  business, 
and to  enable them  to comply w ith 
the  requirem ents of th e  S ta te  In­
surance D epartm ents.
An accountant undertak ing  a de­
tailed aud it of a fire insurance com­
pany, should have a thorough 
knowledge of the  insurance laws 
of the  S ta te  in which the company 
is located, and if  th e  company op­
erates in m ore th an  one S tate, a 
knowledge of the  laws of all s ta tes  
in which the  company operates is 
necessary.
D eparture From  Standard Ac­
counting Theory
Proper fire insurance accounting 
departs from  standard  accounting 
theory  in some respects. There 
are  two reasons fo r th is :
F irs t—F ire  insurance companies 
are required to  fu rn ish  the  sta te  
insurance departm ents of all 
states, in which they  are  au tho r­
ized to tran sac t business, w ith an 
annual statem ent. The form  of 
sta tem ent required was designed 
and is changed from  tim e to tim e 
by the  Committee on Blanks of the  
National Convention of Insurance 
Commissioners.
Second— F or ready analysis of 
results in general by th e  fire in­
surance executive.
The more im portan t departures 
are as follows:
F irs t—Deduction is made in  the
income exhibit, of prem ium s re ­
turned  to  policyholders a t  the  can­
cellation of th e ir  policies.
Second— Reinsurance prem ium s 
paid to o ther companies are  like­
wise trea ted  as a  deduction from  
gross income ra th e r  th an  as an 
outgo.
Third —The recovery of salvage 
instead of appearing as an income 
is trea ted  as a  deduction from  out­
go.
F ou rth— In case of a  loss under 
a policy which is partly  reinsured 
w ith  ano ther company, the  portion 
of the  loss recovered from  the  re ­
insuring company is likewise 
trea ted  as a  deduction from  outgo.
Term inology
A udit reports of fire insurance 
companies should be w ritten  in the  
language of the  trade. Of course, 
we recognize th a t  is tru e  to  a  cer­
ta in  ex ten t in all lines, b u t in the  
fire insurance line they  have a ver­
nacular of th e ir  own, and they  do 
not know w hat you are  talk ing 
about if  you ta lk  w hat we would 
call common sense. Otherwise 
they  will m islead th e  executive in 
his analysis of results.
The proper use of such term s 
as: Gross Prem ium s, N et Prem ­
iums, Prem ium s Received, Prem ­
ium s W ritten , Prem ium s in Force, 
Prem ium s Earned, U n e a r n e d  
Prem ium  Reserve, U nderw riting 
Profit, Trade Profit, N et Earnings, 
Reinsurance Ceded and Reinsur­
ance Accepted is of vital im port­
ance fo r the  reason th a t  to th e  
company executive th e ir  m eaning 
is entirely different th an  to  th e  ac­
countant whose report is properly 
worded according to standard  ac­
counting theory.
The term  Gross Prem ium s prop­
erly indicates gross prem ium  in­
come w ithout any deduction, and i t  
is so used in the  uniform  annual 
sta tem ent blank fire insurance 
companies are  compelled to  use, 
bu t to the  executive in  the  analysis 
of resu lts the  term s m eans gross
prem ium  income leas re tu rn  prem ­
ium s bu t w ithout deduction fo r re­
insurance prem ium s ceded to  o ther 
companies.
Used in  connection w ith  th e  pro­
duction of an agency, the  term  N et 
Prem ium s m eans to  th e  executive, 
prem ium s less re tu rn  prem ium s 
bu t w ithout deduction fo r commis­
sions, expenses or reinsurance 
ceded. W hen applied to the  entire 
income of th e  company, th e  term  
m eans prem ium s w ritten  less re ­
tu rn  prem ium s and less reinsur­
ance ceded. I t  depends upon w hat 
you are  talk ing  about.
The term  Prem ium  Received is 
seldom used except by th e  sm aller 
assessm ent companies whose rec­
ords are  kept on a  cash basis. 
Prem ium  income is e ither desig­
nated as Prem ium s W ritten  or 
Prem ium s Earned as the  case m ay 
be.
The term  Prem ium s W ritten  in­
dicates th e  prem ium  charged on 
policies w ritten  during the  period 
under review and is usually desig­
nated as Gross Prem ium s W ritten  
or N et Prem ium s W ritten .
The term  Prem ium s in  Force 
applies to  the  prem ium s on all poli­
cies in force a t  a  given time, 
w hether the  policies were w ritten  
during th e  curren t year or in prior 
years. F u rth e r  m ention of th is 
term  is m ade under th e  heading of 
U nearned Prem ium  Reserve.
The use of the  term  Prem ium s 
Earned indicates prem ium s w ritten  
during th e  period under review 
less re tu rn  prem ium s and reinsur­
ance ceded less th e  increase in un­
earned prem ium  reserve or plus 
the decrease in unearned prem ium  
reserve.
Companies are  not uniform  in 
the use of th is  term  Unearned 
Prem ium  Reserve. I t  is variously 
called Prem ium  Reserve, Reinsur­
ance Reserve, and U nearned Prem ­
ium Reserve. The proper term  is 
U nearned Prem ium  Reserve, fo r 
th a t  is ju s t  w hat i t  represents, the  
unearned portion of th e  prem ium  
on policies in force. The term  Re­
insurance Reserve came in to  use 
th rough  th e  practice of reinsuring
all of the  business of an  insolvent 
company or a  company desiring to  
liquidate, thereby  protecting the  
policyholder th rough  a th ird  party , 
th e  unearned prem ium s on poli­
cies in force being paid to the  com­
pany assum ing th e  liability—  
hence th e  use of the  term  Rein­
surance Reserve indicating th a t  
the  company carried a reserve suf­
ficient to  reinsure all of its  busi­
ness, ra th e r  th an  the  use of the  
term  U nearned Prem ium  Reserve 
indicating th a t  the  company car­
ried a reserve sufficient to  refund 
to its  policyholders the  unearned 
portion of th e ir  prem iums, if  all 
policies were canceled.
The term  U nderw riting Profit is 
applied to  ne t earnings from  under­
w riting  operations. In  determ in­
ing the  underw riting  profit, all ex­
penses except specific investm ent 
expenses and one-eighth of 1 per 
cent of th e  m ean invested assets 
are  chargable against U nderw rit­
ing Income. The increase or de­
crease in reserves is, of course, con­
sidered in  determ ining the  under- 
w riting  profit.
The m eaning of the  term  Trade 
Profit is apparent, indicating N et 
Income from  underw riting opera­
tions w ithout consideration of in­
crease or decrease in unearned 
prem ium  reserve.
The term  N et Earn ings is in­
variably used to  indicate net earn­
ings a f te r  providing fo r accrued 
taxes and represents increase in 
surplus.
The use of the  term  Reinsurance 
w ithout designation as to  w hether 
i t  is Reinsurance Ceded to o ther 
companies or Reinsurance Ac­
cepted from  other companies will 
m any tim es cause confusion and 
m isunderstanding in the  analysis 
of results.
Investm ent
The investm ent of the  funds of 
fire insurance companies is highly 
restric ted  by law and an audit 
should embrace an analysis of all 
investm ents to  determ ine th e ir  
legality as proper investm ents fo r 
fire insurance companies.
Reinsurance
There are  a  g rea t m any form s of 
reinsurance and an  exam ination of 
reinsurance contracts o r trea tie s  is 
necessary in order to  determ ine the  
liabilities of a company. The form  
in m ost general use is known as 
C ontributing Reinsurance. U nder 
th is form  a portion of a  policy is 
reinsured w ith ano ther company 
and the reinsuring  company re ­
ceived its  pro ra ta  proportion of 
the  original prem ium  less a  speci­
fied commission, and, in  case of 
loss, contributes its  pro ra ta  share 
of th e  loss under the  same term s 
and conditions as applied to the  
original policy.
A nother form  of reinsurance in  
quite general use is known as E x ­
cess Reinsurance o r Excess Cover. 
Under th is  form  the  compensation 
of the  reinsurer varies w ith  the 
protection afforded. A n excess re ­
insurance tre a ty  m ay provide fo r  
th e  paym ent by the  reinsurer, in  
case of loss, of a  portion or th e  en­
tire  am ount of loss sustained in  ex­
cess of a  specified am ount which 
the ceding company has elected to  
carry  subject to its  own liability, 
or th is  form  of contract m ay no t 
apply to  any specific risk  b u t m ay 
provide fo r th e  paym ent by the  re ­
insurer of the  excess above a  speci­
fied am ount of loss, sustained in 
any one fire or conflagration under 
all policies of the  ceding company.
In  m any cases reinsurance tre a t­
ti e s  provide fo r the  paym ent by the  
re insu rer of a  specified commission 
and a contingent commission based 
on the  earnings and provision 
m ust be made in the  liabilities o f 
the  reinsuring company fo r ac­
crued contingent commission. M ost 
companies act in the  dual capacity 
of reinsured and reinsurer, and th e  
com putation of accrued contingent 
commission m ay resu lt in th e  se t­
ting  up of a  non-ledger asset.
Taxes
F ire  insurance companies a re  
subject to num erous Federal, S ta te  
and Municipal taxes, and th e  ex­
am ination of a company’s ta x  re ­
tu rn s  will m any tim es resu lt in a 
saving to the  company in excess of 
the  accountant’s fee.
The ra te  of taxation  and basis 
of com putation is governed largely 
by the  laws of the  sta te  in which 
the  company was organized, ra th e r  
th an  by the  tax  laws of the  sta te  
in which the  insured property  is 
located.
Care should be taken  to distin­
guish between reta lia to ry  and re ­
ciprocal laws—th e  form er provid­
ing th a t, if  th e  laws of the  home 
s ta te  provide for the  paym ent of 
a g rea ter ta x  than  do the  laws of 
the  s ta te  in which th e  risk  is lo­
cated, then  the  home sta te  laws 
govern; the  la tte r  providing th a t 
th e  s ta te  to whom the tax  is due 
will collect no g rea ter tax  th an  is 
collected by the  home sta te , from  
companies located in the  s ta te  col­
lecting the  tax .
W ith the  exception of a few 
sta tes, the  following m ethod of 
com puting taxes due sta tes  having 
re ta lia to ry  laws, is approved:
F irs t— Compute the  tax  on the  
basis and a t the  ra te  provided by 
th e  laws of the  home state .
Second— Compute the  tax  on 
the  basis and a t the  ra te  provided 
by the  laws of the  s ta te  in which 
the  risk  is located.
W hichever com putation pro­
duces the  g rea ter tax  is the  basis 
and ra te  which applies. A few 
sta tes, and I believe w ithout legal 
au thority , will apply the  basis of 
one s ta te  and the  tax  ra te  of the  
o ther in order to produce a g rea ter 
tax . The basis on which the  tax  
is computed is  the  im portant facto r 
fo r consideration.
Some sta tes  provide fo r the  tax ­
ation of d irect prem ium s, others 
fo r the  taxation  of direct prem ­
iums plus reinsurance accepted 
less reinsurance ceded, and a few 
sta tes  have double taxation  laws 
requiring the  paym ent by the  re ­
insuring company of a  tax  on ac­
cepted reinsurance while no credit 
is allowed the  ceding company for 
the  am ount.
R ight there  is a  place where we 
are  quite often able to  save our 
c lien ts  a g rea t deal of money. We
will find th a t, w ithout a proper an­
alysis fo r th e ir  own business, they  
m ay be ceding a large volume of 
business in some particu lar te rr i­
to ry  to  some company th a t  is not 
authorized, and they  are  getting  no 
credit in th e ir tax  statem ents, 
while a t  the  same tim e they  m ay 
have contracts and trea ties  w ith 
o ther companies th a t  are adm itted, 
and by simply tran sfe rrin g  the  de­
ductions from  one to the  other, 
they  can save a tax  of from  2 to 6 
per cent on it.
Unauthorized R einsurance
Some sta tes perm it the  ceding of 
reinsurance to  companies not au­
thorized to  tran sact a  direct busi­
ness in the  sta te  b u t in such cases 
no credit is allowed in the  tax  re ­
tu rn  fo r the  reinsurance prem ium  
paid. The g rea ter num ber of 
sta tes, however, prohibit the  ced­
ing of reinsurance to  unauthorized 
companies and provide severe pen­
alties fo r so doing. An accountant 
engaged in m aking annual s ta te ­
m ents for s ta te  insurance depart­
m ents should give careful consider­
ation to th is point, and if  the com ­
pany has inadvertently  ceded re ­
insurance to unauthorized com­
panies, cancellation should be ef­
fected.
I t  is not uncommon to find th a t  
they  have reinsured some insur­
ance. In the  large companies they  
m ay have from  100 to 200 different 
insurance connections w ith  other 
companies. W here you have a 
force of 45 or 50 people placing 
reinsurance through, and knowing 
nothing of the  tax  laws or laws 
governing the  ceding of it, th e ir  
only thought is to ge t rid  of the 
excess liability by reinsurance of 
a lot of it  here and there. I find 
in some offices, they  are w riting  
it  up from  a  chart, and m ake 
enough copies so th a t  everybody 
will have one. W here there  is any 
considerable turn-over in th e ir 
labor, where they  stay  from  th ree  
to six m onths, then  they  are off 
on th e ir  own hook, and we have got 
to  s tra igh ten  them  all out a t  the  
end of the  year.
A ssets N ot A dm itted
A financial sta tem ent of a fire 
insurance company made according 
to standard  accounting theory  
usually will show a larger surplus 
th an  a sta tem ent made in accord­
ance w ith insurance departm ent 
requirem ents, fo r th e  reason th a t 
various assets are  not adm itted.
Prem ium s in course of collec­
tion on business w ritten  more than  
90 days prior to the  date of the 
sta tem ent are not adm itted as as­
sets even though paym ent may 
have been m ade before the  s ta te ­
m ent was completed and the value 
of the  asset established beyond 
question.
Furn itu re , fixtures, maps, sup­
plies, automobiles, etc., cannot be 
included and the  purchase price 
thereof m ust be trea ted  as an op­
era ting  expense.
Hidden A ssets
Unlike a m ercantile or m anufac­
tu ring  concern, a fire insurance 
company is required to charge 
against its earned income fo r the  
curren t year its  en tire  acquisition 
cost notw ithstanding the  fac t th a t  
only a portion of the  prem ium s on 
policies w ritten  during the  year is 
earned. There is, therefore, an as­
set value in the  unearned prem ium  
reserve theoretically equal to the  
acquisition cost of such unearned 
prem iums. This asset is not rec­
ognized by s ta te  insurance depart­
m ents, but, nevertheless, it exists 
and would become an actual asse t 
and could be carried to surplus ac­
count in case of the  reinsurance of 
all of the  company’s liability w ith 
another company. I t  is quite a 
common practice fo r any company, 
whose surplus has been depleted 
to the  danger point, to reinsure all 
or p a rt of its  liability in order to 
realize on th is  hidden asset. This 
asset m ust be taken into consider­
ation in the analysis of results, as 
m any tim es a rapidly growing com­
pany will show a large decrease 
in surplus while in reality  i t  has 
strengthened its  position, if  con­
sidered on a  liquidation basis. I t
is possible, and m any companies 
have become insolvent according 
to the standard  of solvency fixed 
by law, when enjoying a normal 
loss and expense ratio . This con­
dition is brought about by the 
w riting of too large a volume of 
business for term s of th ree  and 
five years.
For example— a policy is w ritten  
for a term  of five years for a prem ­
ium of $100.00. Acquisition cost 
and overhead expenses will aver­
age 45 per cent, or $45.00. A t the 
close of the  first year of the  life of 
the policy, an unearned prem ium  
reserve m ust be m aintained of 
nine-tenths of the  prem ium  or 
$90.00. We, therefore, have a 
debit of $135.00 fo r expenses and 
legal reserve, and a credit of only 
$100.00 resu lting  in a surplus loss 
on the transaction  of $35.00, and 
we have not considered any fire 
loss.
Let us consider a newly organ­
ized company. I ts  prem ium  in­
come the  first year is $100,000, and 
it has fire losses and expenses ag­
gregating  $90,000 resu lting  in a 
trade  profit of $10,000, b u t an ac­
tual surplus loss of approxim ately 
$45,000 as the  unearned prem ium  
reserve will be about 55 per cent 
of the  prem ium  income, if  the  aver­
age am ount of one, th ree  and five- 
year business is w ritten .
Com putation o f Unearned Prem ­
ium  R eserve
To the  accountant not thorough­
ly versed in fire insurance account­
ing, the  com putation of the  un­
earned prem ium  reserve is w ith­
out doubt the  m ost difficult prob­
lem w ith  which he is confronted, 
and in too m any cases the  com­
pany’s figures are  accepted as cor­
rect. No balance sheet should be 
certified as correct, w ithout quali­
fication, unless a thorough test 
check of the  unearned prem ium  re­
serve has been made. To the  exec­
utive whose company is struggling 
fo r existence, the  reserve offers 
the safest m eans of juggling his 
sta tem ent if  he is so inclined, bu t to
th e  experienced insurance account­
ant, the  reserve cannot be doctored 
to any ex ten t unless i t  has been 
falsified over a period of years by 
a keen accountant, otherwise a 
comparison of th e  prem ium s in 
force a t the  close of each of the  
previous five years w ith the prem ­
ium income will disclose the fact 
th a t  the  volume of one-year busi­
ness, upon which the lower reserve 
is carried, is g reatly  in excess of 
the percentage of one-year busi­
ness w ritten  by the  average com­
pany, or th a t  the  am ount of th ree 
or five-year business in force, which 
was w ritten  in prior years, is out 
of proportion to th e  business 
w ritten  during the  form er year 
a fte r  allowing fo r a  normal amount 
of cancellations.
Companies are obliged to m ain­
tain  a separate and complete re ­
serve fo r each class of business, 
and m any companies keep a sep­
a ra te  reserve for business orig inat­
ing from  th e ir  principal producing 
offices. A t tim es it will be found 
in sum m arizing these various re ­
serves, th a t  prem ium s in force in 
a h igh reserve term  will be carried 
in the  sum m ary into a term  carry ­
ing a lower reserve.
The com putation of the  reserve 
on reinsurance, both ceded and ac­
cepted, is m ore complicated than  
the com putation of the  reserve on 
direct business, and m any tim es it 
will be found th a t, th rough lack of 
knowledge on the  p a rt of the  com­
pany’s accountant, or w ith deliber­
ate in ten t to falsify  statem ents, the 
reserve is incorrectly computed.
In theory, a company accepting 
reinsurance from  another company 
m ust m aintain  the  same reserve 
which the  ceding company would 
have m aintained had it not rein­
sured a portion of the  risk. If 
the  direct w riting  company did not 
reinsure a portion of the  risk  ef­
fective sim ultaneously w ith  the 
commencement date of its  own 
policy, the basis for th e  computa­
tion of the  reserve is the  propor­
tion of the  original prem ium  which 
applies to  the  proportion of the
am ount of insurance reinsured and  
th e  actual reinsurance prem ium  
paid to the  accepting company fo r 
carrying a portion of the  risk  fo r  
only a p a rt of the term  of the  orig­
inal policy is not considered.
To illu s tra te : A policy is w ritten  
fo r one year fo r $5,000, w ith a  
prem ium  of $100. If  ½ or $2,500 
is reinsured and the reinsurance 
becomes effective sim ultaneously 
w ith the commencement date of 
th e  original policy, then  th e  ac­
cepting company would receive a 
reinsurance prem ium  of $50.00, or 
½ the  original premium, and th is 
prem ium  would form  th e  basis fo r 
the  com putation of the  reserve.
If, however, the  original w riting  
company carried the entire  $5,000 
liability fo r one-half the  term , or 
six m onths, and then  reinsured 
$2,500, the  accepting company 
would receive a prem ium  of only 
$25.00 covering one-half th e  liabil­
ity  fo r one-half the  term  of the  
original policy, bu t m ust carry  to 
its  record of prem ium s in force, 
which is the  basis reserve record, a 
prem ium  of $50.00, or the  original 
prem ium  on th e  am ount of liability 
it  assum es, notw ithstanding th e  
fac t th a t  it received only one-half 
of th is amount. The average legal 
reserve on one-year business in 
force a t the  close of a  fiscal or 
calendar year is 50 per cent; the 
company has carried to its record 
of prem ium s in force $50.00. The 
reserve which m ust be m aintained 
is, therefore, $25.00 or 100 per cent 
of the  prem ium  actually received.
Now, let us consider the  proper 
handling of th is last mentioned ex­
ample by the  ceding company. I t  
has w ritten  a policy fo r one-year 
fo r $5,000 w ith a  prem ium  of 
$100.00, and th is  prem ium  has 
been carried to its  record of prem ­
iums in force, and during the  first 
six m onths of the  life of the  policy, 
while it  carried the  entire liability, 
i t  has m aintained an average re ­
serve of 50 per cent or $50.00. A t 
the  end of six m onths, one-half 
the  am ount is reinsured, and a 
prem ium  of $25.00 paid to the
reinsuring  company. I t  is, how­
ever, perm itted  to  release th e  re­
serve carried on one-half the  orig­
inal prem ium  fo r the  reason th a t  
i t  has earned one-half the  original 
prem ium  and th e  o ther one-half is 
being paid to  th e  reinsuring  com­
pany.
In  th e  illustration  ju s t  used, I 
have sta ted  th a t  th e  legal reserve 
on a  one-year policy is 50 per cent. 
This would represen t th e  actual 
unearned prem ium  on the  policy 
only a t  the  expiration of one-half 
th e  term , and would likewise rep­
resen t th e  actual unearned prem ­
ium  on a  volume of one-year busi­
ness, provided th e  company had 
been operating over one year, and 
had w ritten  an  equal am ount of 
one-year prem ium s in each m onth. 
I have used th is  percentage here 
fo r  th e  reason th a t  i t  is the  aver­
age percentage provided in  th e  an­
nual sta tem ent blanks furnished 
to  the  companies, and is used in  
practically  all cases in m aking 
s ta tem en ts a t  December 31st.
The percentages of prem ium s in 
force on policies w ritten  fo r a term  
of m ore th an  one year which m ust 
be set aside as a  reserve are  as 
follow s:
3-Year Policies 5-Y ear Policies
1st y e a r ------ 5 /6  1st year _____ 9/10
2nd y e a r ------  1 /2  2nd y e a r ____ 7/10
3rd y e a r ------  1 /16 3rd y e a r ____ 1/2
4th y e a r ____ 3/10
5th y e a r ____  1/10
I  have not m entioned the  per­
centages on two and four-year poli­
cies as very  little  business is 
w ritten  except fo r  periods of one, 
th ree  or five years. Policies w rit­
ten  fo r a  term  of less th an  one year 
are  trea ted  as, one-year policies in 
th e  com putation of th e  reserve.
There a re  various m ethods of 
keeping reserve or in-force rec­
ords ; some companies subdivide 
th e ir  prem ium s in force only by 
years of expiration, while o thers 
c a rry  prem ium s in  force by m onths 
and years of expiration. The la t­
te r  is the  m ore accurate and per­
m its  of the  accurate com putation 
o f the  reserve a t  th e  close of any 
m onth, while in th e  calculation of
th e  reserve a t  any da te  except De­
cember 31st w here records are  
kep t on a  yearly  basis, i t  is neces­
sary  to  estim ate  th e  am ount of 
business which m ay have expired 
betw een December 31st and th e  
date  o f calculation.
The m ost difficult problem w ith  
which th e  accountant is  confronted 
is the  accurate calculation of re ­
serve a t  a  date  o ther th an  Decem­
b er 31st, unless records of prem ­
ium s in force are  so kept as to pro­
duce th e  prem ium s in force on a 
fiscal year basis. The theory  upon 
which the  reserve is calculated is 
th a t  all policies are  w ritten  as of 
th e  15th of th e  m onth to  expire on 
th e  15th of th e  corresponding 
m onth  in a la te r  year, according to  
th e  term  of th e  policy. In  th e  
calculation of a reserve on a pro 
ra ta  basis, th e  num ber of unex­
pired half m onths is th e  num erato r 
of the  unearned fraction, and the  
denom inator is 24, 48, 72, 96, or 
120, according to  th e  term  of the  
policy—thus a  five-year policy, 
w ritten  in January , 1926, to  expire 
in January , 1931, would carry  an 
unearned prem ium  reserve a t  June 
30, 1926, of 109/120.
The pro ra ta  basis of com puta­
tion  m ust be employed in  cases 
w here the  volume of busines w rit­
ten  by th e  company fluctuates to  
any extent, as between th e  first 
and last half of th e  year.
A record of reinsurance ceded in 
force m ust be m aintained in th e  
sam e m anner as th e  record of di­
rec t business in  force except th a t  
a  separate  In-Force record is re ­
quired fo r each company to  whom 
reinsurance has been ceded and i t  
is not uncommon fo r a  company to  
cede reinsurance to  upw ards of one 
hundred companies. P rio r to  th e  
actual com putation of the  unearned 
prem ium  reserve, a  deduction is 
m ade of reinsurance ceded in  force 
from  direct business, and reinsur­
ance accepted in force to  deter­
m ine the  ne t prem ium s in  force 
upon which to  com pute the  
am ount of unearned prem ium s.
Some sta tes  do not perm it the
deduction, in  th e  com putation of 
th e  reserve, of reinsurance in force 
w ith  companies not authorized to 
tran sac t business in th e  sta te , and 
fo r th is  reason, th e  published 
sta tem en ts of fire insurance com­
panies will vary  in  different s ta tes  
in proportion to  th e  am ount of un­
authorized reinsurance in force.
Accounting System s
Accounting system s of fire in­
surance companies a re  necessarily 
complicated and especially so in the  
sta tistical departm ent, for, as I 
have already sta ted , i t  is not un­
common fo r a  company to  m aintain 
upw ards of one hundred separate 
subdivisions of its  record of busi­
ness in  force, and in  addition to 
th is, all business is classified as to 
class of risk , construction o f build­
ing and whether unprotected or 
protected by fire departm ents, and 
each class is fu rth e r  subdivided as 
to  the  term  of the  policies and by 
sta tes. A g rea t deal of sta tistical 
inform ation is required by various 
s ta te  insurance departm ents which 
is of no value w hatever to the  com­
pany executive, b u t which m ust be 
elaborately compiled. The use of 
tabu lating  m achines by fire insur­
ance companies m igh t well be 
term ed a  necessity, and these are 
in general use by companies having 
a sufficient volume of business to 
w arran t the  installation.
Special atten tion  should be given 
in  conducting an aud it to  an  ex­
am ination of papers in  connection 
w ith  the  settlem ent of losses and 
more especially should the  account­
an t determ ine w here th e  company 
has recovered fro m  o ther compan­
ies, and th e  proper am ount of re ­
insurance to  which i t  is entitled. 
A n accountant undertak ing  com­
plete analysis of th e  resu lts  from  
th e  operation of a  fire insurance 
company should have a  general 
knowledge o f underw riting  p rin ­
ciples to  enable him  to  determ ine 
th e  exact cause of loss from  op­
erations.
There are  innum erable causes of 
loss, bu t a  few  o f th e  m ore common
(Continued on P age 186.)
T h om as Jon es - P ioneer
DOUBLE E n try  was perfected long before Columbus point­
ed his ships westw ard, so no Am­
erican could have been a  pioneer 
of bookkeeping itself. B u t in com­
paratively recent years— under the  
influence of a  growing realization 
th a t  double en try  w as more than  
a form al, rig id  procedure of record 
m aking—a larger s truc tu re , Ac­
countancy, has been erected upon 
th e  foundation of bookkeeping. 
And in  th is  expansion one of the  
pioneers was an Am erican— a New 
York accountant and teacher named 
Thomas Jones.
In 18411 Jones published a book­
keeping textbook, entitled “P r in- 
ciples and practice of Bookkeep­
ing,” which m arks him  as an 
accountancy pioneer who was pos­
sessed of a  penetrating  insight into 
bookkeeping logic f a r  beyond his 
contem poraries and, indeed, be­
yond m any of his successors.
In England the  only w rite r near 
th is  tim e to offer anyth ing  beyond 
the  ordinary bookkeeping te x t was 
Thom as Edw ard Jones, of Bristol, 
whose well press-agented work 
(1796) did m ore to  direct wide­
spread a tten tion  to  th e  existence 
of double en try  th an  it  did to  im ­
prove on it, as the  au tho r promised, 
o r to  explain it.2 In G erm any the 
earliest w riters  to  deal w ith book­
keeping theory  followed Thomas 
Jones by some ten  years.3 In Italy  
th e  w riters seem to have done little 
a t  th is  tim e beyond following the  
early  w riters of the  15th and 16th 
centuries un til 1872, when Giu­
seppe Cerboni w rote his pam phlet 
“La partita  doppia sinottica, nuova 
scienza dei conti.” His bookkeeping 
plan was soon identified4 by the  
name of “Logism ography,” and 
m arked th e  beginning of the  appli­
cation of double en try  principles 
to  non-proprietary bookkeeping, 
such is m et in m unicipalities.
I t  is no t clear w hether or not 
Thom as Jones’ work directly a f­
fected any of th e  19th century
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bookkeeping w rite rs  in  Europe, 
b u t h is influence upon A m erican 
ideas can be fa irly  well estab­
lished. No one can read  Thomas 
Jones’ “Principles” and Charles E. 
Sprague’s “A lgebra o f Accounts,” 5 
w ithou t feeling th e  la tte r’s in­
debtedness to  his predecessor. 
T hat Sprague knew Jones’ book is  
fu rth e r  evidenced in his la te r  re ­
m arks in “The Bookkeeper.”6
In te rest in th is  old tex t lies not 
only in its  apparen t influence upon 
la te r  lite ra tu re  b u t in its  very  ob­
vious break w ith precedent. Few  
indeed were the  books in the  350 
years between Pacioli (1494) and 
Thomas Jones (1841) which did 
more th an  explain in careful detail 
th e  how of record-keeping by th e  
“Ita lian  m ethod.” In  Manzoni’s 
book (Italy , 1534) and Stevin’s 
(Holland, 1605) there  are  brief 
glim pses of “theory ,” b u t they  are 
incidental and very  incomplete. In  
comparison, Thom as Jones’ book­
keeping theory  is rem arkably clear 
and sa tisfy ing ; and fo r th a t  rea ­
son, in th e  w rite r’s opinion, his 
book is a  landm ark in the  develop­
m ent of bookkeeping literatu re .
Extensive selections from  Jones’ 
“Principles” a re  here reproduced 
so th e  reader m ay follow in th e  
au tho r’s  own words the  well con­
ceived ideas of an  Am erican ac­
countant and teacher of alm ost a 
century  ago.
"The theory o f bookkeeping teaches  
the sim plest and m ost in tellig ib le  
m ethod o f recording and arranging  
financial transactions. If w e consider  
the m ass of occurrences th at w ould be 
accum ulated during a business of 
tw elve m onths, th e  n ecessity  of som e  
w ell d igested  and established plan of 
arrangem ent w ill be obvious.
“The m ethod of double entry enables 
us to unravel any m ass of data, and 
dispose of it  in  such a m anner as to  
afford a clear and concise statem ent of 
the resu lt of each or any successive
step  of th e  m erchant’s progress. It em ­
braces such co llections of facts only as 
are ab solutely  indispensib le, in  order 
to e lic it th e  resu lt contem plated as, a 
statem ent o f the m erchant’s resources, 
liab ilities, gains, losses, and original 
capital; but the form  and position  in  
w hich th ese  collections are arranged  
and exhibited in  th e  above is  purely  
conventional.”
These two paragraphs are  from  
Jones’ first chapter and adm irably 
s ta te  th e  purpose of bookkeeping; 
indeed, they  have a highly m odern 
ring  in them . He says in  effect th a t  
the  purpose of bookkeeping is “to 
afford a clear and concise s ta te ­
m ent of th e  resu lt—of th e  m er­
chant’s progress.” There are  
m any tex ts  today which still fail 
to  take  so clear a  stand fo r a  sta te- 
m ent-function of bookkeeping, and 
thus  leave the  student to  g a th e r 
th e  impression th a t  the  record is 
made fo r its  own sake and th a t  
sta tem ents are m erely m ysterious 
percipitations. The term  “balance 
sheet approach” has been in our 
vocabularies bu t a  scant ha lf dozen 
years, ye t th is  teacher of book­
keeping began his first chapter 
some 85 years ago by stressing  
sta tem ents as a  goal. And he 
shows from  th e  beginning th a t  
bookkeeping is wholly focused 
upon th a t  goal— “em bracing only 
such fac ts  as are  absolutely indis­
pensible—to a  s ta tem en t of th e  
m erchants’ Resources, Liabilities, 
Gains, Losses, and Original Capi­
ta l.”
We pride ourselves upon our 
m odern conception of bookkeeping 
as a  special form  of s ta tis tica l 
methodology. Jones speaks of 
“m ass of occurrences” and o f th e  
necessity of a  “plan of arrange­
m ent” fo r them . Again, he men­
tions “m ass of da ta” to  be dis­
posed of thus and so, and he 
speaks of “collections of fac ts” in­
dispensable fo r certain  purposes. 
Clearly he considered his m aterial 
as sta tis tica l da ta  and h is m ethod 
as one of the  sta tistica l dassifica-
tion. No earlier author, to  the  
w riter’s knowledge, shows any 
evidence of having such concepts.
B u t th e  m ost s ta rtling  th ing  in 
those two paragraphs is the  open 
confession th a t  “form  and position 
are  purely conventional.” A con­
ventional form  is one which de­
rives its  use from  nothing stronger 
th an  custom  and which is, th ere­
fore, freely alterable w henever 
convenience b e c o m e s  stronger 
th an  tradition . We no longer hesi­
ta te  to  depart from  th e  older 
form s—note the  m odern m ethod 
d irect posting in comparison w ith 
the  older complete journalization— 
bu t in an  earlier day the  trad i­
tional form  was fo r the  m ost p a rt 
rigidly m aintained. The preposi­
tions “by” and “to ,” fo r example, 
were used by Pacioli and disap­
peared from  bookkeeping entries 
only w ithin the  las t generation. 
They were fo r a long tim e the 
trad itional symbols of debit and 
credit, once necessary, no doubt, 
bu t kept in use fa r  beyond th e ir  
need.
Jones fu rth e r  expounds th e  logic 
of double en try  in the  following 
“Propositions:”
T he a rra n g em en t o f dou b le  en try  is 
b ased  upon th e  fo llo w in g  tw o  propo­
s it io n s :
P roposition  I.
If w e  can  a scer ta in  our reso u rces  
an d  lia b ilit ie s  a t an y  s ta te d  tim e, th e ir  
co m p a riso n  w ill  d e term in e  th e  p o s itio n  
o f  our a ffa irs a t  th a t  tim e. F o r  ex ­
am p le:
Statem ent o f Our R esources and L ia ­
b ilities D ecem ber 31 , 1840.
Cash in  our p o s s e s s i o n .............. $ 1 5 ,0 0 0
B ills  rece iv a b le  ..............................  4 ,000
W illia m  J a m es o w e s  u s ...........  3 ,0 0 0
T o ta l r eso u r ce s  ................. 2 2 ,0 0 0
B ills  payab le  o u ts ta n d in g  . . . $ 3 ,0 0 0
W e ow e J o h n  Sp rin g  ................. 6 ,0 0 0
T o ta l l ia b ilit ie s  ................. 9 ,000
F rom  ....................................................  $ 2 2 ,0 0 0
D ed u ct .................................................  9 ,000
Our p resen t w orth  m ust, th e r e ­
fore, be .........................................  1 3 ,0 0 0
Proposition II.
If w e  d eterm in e  th e  p o sitio n  in  w h ich  
our affa irs stood  a t th e  com m en cem en t  
of an y  period  o f  tim e, and  our g a in s  
and lo sse s  du rin g  th a t period , w e can,
th ere fo re , d e term in e  our p o s itio n  a t the  
end  o f  th e  period . F o r  exam p le:
I f  on  th e  first o f  Jan u ary ,
1 8 4 0 , our c lea r  w orth  or
n et ca p ita l w a s .........................  $ 1 0 ,0 0 0
A nd d u rin g  th e  year  w e g a in ed  3 ,000
It fo llo w s from  th is , in d ep en d ­
en t o f any  referen ce  to our  
reso u rces and lia b ilit ie s ,  
th a t  w e  m u st be w orth , J a n ­
uary  1st, 184 1  ......................... 13 ,0 0 0
So th a t  by any p o ssib le  w ay  in  w h ich  
w e m ay v iew  th e se  tw o d istin ct and  
in d ep en d en t p ro p o sitio n s, provided  w e  
fu lf ill  th e ir  co n d itio n s , th e y  m u st n eces­
sa r ily  lead  us to  th e  sa m e resu lt. D ou­
b le  en try , th en , em b races tw o d istin ct  
p lan s o f arra n g in g  th e  fa c ts  th a t have  
tra n sp ired  in  a  b u sin e ss , each  p la n  in ­
v o lv in g  a d istin ct se t  o f  accou n ts; the  
one se t  fu lf illin g  th e  co n d itio n s o f the  
first p ro p o sitio n , th e  o th er  th o se  o f th e  
secon d ; and th e  a g reem en t in  th e  re ­
s u lt  o f  th e  tw o  c o n st itu te s  w h a t is  
ca lled  th e  ba lan ce  o f b o o k s .”
This is typical of Jones’ clear cut 
explanations of the  characteristics 
of Double E ntry . He is here point­
ing to the  fac t th a t  the  profit and 
loss sta tem ent is co-ordinate w ith 
th e  Balance Sheet ra th e r  than  sup­
plem entary ; th a t  as calculations 
both statem ents arrive a t the  same 
resu lt by different paths. W hen 
the  proprietor’s capital is among 
the  liabilities, the  balance sheet 
gives th e  same net gain as the  
profit and loss s ta tem en t; or an­
other way, the  addition of prior 
capital to  the net gain of the  profit 
and loss sta tem ent gives the  same 
present w orth as shown by the bal­
ance sheet.
The in tim ate connection neces­
sarily existing between proprietor­
ship and nominal accounts is thus 
clearly impressed upon the reader. 
This is one of the  fundam ental 
characteristics of p r o p r i e t a r y  
bookkeeping by double entry , 
which is plainly evident through 
the  whole lite ra tu re  of bookkeep­
ing. But i t  is made evident earlier 
th an  th is only in the  practical use 
of the  accounts; in no place is it 
made clear by explanation.7
In the quotation given above 
Jones lays down the fundam ental 
proposition th a t  double en try  “em­
braces two distinct plans of a r­
ranging  the fac ts—each plan in­
volving a d istinct set of accounts.”
In his th ird  chapter he reverts to 
th is  m atte r again in more detail.
E q u a lity  o f  d eb its and  cred its is th e  
d istin g u ish in g  fea tu re  o f  d ou b le  en try; 
but in stea d  o f be in g , as com m on ly  rep­
resen ted , a prim ary  p r incip le , it  is a 
con seq u en ce  o f su ch  as h a v e  been  a l­
read y  d iscu ssed ; w ith o u t th e  h e lp  of 
w h ich  it  n ecessa r ily  can n ot be esta b ­
lish ed  or d em on stra ted . W e th erefo re  
p roceed  to  sh o w  th is  eq u a lity  as a 
n ecessa ry  co n seq u en ce  o f  th e  d ou b le  ar­
ra n g em en t, or tw o  se ts  o f accou nts.
In th is  paragraph Jones places 
the  “two sets of accounts” a r­
rangem ent ahead of “equality of 
debits and credits” as th e  basic 
characteristic of double en try  
bookkeeping. Indeed, he holds the 
la tte r  to be th e  consequence of the 
form er and thereby implies th a t a 
“single” set of accounts could not 
produce equality w ithin the  entries 
or th a t complete equality within 
the entries could only be reflected 
in two sets of accounts.
German w riters on bookkeeping 
in the  second half of th e  19th cen­
tu ry  made frequent use of th is 
same concept, which la te r was 
given the name Zweikonten Theorie 
(two - account theory ). Thus 
Jones’ type of explanation appears 
quite complete also in Germany, 
but the  w riter has found nothing 
as yet to prove th a t the  German 
w riters about the  middle of the 
century, K urzbauer and Augspurg, 
knew of th is book of the  predeces­
sor of th e ir  theory. Perhaps i t  
ought to be pointed out also a t this 
point th a t  w hat was a t  first uni­
versally called “Italian  Bookkeep­
ing” became literally, “Double 
Bookkeeping” (Doppelte Buchhalt- 
ung) in Germany, but in England 
i t  was called “Double E n try  Book­
keeping.” The English term ino­
logy suggests an inclination to 
th ink  of dual en tries while the Ger­
man terminology suggests an em­
phasis placed upon a dual system  
of accounts.
Jones then continues the ex­
planation, which is here in ter­
rupted by these paragraphs of 
comment, and proceeds to show 
th a t  the  duality of entries is inevi­
table where the two sets of ac­
counts are  present. He tries to 
keep the  situations understandable 
by holding them  down to cash 
transactions only.
T he s im p le st  e x h ib itio n  o f  th e  th eo ry  
of dou b le  en try  is  th a t a fford ed  by th e  
a r ra n g em e n t o f  a  b u s in e ss  tra n sa c tio n  
en tire ly  for  ca sh . T he ca sh  is th en  th e  
on ly  form  in  w h ich  fixed p roperty  ap ­
pears in  th e  concern; and  th e  ca sh  ac ­
count, by com p a rin g  a ll th e  su m s by  
w h ich  it has been  in crea sed  or d im in ­
ished , k eep s a co n sta n t m ea su re  o f its  
am oun t, and  is th e  o n ly  prim ary  ac­
co u n t req u ired .
Prim ary
A rra n g em en t
Cash
Secondary
A rra n g em en t
S to ck
D eb it C red it D eb it C redit 
R ece ip ts P a y m en ts  C ap ita l
or In- or D e­
crea se  crea se  M erch and ise  
D eb it C redit 
O u tlay  R etu rn s  
E x p en ses  
D eb it C redit 
O utlay  R etu rn s  
P ro fit an d  L o ss  
D ebit C redit 
L o sses  or  G ains or  
O utlay  R etu rn s
It is su ffic ien tly  o b v io u s th a t in  a 
cash b u sin ess , ev ery  tra n sa c tio n  m u st  
e ith er  in crea se  or d im in ish  th e  cash . 
I f a tra n sa c tio n  in c re a se s  th e  ca sh , th e  
am oun t o f su ch  in crea se  m u st be a 
debit o f  cash ; an d  a s th e  sa m e  in crea se  
co u ld  o n ly  a r ise  e ith er  from  g a in  or 
so m e  o th er  re tu rn s o f  th e  b u sin ess , th e  
sam e am o u n t m u st a lso  app ear in  th e  
c re d it  co lu m n s o f  th e  seco n d a ry  a c ­
counts.
I f retu rn ed  b y  m erch a n d ise , th e  
w h o le  su m  w o u ld  appear u n der th a t  
head, bu t if  a r is in g  fro m  sev era l p arts  
o f  th e  b u sin ess , ea ch  p ortio n  w o u ld  ap­
pear un d er  its  r esp e ctiv e  h ea d ; h en ce  
if  a tra n sa c tio n  in crea se  th e  cash , th e  
d eb its  and  cred its  o f  th e  led g er  are  
eq u a lly  a ffected .
W hen  in  a cash  b u sin ess , a  tra n sa c ­
t io n  d im in ish es  th e  cash , it  m u st be an  
eq u a l o u tla y  or lo ss  in  th e  b u sin ess ;  
and co n seq u en tly , th e  su m  en tered  as a 
cred it to  d en o te  th e  d ecrea se  o f  cash  
m u st a lso  be en tered  in  th e  d eb it of th e  
seco n d a ry  a cco u n ts, sh o w in g  in  w h at  
w ay it w a s d isp osed  of. H en ce , w h e th ­
er  a tra n sa c tio n  in crea se  or d im in ish  
th e  cash , th e  d eb its  and cred its  o f th e  
led g er  m u st be eq u a lly  a ffected ; or in  
o ther w ords, it  fo llo w s  th a t  in  a cash  
b u sin ess , th e  d eb it or d eb its  req u ired  
fo r  any tra n sa c tio n  m u st eq u a l th e  
cred it or cred its.
W h en  cred it is  in tro d u ced  in to  a b u si­
n ess  th e  fixed property  ( s ic )  b ecom es  
div id ed  in to  ca sh , b ills  rece iv a b le  and  
b ills  payab le  and  p erso n a l In d eb ted ­
n ess , or book  d eb its; and th e  prim ary  
a cco u n ts are  req u ired  n o t o n ly  to  keep  
a m ea su re  o f  th e  a m o u n t o f  fixed prop­
e r ty  a s a w h o le , bu t to  ex h ib it a lso  th e  
sta te  o f  each  co m p o n en t part.
T h ese  a d d itio n a l acco u n ts are, h o w ­
ever , a  m ere e x ten sio n  o f th e  pr in c ip le  
o f  th e  ca sh  acco u n t, v iz ., a  com p arison  
o f  th e  in c re a se  and  d ecrea se  th a t h a s  
o ccu rred  to  th e  fixed property , each  
co m p o n en t part b e in g  com pared  sep a ­
ra te ly .
In another place secondary ac­
counts are explained in an equally 
s tra ig h t forw ard m anner. An ex­
tra c t  of th is  is placed here so as to 
associate it  w ith  the succinct 
sta tem ent about prim ary  accounts 
given ju s t  above.
T he Secon d ary  A cco u n ts c o n stitu te  a 
m eth od  o f a rra n g in g  th e  tra n sa ctio n s  
o f a b u sin ess , so  as to  fu lf ill  th e  co n d i­
tio n s  o f our seco n d  g en era l p ro p osition , 
viz ., to  rep resen t th e  p o s it io n s  o f th e  
concern  a t th e  com m en cem en t o f  th e  
period  u n der a rra n g em en t, and  its  su b ­
se q u en t g a in s  or lo sse s .
T he p o s itio n  o f a ffa irs a t th e  o u set, 
is r ep resen ted  in  an a cco u n t ca lled  
sto ck , c o n ta in in g , in  th e  r ig h t, or cred it  
co lu m n , th e  n e t c a p ita l in v ested . A ll 
oth er  a cco u n ts are a rran ged  so a s to  
ex h ib it th e  su b seq u en t g a in s or lo sse s , 
by co m p arin g  a ll  o u tla y s  or in v e s t­
m en ts, w ith  th e  p ro ceed s or r e tu r n s .”
The classification of accounts 
here given by Jones we m ust rec­
ognize as particularly  ap t and 
quite in harm ony w ith his Proposi­
tion I and Proposition II. On the 
whole, the  term s “P rim ary” and 
“Secondary” are as likely to make 
the  desired distinctions clear to the  
unbiased reader as would “Real” 
and “Nominal” ; probably they  
could as easily be used as technical 
te rm s also, if  someone had not 
popularized the  la tte r  in place of 
them . Jones, unquestionably, per­
ceived th a t  a  clear distinction be­
tween the  two sets of accounts was 
indispensable to a clear conception 
of system atic bookkeeping, and so 
chose term s which were obviously 
opposed to  each other. Our mod­
ern term s suggest little  more than  
tha t. In German the terminology 
seems more colorful and m eaning­
ful, fo r the  one series of accounts 
(Real) contains the  record of 
“Verm oegensbestandteile,”  (liter­
ally, “constituent - p a rts  - of-prop­
e rty ” ) and in  the  o ther series 
(Nominal) are  recorded variations 
in “reine Vermoegen” (“net prop­
erty ,” i. e. net p roprie to rsh ip ).
A nother characteristic  of Jones’ 
discussion a t  th is  place is th e  re ­
curring  m ention of “increase” and 
“decrease” in connection w ith en­
tries  to th e  accounts. These small 
facts are  notew orthy because no 
one before him  m akes use of them , 
and because they  have since be­
come so integrally  a p a rt of our 
concept of bookkeeping th a t  they  
a re  taken  fo r gran ted  much as 
though they  had been an immem­
orial ad junct to  bookkeeping in­
struction. The use of these term s 
(which, i t  seems, leads directly to  
the  plus and m inus signs of 
Sprague’s “A lgebra of Accounts” ) 
together w ith  the  above classifica­
tion of accounts show th a t  Jones 
conceived of bookkeeping prim arily  
as a  “sorting” (i. e. “sta tis tica l” ) 
procedure, ra th e r  than  as a “re ­
cording” procedure which last was 
th e  a ttitu d e  taken  by his contem­
poraries. O ther illustrations of 
Jones’ use of increase and decrease 
are given in the  following ex tracts.
In his introduction, in connec­
tion w ith  a b rief diagram  of his 
“p rim ary” and th e  “secondary” 
arrangem ent of accounts, Jones 
sta tes  th a t, “the  debits of one a r ­
rangem ent affect the  m erchant’s 
financial position by indicating an 
increase of his resources, while the  
debits of the  o ther arrangem ent 
indicate outlay or decrease; in 
short, the  debits of the  one con­
stitu te  the  credits of the  other, the  
order of succession only being 
varied.”
In another place he relates these 
term s to profits and losses in th is  
m anner: “The term s Profit and 
Loss when applied to accounts have 
an extended significance and are 
best explained by th e  term s in­
crease and decrease; fo r under 
losses are arranged expenses or 
outlays of various k in d s ; and 
under gains, income arising from  
commissions th u s :
L o sses  or  D ecrea se  G ain s or  In crea se
C lerk ’s h ire  B y  m dse.
S tore  ex p en ses C o m m ission  r ec ’d
In ter es t  p a id  In ter es t  r ec ’d
W hen these several item s are  as­
certained and th en  arranged in op­
position, the  difference of the  two 
to ta ls shows the net increase or de­
crease th a t  has thereby taken  
place.”
A gain in speaking of th e  profit 
and loss arrangem ent, “—thus our 
general object is to  compare the  
decrease o r outgoings w ith  th e  in­
crease or incom ing; and although 
a sum  expended is not always 
literally  a  loss, i t  has the  same ef­
fec t of decreasing our m eans, and 
vice versa w ith  gains.”
As fu rth e r  evidence of th e  au­
th o r’s  unconscious conception of 
bookkeeping as a  type of sta tistica l 
procedure, note the  following pas­
sage:
A ll d eb its  are  n ot su m s o w in g  to  us 
nor are a ll cred its  su m s w e  ow e; th u s, 
so m e  d eb it item s are o w in g  to us, 
o th ers  (s to c k )  are su m s w ith d ra w n  by 
us; so m e  (m d se .)  are  su m s paid; 
o th e r s  (c a sh )  are su m s rece iv ed ; and  
th e  cred it item s a lso  sta n d  fo r  eq u a lly  
d iss im ila r  fa c ts ;  from  w h ich  it  m u st be  
e v id en t th a t  th e se  term s are u sed  arb i­
tr a r ily  and  a n y  a ttem p t to  ex h ib it th em  
in  on e  u n ifo rm  r e la tio n  to  in d eb ted n ess  
m u st n e c essa r ily  o b lig e  u s e ith er  to  use  
la n g u a g e  o f co rresp o n d in g  a m b ig u ity , 
or reso rt to  th e  p erso n ifica tio n  o f  th in g s  
w h ich  n o t o n ly  ha v e  no e x is ten ce , bu t 
th e  in d eb ted n ess  o f w h ich  can n o t  p o s­
s ib ly  h a v e  an app aren t in flu en ce  on  th e  
en d  w e a im  to  a ccom p lish . A s nam es, 
e n a b lin g  us to  d e sig n a te  w h ich  s id e  o f 
a n y  acco u n t w e m ay refer  to  or sp eak  
o f, th e y  a n sw er our p u rp ose; and so 
w o u ld  th e  b lu e  co lu m n  and  red  co lu m n, 
e q u a lly  w e ll, if  cu sto m  p erm itted  th is  
u se. In  p erso n a l acco u n ts, th e y  bear a 
l ite r a l m ea n in g , and  by a n a lo g y  th ey  
h a v e  b een  ex ten d ed  to a ll  o th er  a c ­
c o u n ts; b u t th e  r e la tio n s  w h ich  c o n st i­
tu te  th a t  a n a lo g y  are too  ob scu re  to  be 
o f  u se  a s a  g u id e  to  th e  s tu d en t, and  
are  m ore c a lcu la ted  to  m y stify  th a n  ex ­
p la in  th e  su b ject.
Today we accept “debit” and 
“credit” w ithout question as mere 
indicators of “le ft” and “r ig h t” 
and textbooks are more and more 
coming to present the  elem entary 
processes of bookkeeping as semi- 
sta tistica l procedures fo r sorting 
and classifying the  p a rts  of busi­
ness transactions. B ut in an ear­
lier day, transaction  analysis was 
tau g h t th rough  the  personification 
of all the  accounts— as, the  Keeper 
of the  Cash owes the  P roprie tor 
fo r the  Receipts, or i t  was tau g h t 
by giving simple rules of thum b, 
such as “Debit the  Receiver, Credit 
the  Giver,” and supporting them  
by a m ultitude of subordinate rules 
covering various transactions and 
various accounts.
Thomas Jones was, a  pioneer in 
resting  bookkeeping p r o c e d u r e  
upon interwoven principles, or be t­
ter, a  pioneer in m aking clear to 
th e  student the  inherent, inescap­
able logic of bookkeeping, which, 
though it  was in existence in the  
system  from  its  origin in th e  15th 
century, was never so well laid 
bare in any previous trea tise  on 
double entry.
His. is the  earliest clear s ta te ­
m ent of w hat has been generally 
accepted as the  basic theory  of 
double entry. Certainly, there  are 
no others in English to  dispute 
w ith  Jones fo r th is  honor, and the  
two w riters (K urzabauer and 
A ugspurg) in German, who are 
sometimes spoken of as  originators 
of the  “two-account theo ry” of 
bookkeeping, followed Jones by a t 
least ten years.
N O TES
(1 )  In a fo o tn o te  to  th e  p refa ce  o f 
th e  fifth  ed itio n  (1 9 2 2 )  o f h is  B u ch h a l-  
tu n g u n d  B ila n z , Jo h a n n  F r ied r ich  Schar  
m en tio n s, “ J o n es (N ew  Y ork , 1 8 3 3 ) ,” 
b u t an  ex a m in a tio n  o f  “ B ib lio th eca  
A m erica n a ” 1 8 2 0 -5 2 , fa i ls  to  su p p ort  
th is  a s th e  d a te  o f J o n es “P r in c ip le s .” 
It m ay refer  to  h is  “ B o o k k ee p in g .”
(2 )  A n u n sig n e d  a r tic le  in  “ T he  
B o o k k eep er” in  188 2  (v o l. 5, p. 3 1 7 )  
w h ich  w as probab ly  w r itte n  by C harles
E . S p ragu e, th en  a sso c ia te  ed ito r, h a s  
th e  fo llo w in g  co m m en t upon E dw ard  
J o n e s ’ “ sy s te m ” : “ J o n es m ere ly  d e­
ta ch ed  th e  m erch a n d ise  (o r  P ro fit and  
L o ss) acco u n t from  th e  led g er , r ev e rs­
in g  its  tw o  s id es , and u sed  it  to  p ost 
from . T hose item s w h ich  did  n ot rea lly  
a ffect m erch a n d ise  w ere  en tered  upon  
both  sid es, so  th a t, w h ile  th e  d ifference  
o f th e  s id es  w a s th e  correct profit and  
lo ss  o f  th e  firm , th e  a m o u n t o f sa le s  
and  p u rch a ses d id  n o t a p p ea r .”
(3 )  A u g sp u rg  (1 8 5 2 )  and  K urzb auer  
(1 8 5 0 )  w ere  q u o ted  e x te n s iv e ly  by
H u g li in  B u c h h a ltu n g s tu d ie n  (B ern , 
1 9 0 0 ) .  F or  a tra n sla tio n , see  “ T he Cer­
tified  P u b lic  A cco u n ta n t,” F eb ru ary , 
1 9 2 7 .
( 4 )  L. G om berg, G ru n d leg u n g  der  
V e rr e ch u n g sw issen sc h a ft , p. 2 4 1 , says  
C erboni d id n o t h im e s lf  g iv e  h is  plan  
th is  nam e.
(5 )  S ee “ T he B o o k k ee p e r ,” vo l. 1, 
1 8 8 0 . L ater  exp an d ed  in  h is  lec tu res  
a t N ew  Y ork  U n iv ers ity  and in corp or­
a ted  in  “ T he P h ilo so p h y  o f A cco u n ts ,” 
1 9 0 7 .
( 6 )  In  d isc u s s in g  th e  v a r io u s w ays  
o f e x p la in in g  d eb it and  cred it he w rites:  
“ (T h o m a s) J o n e s  sh o w ed  th e  con n ec­
t io n  o f  a cco u n ts w ith  th e  b a la n ce  sh ee t, 
and  th a t  th e  r ea so n  w h y  th ey  rep re­
se n te d  th e  sa m e  tra n sa c tio n  in  exactly  
o p p o site  l ig h ts  is , th a t  th is  is  n ecessa ry  
to  b r in g  th e  r e su lts  o n  o p p o site  s id es  for  
c o n v en ien ce  in  m a k in g  up th e  b a la n ce  
sh e e t .”  (v o l. 5, p. 3 8 3 , 1 8 8 2 ) .
( 7 )  T h e o n ly  ex cep tio n  to  th is  s ta te -  
m en t k n o w n  to  th e  w r iter  is  in  S im on  
S te v in ’s  b ook  (H o lla n d , 1 6 0 5 ) .  S tev in  
m ade a so r t o f  b a la n ce  sh ee t, w h ich  he  
c a lls  “ S ta te  o f My C a p ita l,” to  co m ­
p u te  th e  p resen t p rop r ieto rsh ip  and  a  
so r t o f  profit an d  lo ss  s ta te m en t (P r o o f  
o f  m y  E sta te )  to  te s t-ch ec k  th e  fo rm er  
com p u ta tio n . S ee G eijsb eck, “ A n cien t  
D o u b le  E n tr y  B o o k k e e p in g ," p. 120 .
ACCOUNTING PROBLEMS OF 
FIR E  INSURANCE COMPANIES
(Continued From  Page 182.)
causes, which i t  would be difficult 
fo r the  accountant w ithout a 
working knowledge of underw rit­
ing principles to  detect, are  as fol­
lows:
F irs t—It m ay develop th a t  the  
class of business which the  com­
pany is w riting  is undesirable, and 
to  determ ine th is, i t  is necessary 
to  know which classes of business 
are  generally known to be unde­
sirable.
Second—The company m ay be 
w riting  a large volume of business 
in a te rrito ry  which is notorious 
fo r its  high loss record.
Third — O ftentim es certain  re ­
insurance trea ties  will prove un­
profitable, bu t m ay be turned  into 
profitable connections th rough  a 
revision of th e  contract to provide 
fo r the  reinsured company re ta in ­
ing a larger am ount on each risk  
before any reinsurance is ceded.
STATE SOCIETY NEWSThis will usually elim inate the  ced­
ing of a  large num ber of small so- 
called accommodation risks, which 
are known to be unprofitable, but 
which the  direct w riting  company 
is compelled to  w rite  in order to 
re ta in  the  good will of its  agent.
Fourth—The company m ay be 
assum ing risks out of proportion 
to its  income.
F ifth —There m ay be a loss 
th rough  th e  failure of a  direct 
w riting  company to collect the  un­
earned reinsurance prem ium  from  
the reinsuring  company, in cases 
where its  own direct policy has 
been cancelled.
These are  only a few  of the 
causes of loss which come to  light, 
and I have m entioned them  here 
to  support m y contention th a t  the  
day of the  specialist in big business 
is fa s t approaching, fo r w ith  the 
rapid strides Which are apparent in 
all lines of industry , it  is beyond 
hum an possibility fo r an account­
an t to  become a specialist in all 
lines.
I t would be an easy m a tte r  to 
continue th is  discourse indefinite­
ly, if I a ttem pted  to go into detail 
in connection w ith  various account­
ing system s employed by compan­
ies organized on different plans and 
for various purposes. Stock com­
pany accounting, while necessarily 
complicated, does not involve the  
detail necessary to the  handling of 
business w ritten  by m utual com­
panies, reciprocal or in ter-insur­
ance exchanges or Lloyds fo r the  
reason th a t stock company prac­
tices are  uniform , while th e  o ther 
classes of companies have plans of 
operation peculiar to  th e ir  own or­
ganization, and in m ost instances 
m utuals and reciprocals deal direct 
w ith the  policyholder, while stock 
companies deal th rough  agents, 
thereby lessening to a  consider­
able degree the  detail involved in 
the w riting  of policies, collection 
of individual accounts and the 
crediting of paym ent to the  policy­
holders of savings or dividends on 
individual policies.
M assachusetts
The annual m eeting of the  
M assachusetts Society of Certified 
Public A ccountants was held in one 
of th e  private dining rooms of the  
S ta tler Hotel on Monday evening, 
May 23, 1927 a t  six o’clock.
Officers fo r the  ensuing year 
were elected as follows: President, 
Frederick Bond C herrington; Vice- 
President, Charles F. R ittenhouse; 
T reasurer, A rth u r T. C hase; Secre­
ta ry , Percival F. Brundage. Exec­
utive Com m ittee: Frederick Bond 
Cherrington, Charles F. R itten- 
house, A rth u r T. Chase, Percival
F. Brundage, J. Chester Crandall, 
George L. Bishop and Jam es Will­
ing.
New Jersey
The annual m eeting of the  So­
ciety of Certified Public Account­
an ts  of the  S ta te  of New Jersey 
was held on Tuesday, May 1 0 , 1927, 
a t  the  E lks’ Home, 1048 Broad 
Street, Newark, New Jersey. Din­
ner was served a t  6:15 P. M.
Speakers of the  evening w ere: 
Jam es R attray , Vice-President of 
the  G uardian T rust Company, 
N ew ark; William E. Ford, A s­
s is tan t Vice President, Guardian 
T rust Company, N ew ark ; Jam es
H. McNish, Deputy Commis­
sioner, Bureau of Building & 
Loan Association, D epartm ent of 
Banking and Insurance of New 
Je rsey ; William B. W iegand, C. P. 
A., Chief Exam iner, Bureau of In­
surance, D epartm ent of Banking 
and Insurance of New Jersey.
The following officers were 
elected fo r th e  ensuing y e a r : P res­
ident, M aurice E. Peloubet; F irs t 
Vice-President, William C. H eaton ; 
Second Vice-President, W alter A. 
S taub; Secretary, Julius E. F link; 
T reasurer, M orris J. Hoenig. 
Jam es F. Welch, John A. Conlin 
and J. S. M. Goodloe were elected 
to serve as Trustees fo r one year 
and Fred R. Main, Jam es F. Hughes 
and Russell A. Pearce were elected 
fo r two years. The A uditors 
elected were H ym an M. Roth and 
Andrew From m elt.
John E. Gill, V ice-President and 
Dean of R ider Business College, 
Trenton, was elected an honorary 
m em ber of the  Society.
New York
The New York S tate  Society of 
Certified Public Accountants held 
its  annual m eeting a t the  W aldorf- 
A storia on Monday evening, May
9, 1927. E ric A. Camman ad­
dressed the  m eeting on “The 
Newer A spects of Cost Account­
ing.” The following officers were 
elected fo r  the  ensuing y e a r : P res­
ident, Joseph J. K lein; F irs t  Vice- 
President, Norm an E. W ebster; 
Second Vice-President, W illiam H. 
Bell; Secretary, M artin K ortjohn ; 
T reasurer, Harold A. W ythes. Di­
rectors elected fo r two years a re : 
Leon Brum m er, John F raser, Wil­
liam J. Gunnell, Ham ilton Howard, 
Alfred J. Stern, E rnest Willvon­
seder. The following directors, 
elected las t year, continue in of­
fice ano ther y e a r : Charles T. 
B ryan, Alexander F. Makay, F ran ­
cis J . M asterson, Phillip N. Miller, 
Isidor Sack, and M orris C. Troper.
Ohio
The spring m eeting of the  Ohio 
Society of Certified Public Account­
an ts  was held in connection w ith 
the  D epartm ents of Accounting 
and Commerce Extension of the  
Ohio S ta te  U niversity a t the  Uni­
versity  on F riday  evening and S at­
urday m orning, May 20 and 2 1 , 
1927.
Dr. Thomas L. Kibler, D irector 
of Commerce Extension of the  Uni­
versity , presided a t  the  F riday  eve­
ning session and Dean Clyde O. 
Ruggles, of the  College of Com­
merce and A dm inistration made 
th e  address.
The Saturday  m orning m eeting 
opened w ith  a business session 
a fte r  which an address of welcome 
was delivered by Dean Ruggles. E. 
J. M arshall, Chairm an of the  Spec­
ial Committee of the  Ohio B ar As­
sociation of Codification of Ohio 
Corporation Laws, spoke on “The 
New Law Respecting Ohio Cor­
porations.” Richard Fitz-Gerald, 
C . P. A., of Detroit, spoke on “The 
General Theory of Taxation.” G. 
C harte r H arrison of Chicago, Illi­
n o is ,  spoke on “Business Prophets 
and Business Profits.” P resident 
W. D. Wall presided over the  m eet­
ing.
A t the  Luncheon m eeting Dr. 
W illiam A. Paton, of th e  D epart­
m ent of Accounting of the  Univer­
sity  of Michigan, spoke on “The F i­
nancial S tatem ents of the  F u tu re .”
There was a splendid attendance 
a t all of the  sessions, approxim ate­
ly 250 persons a ttending  the S at­
urday m orning session and about 
78 persons a t  the  luncheon m eet­
ing.
W yoming
The W yoming Society of C erti­
fied Public Accountants sponsored 
a n  A rb itra tion  bill, having in tro ­
duced it into the  W yoming Legisla­
tu re , and conducted a campaign 
w hich resulted in its  passage and 
th e  Governor signing the  same.
THE IMPORTANCE OF COMMU­
NICATION IN BUSINESS L IFE
(Continued from  page 165) 
T rusting  th a t  th is delay will not 
inconvenience you and hoping to 
see you in the near fu tu re , I beg 
to rem ain,” etc.
But, on the  o ther hand, if you 
happen to be a politician instead of 
a  law yer or a business woman, ah, 
in th a t case, your conversation will 
be quite different. Suppose you 
are  strolling along one of the  ave­
nues and a s tran g er asks you if 
you can tell him  where Main stree t 
is. From  force of habit, w ithout 
thinking, you will s a y :
“I can tell you, my friend, and I 
will. And speaking as one who 
has served his constituency fa ith ­
fully—and I  say so w ithout fear 
of being disputed; speaking from  
the  standpoint of one who has con­
sistently  represented the  common 
people— and I challenge my b itte r­
est enemies to prove the  con tra ry ; 
speaking as one of the  people m y­
self, I am pleased to inform  you 
th a t  Main stree t is two blocks east. 
I thank  you.”
Of course, these illustrations are 
fa r  fetched, bu t they  do serve to 
show th a t  the  language of business 
is not a  fixed, unchangeable thing, 
but ra th e r  th a t  i t  differs w ith the 
particu lar job in hand. The law yer 
seeks language so exact in its  
term s th a t  nothing can be miscon­
strued. The m an engaged in m er­
cantile enterprise uses the  expres­
sions which custom has foisted 
upon the  commercial world, and 
which few concerns as yet seem to 
have the tem erity  to  discard. And 
the  politician seeks high-sounding 
phraseology which will stam p him 
as a  m an of g rea t v irtue and unus­
ual attainm ents. And there  is a 
very good reason why conversation 
in business is not a set procedure 
and why its rules are  made to be 
broken by people w ith  brains. 
Business is essentially a hum an in­
dustry, where your dealings are 
w ith people of varying intelligence 
and ideas and w ith  all kinds of 
personalities. Your language m ust 
be made to order fo r the  m an to 
whom you are talking. You m ust 
fo rget the  person you talked to yes­
terday  or an hour ago or the  week 
before. You m ust concentrate 
upon the  individual before you now, 
and give him a tailor-m ade conver­
sation cut to his m easure. You 
teachers could not be expected to 
teach your students slang. Such 
teaching in the  schools would be 
unthinkable. Yet, in business slang 
has a place, if the  m an you are 
talk ing to likes it  and if you can 
intelligently use it  to add clearness 
and expression to  the  ideas you are 
try ing  to convey. If  the  boss is a 
good executive, he is concerned 
w ith accomplishments ra th e r  th an  
methods. The success of his en ter­
prise depends upon ge tting  th ings 
done. This desire fo r resu lts on 
the  p a rt of the  business m an 
should vitally influence the m eth­
ods of the English teachers if they  
wish to cooperate w ith him.
All of us instinctively like a per­
son who is clean, well dressed and 
well mannered. Such a person does 
not ja r  our nerves nor arouse our 
antagonism  like one who is slov­
enly in his appearance or m anners. 
N eatness of appearance is pleasing
to our senses. I t  is a valuable 
background fo r anyone, bu t th a t 
is all i t  is—a background. Suppose 
the  m an who is well groomed is 
try ing  to  convince you of some­
thing. Background alone will not 
achieve results fo r him. You de­
m and more th an  th a t. W hat really 
counts is his ideas and th e ir  m ethod 
of presentation. I t  is even possi­
ble fo r a clever person to carry 
conviction in spite of a lack of neat­
ness in his appearance and refine­
m ent in his actions. If  he knows 
his business well enough, he can 
overcome the  antagonism  th a t  his 
appearance has aroused; bu t it  is 
impossible fo r a m an who is won­
derfully dressed to win if appear­
ance is all he has to commend him.
And so i t  is w ith language. 
P roper phrasing  and good gram ­
m ar are assets. They make a good 
impression upon the  ear of the 
hearer in ju s t  the  same m anner as 
a good appearance does upon the 
eye. W ords are  the  clothes w ith 
which you a rray  your thoughts. 
You m ust be able to dress your 
thoughts in overalls so they  can 
associate w ith  the  m an who toils 
w ith his hands; and the  next m in­
ute you m ust fit out these same 
thoughts in p a rty  clothes fo r a 
dance a t the  Ritz-Carlton. For 
w hat counts in business is not your 
ability to give a monologue, bu t to 
talk  to each different personality 
and to m ake the  o ther m an see 
th ings as you do. You m ay talk 
th ings over, bu t you are judged 
solely by your ability to put them  
over. You m ust form  in your mind 
a picture of your ideas, and then 
tran sfe r th is picture to the  mind 
of the person to whom you are 
talking. This involves a m atte r  of 
transporta tion  in which words play 
only one part. The o ther p a rts  are 
played by the  expressions of your 
face, the  inflections of your voice, 
the  gestures th a t  you use, the  en­
thusiasm  and sincerity  w ith which 
you speak, and the  confidence you 
are able to create. You m ust 
know how to  kill antagonism  by 
tu rn ing  atten tion  from  your propo­
sition to the  o ther m an’s problem. 
And th is m a tte r  of tran sferring  
ideas is ju s t  as necessary w hether
you are  a doctor who is seeking to 
build a reputation, a  salesman en­
deavoring to sell goods or services, 
a clerk who is try in g  to get more 
salary from  his employer, a young 
man who is courting a girl, or a 
teacher who is engaged in in struct­
ing an English class. English 
alone, unsupported by thought, will 
do you no good in business. Your 
argum ents m ay be sound and logi­
cal, your rhetoric  m ay be perfect, 
and your speech th a t  of an elocu­
tionist, bu t if the  heart of the  per­
son to whom you are talk ing is not 
w ith you, if you have not been 
able to drive away suspicion and 
replace it  w ith  an atm osphere of 
friendliness, your ba ttle  is lost.
To my mind then, it  would seem 
to be all rig h t to im press the  stu ­
dent w ith the  value of words and 
gram m ar. They are  the  tools w ith 
which he is going to work, the  won­
derful mechanism by which he will 
make his thoughts known. W ith­
out them , he has not the  power to 
make him self understood. B ut the  
student m ust also be impressed 
w ith the  more im portant fac t th a t 
these words m ust be combined w ith 
the ability to th ink  clearly and con­
structively if resu lts  a re  to be 
achieved. Behind the  words, m ust 
lie thought. The words are merely 
the expression of the  idea. Oh, so 
few people really think. Thinking 
is hard, laborious work. Most peo­
ple find i t  so much easier to  follow 
a leader, to do the  th ings th a t  
somebody else studies out fo r them . 
They dress the  way others d o ; they 
act the  way others d o ; they  repeat 
the  th ings th a t  others say. They 
walk into a m eeting of th is  kind, 
all arranged  fo r them  by somebody 
else, and they  are  tickled to death 
th a t they  have had no p a rt in the 
work or w orry th a t  made such a 
gathering  possible. They are  like 
poll parro ts  m outhing, w ithout un­
derstanding, the  sounds th a t they  
hear. All th e ir  lives they  are  imi­
tators. You teachers have a g rea t 
responsibility. You have the  won­
derful opportunity of teaching your 
students to th ink. T heir bodies 
are composed of millions of cells. 
A portion of these cells, located in 
the  th ree  pounds of g ray  m atte r
th a t  we call the  brain, control the  
power of speech. These cells have 
nothing a t  all to  do w ith the  intel­
lect. They are  even located in th a t 
p a rt of the  brain  th a t  controls the  
m ovem ents of the  body and not the 
though ts  of the  mind. B ut in th a t  
mass of gray  m atte r  there  are 
o ther cells th a t  really th ink  and 
plan. W hen the  student comes to 
you, these cells are still young 
enough to listen ; and, if you will 
bu t seek them  out, it  is w ithin your 
power to mould them  in such a way 
th a t  they will m ake your pupil a 
th inker or an im itator. You can 
give him the  mind of the  one who 
leads or the  mind of the  poor dumb 
driven b ru te  who follows. And the 
progress of the  world m ust always 
stand still and w ait— ju s t as it  has 
done in every age of the  past—un­
til there  arrives the  m an to whom 
posterity  erects its  m onum ents— 
THE THINKER.
GRIEF OF A SECRETARY
By ONE
If the Secretary w r ites  a letter, it  is  too  
long.
If  he sends a postal, it  is  too sh ort.
I f  he issu es a pam phlet, h e ’s a sp en d­
th r if t .
I f  he a tten ds a com m ittee m eeting, he is  
b u ttin g  in.
If he stays aw ay, he is  a sh irk er .
I f  the attendance at a m eeting  is  slim , he 
sh ou ld  have ca lled  th e  m em b ers up.
I f  he does call them , he is  a p est.
I f  he duns a prospect to join, he is  in ­
su ltin g .
I f  he does not, he is  lazy.
I f  a m eetin g  is  a  how lin g  success, the  
Program  C om m ittee is  praised.
I f  i t ’s a fa ilure, th e  Secretary is  to  blam e.
I f  he ask s for advice, he is  in c o m p e ten t; 
and if  he does not, he is  bullheaded.
A d dition al su ggestion s th an k fu lly  re­
ceived.
STATE LEGISLATION
The Illinois situation has been 
still fu rth e r  complicated by the  in­
troduction of a th ird  public ac­
countant bill which was presented 
to the  House on May 10. This bill 
in m any ways is an im provem ent 
over those first presented. I t  does 
set up some professional require­
m ents and it does require an an­
nual reg istra tion . I t  provides fo r
a definite title  of Registered Pub­
lic Accountant and does not in any­
way in terfere  w ith the  present C.  
P. A. law as it does not carry  any 
repeal clause.
VISITORS AT OFFICE;
(From  May 1 to May 28, 1927)
Homer A. Dunn, N ew  York City.
Alexander S. Banks, N ew  York C ity .
Frank Wilbur Main, Pittsburgh, Pa.
H. A. Roney, Indianapolis, Ind.
John T. Madden, N ew  York City.
Edw. P. Moxey, Philadelphia, Pa.
Paul W. Pinkerton, Chicago, Ill.
Jam es F. Hughes, Jersey City, N . J .
T. Coleman Andrews, Richmond, V a.
Henry J. Miller, N ew  Orleans, La.
Andrew J. Quigley, Chicago, Ill.
G. George Kogut, N ew  York City.
J. B. Tanner, Chicago, Ill.
A. C. U pleger, Waco, Texas.
Arthur W. Tucker, N ew  York C ity.
S. A. Blustein, Charleston, W. V a.
E. C. Reynolds, Memphis, Tenn.
Thomas R. Lill, N ew  York City.
David A. Jayne, Charleston, W. Va.
John R. Foster, Cleveland, Ohio.
L. Roth, N ew  York City.
H. W. Fick, South Bend, Ind.
John W. Dawson, Philadelphia, P a .
G. T. Graham, Oshkosk, W is.
A llen W. Clapp, A tlanta, Ga.
Luke B. Garvin, Dallas, Texas.
Jam es H. E lliott, Boston, Mass.
W illiam E. Poole, Chicago, Ill.
F, L. Murphy, Chicago, Ill.
Louis F . Tanner, Morgantown, W. V a.
THE VALUE OF TIME
By O. V. W ALLIN, C. P . A., 
Philadelphia, Pa.
The income from  $100,000.00 
would keep the  average m an com­
fortab ly  fo r the  res t of his life—  
unfortunately, the  acquisition o f  
th a t  am ount of money is beyond 
the reach of the  rank  and file. We 
are  blessed w ith a form  of capital, 
however, which can be turned  into 
money when m ixed w ith  the  r ig h t 
proportion of grey m a t te r — th a t 
capital is TIME.
A  half hour’s tim e seems a lm ost 
inconsequential when considered 
by itself, bu t once the  hab it o f  
w asting  tim e is formed, i t  is a  
m ighty  hard  one to  break.
The cost o f th irty  m inutes o f 
w asted  tim e each day w ill pay the  
in terest on a sum  considerably  
larger than your annual salary.
Below is a table worked out on  
the  basis of some average salaries,
ANNOUNCEMENTSpick out the  figure nearest to  your 
annual salary, paying particu lar 
a tten tion  to the  am ounts in 
th e  second and fou rth  columns. 
Study these and keep them  before 
you, i t  can’t  help but produce a 
good effect.
Capital
Cost of ½ on which 
Annual Cost of hr. daily loss would 
Salary ½ hr.time per year pay interest
$6 ,000.00 $1.52 $472.24 $7,870.00
5,400.00 1.37 327.44 5,457.33
4,000.00 1.01 315.12 5,252.00
3,600.00 .91 283.92 4,732.00
3,300.00 .83 258.96 4,316.00
3 ,000.00 .75 224.00 3,733.33
2,700.00 .68 212.16 3,536.00
2.400.00 .60 187.20 3,120.00
2,100.00 .53 164.36 2,739.33
1,800.00 .46 143.52 2,392.00
1,500.00 .38 118.25 1,970.83
1,200.00 .31 96.72 1,612.00
You will have no difficulty in in­
teresting  m ost any client in th is 
s ta rtling  dem onstration of the  im­
portance of conserving one of life’s 
m ost bountiful blessings. We 
m ight feel th a t  na tu re  has not dis­
tribu ted  her blessings equally, bu t 
here is one which everyone gets 
the  same am ount and quality of.
Plan your work and work your 
plan.
IN MEMORIAM
Joseph Andrews Peters, C. P. A., 
(Tenn. No. 16, June 4, 1913) of 
Memphis, Tennessee, died a t the  
M ethodist Hospital in th a t city on 
February  2 0 , 1927, following an op­
eration. He had been critically ill 
bu t a few days and his death came 
as an unusual shock.
Mr. Peters, who was born in 
Memphis and spent m ost of his life 
there, was the  son of the  late  John 
Milton and Eliza Andrews Peters 
who were conspicuously connected 
w ith the  early development of 
Memphis. He was m arried in Chi­
cago in 1902 to Miss Lida Walsh, 
who survives him. He was a 
m em ber of The Am erican Society.
Charles L. Talbot, C. P. A., 
(Mass. No. 180, 1918 and Maine, 
1916) of Boston, M assachusetts, 
died on M arch 12, 1927. He had 
been a member of The American 
Society for a num ber of years.
Thomas & Moore, Certified Pub­
lic Accountants, of Los Angeles, 
New York and W ashington, D. C., 
announce the admission as a p a rt­
ner of John Cummings, C. P. A., 
form erly Chief A uditor of S tate 
Corporation D epartm ent, and the 
opening of offices a t suite 934 Hun- 
ter-Dulin Bldg., S u tte r and Mont­
gom ery S treets, San Francisco, 
Calif.
S tern, Porter, K ingston & Cole­
m an announce the removal of the ir 
offices to 551 F ifth  Avenue, New 
York City.
David G. Stem ber announces the 
removal of his offices to the  French 
Building, 551 F ifth  Avenue, New 
York City.
A nthony F. B. Becker announces 
the  removal of his office to 375 Ful­
ton S treet, Fulton Savings Bank 
Building, Brooklyn, New York.
G. Clinton Hankins, C. P. A., an­
nounces the removal of his office 
to  901-2 Security Building, Denver, 
Colorado.
practice of accounting a t 607-8 
Olympia Building, Miami, Florida.
Jacob Behrens, C. P. A., an­
nounces the  removal of his office 
to 551 F ifth  Avenue, New York 
City.
Zivel B. Niden, C. P. A., and Nie­
man & Newberg announce the  con­
solidation and continuation of their 
practices of accounting under the 
firm name of Nieman, Newberg & 
Niden, 303 F ifth  Avenue, New 
York.
Forrest E. Ferguson & Com­
pany, 206 Cham ber of Commerce 
Building, Syracuse, N. Y., an­
nounce the association w ith them  
and the  absorption of the  account­
ing and auditing practice of John 
M. Stanton of Corning, N. Y. Mr. 
S tanton will continue actively in 
charge a t the  Corning office.
W ishengrad & Jaffe announce 
the  removal of th e ir offices to the 
M anufacturers T rust Building, 186 
Joralemon S treet, Brooklyn, New 
York.
Townsend, Dix & Pogson of 280 
Broadway, New York City, an­
nounce the admission to jun ior 
partnersh ip  of the  following mem­
bers of the ir staff: Paul D. Chase, 
John B. Clifford, M eredith B. Love­
lace, C. P. A., E rnest Shaw, C. P. 
A., E lm er O. Gray, C. P. A., and 
Jam es B. Sm ith, C. P. A.
Bernstein & Milchman, Certi­
fied Public Accountants, announce 
the  removal of th e ir  offices to suite 
1802 Param ount Building, Times 
Square, New York City.
S. E. Henderson & Co., are  now 
located a t room 804, 271 Madison 
Avenue, New York City.
F rank  J. Pekar, C. P. A., and 
William W. Head announce the fo r­
m ation of an organization fo r the
M. P. Rosenthaler, C. P. A., is 
now located a t  402 Buhl Building, 
D etroit, Michigan.
ARBITRATION
A questionnaire has been pre­
pared by the A rbitra tion  Commit­
tee of the  New York S tate  Society 
of Certified Public Accountants for 
the  purpose of compiling a list of 
accountants who would be avail­
able fo r service as arb itra to r.
The Calendar of Activities of the 
A ccountants Committee of The 
American A rbitra tion  Association, 
covering the  m onths of May and 
April, makes reference to  fifteen 
articles published in accounting 
m agazines and to  fifteen luncheons 
and m eetings a t  which arb itra tion  
had been discussed and to the  fact 
th a t  California and Pennsylvania 
had each passed a rb itra tion  laws.
EXEM PTIONS FROM JUST 
PUNISHM ENT
(Continued from  page 166)
utive should be privileged to  exer­
cise.
Pardons should be gran ted  only 
upon public notice and a fte r  all th e  
facts bearing upon the  request and 
reasons fo r a  pardon in  a  specific 
case have been thoroughly investi­
gated. I t  should be m ade impossi­
ble for an executive to  have any­
th ing “put over” on him.
I t  is difficult to understand the  
theories of public duty which sus­
tain  an executive in tu rn ing  a con­
victed felon loose on the  public 
without having paid the  penalty  of 
his crime, thereby proclaim ing to  
the  world th a t  such crimes are 
qualifiedly exem pt from  punish­
m ent in th a t  State.
If  Governors are so tenderly 
sym pathetic of our crim inals it  will 
be be tte r fo r the  balance of the 
population to  lim it th e  exercise of 
their pardoning power.
The following opinion expressed 
by the  form er Governor of a  near­
by s ta te  is entitled to  careful con­
sideration :
“I am a strong believer that the chief 
executive’s unchecked authority to grant 
freedom to prisoners should be taken  
away. U nw ise and indiscriminate use of 
the pardon— or, fo r  that m atter, parole- 
power—is one of the really serious ele­
ments contributing to crime conditions.”
A recent editorial in the  “New 
York Daily News” on th is  subject 
contained th e  following pertinen t 
p a rag rap h :
“A person who habitually does things 
which the law  calls felonies (m ajor 
crimes) is, we think, a dangerous person  
to be running around loose. He or she 
may never commit a murder or a rob­
bery, but there is  a worn cog som e­
where.”
The form er Governor, previously 
referred  to, also had the  following 
to  say on th is  subject:
“A s respects pardons in  capital cases, 
as w ell as in all others, the greatest 
power in all creation is the power over 
life  and death and freedom . In m ost of 
the states this direct power is  delegated  
into the discretion o f one man—the gov­
ernor.
“It is m y contention that no single  
human being should have vested in him  
such an unqualified and sw eeping power; 
for, virtually, it  becomes an individual 
responsibility. And that is an unthink­
able condition.”
The working of the  Baumes Law 
in New York S ta te  is being watched 
eagerly by the  citizens of th a t  and 
other states.
An editorial in the  leading daily 
of an adjoining s ta t e contained the  
following pertinen t observations:
“Once again attention m ay be called to 
the term s of the law. I t  takes aw ay  
from  the bench any discretion in dealing  
with fourth offenders. That m eans no 
chance for secret suggestions, based on 
political pull or some other unlaw ful in­
fluence. The court has no other recourse 
than to im pose sentence for life  i f  the 
records show the criminal to be an old 
offender. W hy, there w ere men roam­
ing the streets o f the great city who had 
been arrested tw enty or more tim es. 
Some o f them had executive pardons, the  
Empire State still retaining the pernici­
ous rule that allows the pardoning of 
crim inals by one man.
“But this new law  does aw ay w ith all 
this. It has teeth in it  o f the m ost pow­
erful character. The execution o f the 
law carries terror into the hearts of the  
crooks at least for the moment, and that 
is  some gain. It allows no m ushy senti­
m entality  to intrude, no unsound theory  
to hamper. It ju st exercises the princi­
ple of elim inating opportunity for the 
thug. It is as inexorable, so far  at least, 
as the criminal law s o f Europe, where 
they have one thug to our fifty. It is  
to be hoped that the Baumes Law is to be 
allowed fu ll opportunity to show w hat it  
can do over a period of years.”
To the  hope expressed in the  last 
sentence every law-abiding citizen 
will earnestly  subscribe.
The Appellate Division of the  
Supreme Court of the  S ta te  of New 
York, in th e  F irs t  Judicial D epart­
m ent, passed unanim ously upon 
the  constitutionality  of the  Baumes 
Law.
In  delivering th e  opinion of the  
Court, Justice M errell commented 
upon the  subject of judicial discre­
tion in the  following language:
“Judicial discretion in im posing pun­
ishm ent for crime has long been a recog­
nized principle of our criminal juris­
prudence. In theory its  exercise is  quite 
unassailable. Such discretion, however, 
is subject to abuse, and recent instances 
are not rare where it  has been improp­
erly  exercised.
“There comes a tim e when discretion
should end and the Legislature, by the  
statute here under consideration, placed  
a fourth conviction of a  felony as beyond  
the pale o f judicial discretion. Under 
our organic law  legislative bodies are 
alone endowed w ith authority to enact 
law s. Judges should obey and enforce  
all law s, and not, through some concep­
tion that a  g iven  statute invades their  
discretionary prerogative, refuse to ob­
serve its  provisions. The prevalence of 
crime a t the present tim e and the no­
torious ease w ith which the wrong-doer 
is  able to escape punishment, or, i f  con­
victed, is  soon able to obtain his release  
through the parole system  as now en­
forced, im pel a doubt in the thoughtful 
minds as to the wisdom of some of our 
m odem  law s.”
A ttention  is especially directed 
to the  sentence reading, “Judges 
should obey and enforce all laws, 
and not, th rough some conception 
th a t  a  given s ta tu te  invades th e ir  
discretionary prerogative, refuse to 
observe its  provisions.”
I t  is difficult to understand how 
judges can ever ignore the  plain 
language of a  s ta tu te  and th e ir  ac­
tion in doing so furnishes another 
illustration of the  ex ten t to which 
th e  idea of exemption from  law has 
grown.
There is a  tim ely admonition in 
th is  decision which gives g rea t 
prom ise fo r th e  fu tu re  of law-en­
forcem ent.
The constitutionality  of the  
Baumes Law was sustained in  the  
Court of Appeals, the  h ighest 
C ourt in th e  S ta te  of New York, 
and i t  will probably be given a 
chance to  dem onstrate its  value.
The num ber of com paratively 
young habitual crim inals which 
th e  Baumes Law is uncovering 
streng thens the  conviction th a t  our 
chief hope of reducing crime, and 
the  num ber of criminals, is th rough 
preventive m easures. The Chief 
A ssistan t D istrict A ttorney  of the  
City of New York would seem to 
be a person eminently qualified to 
offer suggestions as to m ethods of 
crim e prevention. In  a  recent ad­
dress, speaking in favor of the  
Baumes Law, he said, “I t  is f a r  
b e tte r  to  prevent the  m aking of a 
crim inal th an  to  punish him. We 
have been rem iss in our a ttitu d e  
bearing on th e  exterm ination of the  
causative fac to rs of crim e. We
have neglected th e  real th ings— 
playgrounds, recreational centers, 
more parental guidance, more pa­
tience, tolerance and instruction  of 
the  boy while he is in a plastic age. 
These are  th e  th ings we should do 
to  solve the  question of crim e.”
R egarding th e  efficacy of s ta t­
u tes to a lte r hum an conduct, the  
opinion of Jam es Coolidge C arter, 
one of Am erica’s distinguished law­
yers, is subm itted :
“Law, therefore, is self-created and 
self-existent. It is the form  in which 
human conduct— that is, human life , pre­
sents itse lf  under the necessary opera­
tion of the causes which govern conduct. 
Inasmuch as conduct is necessarily con­
trolled by previous thought, and such 
thought is determined by individual con­
stitution, that is , character and the en­
vironment, nothing can directly control 
conduct, which can not control both char­
acter and environment. It is  not, there­
fore, possible to  make law s by legislative  
action.
“The popular estim ate of the possi­
bilities for  good which m ay be realized  
through the enactm ent of law  is, in m y  
opinion, greatly  exaggerated.
“It m ay possibly be found that human 
conduct is  in a very large degree se lf­
regulating, and that the extent to which 
it  can be affected by the conscious inter­
ference of man is  much narrower than  
is commonly supposed.
“W hat a spectacle is afforded of the 
impotence of m an’s conscious efforts to 
overrule the silent and irresistible forces 
of nature!
“. . . I f  the zeal and labor which have 
been employed by w hat are called the  
better classes of society in  efforts to en­
act and enforce law s repressive o f lib­
erty, had been expended in kindly and 
sym pathetic efforts to change and e le­
vate the thought and desires o f those 
less fortunate than them selves, a benefit 
would have been reaped in the diminu­
tion o f m isery and crime which compul­
sory law s could never accomplish. Moral 
ends can never be gained except by moral 
m eans. A ll the advances in civilization  
and m orality which society has thus far  
made are due to the cultivation and de­
velopm ent of those moral sym pathies 
which find their activity in cooperation 
and mutual aid.”
Brand W hitlock, then  Mayor of 
Toledo, in his le tte r  “On th e  E n­
forcem ent of Law in Cities” ex­
pressed an opinion which is well 
w orth  considering:
“R eligion teaches that all men are the  
children of one common, all loving  
Father, and therefore brothers; our na­
tion has proclaimed to hum anity in  its  
fundam ental law  that all men are equal. 
. . .  I have seen that all governm ents 
have abandoned the principle that all 
men are endowed w ith equal rights, and 
have adopted the theory that some are 
entitled to more rights than others, and 
that, accordingly, a few  are to be se­
lected and favored by privileges. This 
condition is  a blasphemous denial of re­
ligion; it  is treason against our theory  
of government.
“That (h is) philosophy has no faith  
in the efficacy of force in m aking peo­
ple good. It teaches that people get bet­
ter and improve, not by the destructive 
processes o f hatred and wrath, but by the 
constructive method of love and reason. 
I t  teaches that goodness comes from  
within, not from  without, that you can 
not beat goodness into people, or give  
them  a prescription for  it, to be taken
in doses, like medicine, but that they  
m ust generate it  out o f their own hearts; 
and it  believes that i f  w e will only make 
social and economic conditions that will 
give all men instead of a few  men, a  
chance to live, they w ill naturally and 
inevitably become good.”
Freedom  from  res tra in t is a 
widely prevailing tendency of the 
present age. F o r those who long 
fo r th e  u tm ost in  individual ex­
pression, and who crave im m unity 
from  all law, the  ideal course to  fol­
low is outlined in  Galatians 5:22, 
23: “Love, joy, peace, long-suffer­
ing, gentleness, fa ith , meekness, 
tem perance; against such there  is 
no law.”
Classified Advertisements
A d v e r t i s in g  c o p y  fo r  t h i s  p a g e  sh o u ld  
be r e c e iv e d  in  th e  o ffice  o f  T H E  C E R T I­
F I E D  P U B L IC  A C C O U N T A N T  n o t  la te r  
th a n  th e  2 5 th  d a y  o f  th e  m o n th  p r e c e d in g  
th e  m o n th  o f  p u b lic a t io n .  R a t e s  fo r  “H e lp  
W a n t e d ” a n d  ‘‘S it u a t io n  W a n t e d ,” $3.00 
p e r  in c h  o r  f r a c t io n  th e r e o f  (7 l in e s  to  
a n  in c h )  fo r  o n e  in s e r t io n .  T h e  r a te  
fo r  " M is c e lla n e o u s '’ is  $5.00 p e r  in c h  fo r  
e a c h  in s e r t io n .
W ANTED—C. P.  A . of Ohio, 8 years 
public accounting experience, solicits 
overtures leading to a connection as 
auditor of a corporation or a partner­
ship in a public accounting practice. 
Northern Ohio preferred.— Box No. 
171, THE CERTIFIED PUBLIC AC­
COUNTANT.
For Income Tax Problems All Through the Year 
Robert H. M ontgom ery’s
1927 Income Tax Procedure
I. Determination of N et Income, Preparation of Returns and Paym ent. 
II. Practice B efore Treasury, Board of Tax A ppeals, and Federal Courts. 
In  t w o  v o lu m e s ,  2062 p a g e s .  P r ic e  $16.00.
H ave a  C o p y  S en t fo r  E xam ination  
The Ronald Press Company, 15 E ast 26th St., N ew  York, N . Y.
STANDARD APPRAISALS
Recognized A uthority  on Valuation 
Problem s
E xperts in All Lines
Standard Appraisal Company
6 Church S treet, N ew  York
B ra n ch e s , A l l  P r in c ip a l C it ie s
H O T E L  L A F A Y E T T E
S ixteen th  and I S treets 
Washington, D. C. 
CENTRALLY LOCATED  
Within three blocks of Treasury Department
A  Com plete Tax Library A vailable 
for use o f G uests
W rite or W ire for R eservations 
MODERATE RATES
THE CERTIFIED
V O L U M E  V II  
N U M B E R  7 JULY, 1927 2 0  C E N T S  T H E  CO PY  $2 .00  P E R  Y E A R
CONTENTS
P age
E ditorials:
“How Old Are Y ou?” ....................... ...............  194
“R egulatory L aw s” ............................................  194
Treasury Regulations Revised ..............................  195
Florida Law Amended ..............................................  196
Illinois Accounting A ct ............................................ 198
In Memoriam ........................................... ....................  200
“Pleading Before the U nited States Board of
Tax A ppeals” ................ ...................................... 201
B y A. E. James.
“Accrued Depreciation on Seasoned Prop­
erties” ....................................................................  206
By W illiam A. Paton.
Solution to Problem I of Oklahoma Questions... 210
C. P. A. Exam ination Questions— D istrict of
Columbia (May, 1927) .....................................  211
Secretary on W estern T r ip .....................................  217
State Society N ews ..................................................  218
Annual M eeting of American S oc ie ty .................  223
Convention Committees ............................................  224
Announcements ...........................................................  224
Tell the 
PITTSBURGH BOYS 
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AT LAST! 
PITTSBURGH— THE SIXTH CITY
AFTER m any years o f unrem itting toil, 
superhum an effort, record-breaking  
production, suprem acy in iron, steel, 
glass, alum inum  and pickles, the workshop o f  
the w orld, the cradle o f industry, the birth­
place o f science and art, the gatew ay  to the  
w est, the, in short, the city  o f a thousand and  
one w onders, PIT T SB U R G H  (d ’ye g et that, 
boys, PITTSBURGH) has finally, indubitably, 
undeniab ly and incontestab ly been  established  
as Sixth  City o f the U nited  States.
S ’fact, and h o w ! B y virtue o f  one act, one  
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burgh,
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B U R G H , SEPTEM BER  
28, 29, A N D  30.
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HOW OLD ARE YOU?
I N the early p a rt of May, th is  year, Moses Hooper, an Oshkosh, Wisconsin lawyer, n inety-three 
years young, m otored from  there  to  W ashington fo r 
the  purpose of arguing  before the  United S tates Su­
prem e Court the  constitutionality  of a  recapture 
clause in the  W isconsin W ater Power Act.
I t  was noticeable th a t  the  interrogations, on the 
p a rt of the  court, were largely m ade by Justice Oliver 
Wendell Holmes, who is the  dean of th a t  Court, bu t 
who, even a t th e  age of eighty-seven, found him self 
out-aged in years only. This incident has been com­
m ented on by w riters th roughout th e  country. From  
‘‘H ayw orth’s A phorism s” we quote the  following: 
“Y outh is not a  tim e of life— it is a s ta te  of mind. 
Y outh m eans a tem perm ental predom inance of cour­
age over tim idity , of the  appetite of adventure over 
love of ease. Nobody grows old by m erely living a 
num ber of years; people grow old only by deserting 
th e ir  ideals. Y ears wrinkle the  skin, bu t to give up 
enthusiasm  wrinkles the soul. You are  as young as 
your faith , as old as your doubt; as young as your 
self-confidence, as old as your f e a r ; as young as your 
hope, as old as your despair.”
M any stories are  told concerning the  young Mr. 
Hooper, one of which is to  the  effect th a t  he always 
doffs his h a t when he enters a  polling place to vote, 
explaining, “I am  tak ing  off my h a t to m y city, my 
sta te , and th e  United S tates in whose in terest I am 
voting.” Not a bad sentim ent fo r all of us to recog­
nize.
REGULATORY LAWS
I N  the year 1924 M aryland and Louisiana passed complete regulatory  laws as affecting public ac­
countants. In th e  year 1925 Tennessee, N orth  Caro­
lina and Michigan enacted sim ilar legislation. Each 
of these laws differed from  the  o thers in some re ­
spects, bu t prim arily  they  established a s ta rtin g  point 
a f te r  which all persons desiring to  en ter the  ranks 
of public accountants m ust do so as the  resu lt of an
exam ination given by the  s ta te  board, upon the  suc­
cessful completion of which certificates as Certified 
Public A ccountants would be issued. Except in Ten­
nessee, where the  w aiver clause was reopened to ad­
m it persons in practice a t  the  date of passage of the 
law, the  o ther s ta tes  made no change regard ing  C. 
P. A. certificates, bu t provided fo r certificates of au­
th o rity  o r certificates of reg istra tion  to  be issued to 
those public accountants who had established them ­
selves in practice prio r to the  passage of the  act, t h e 
conditions being somewhat different in each state .
In  the  five sta tes  named there  had been granted 
prior to the  passage of these laws, 983 C. P. A. cer­
tificates. Since the  passage of the  laws there  have 
been gran ted  in these five sta tes  422 C. P. A. certifi­
cates, 92 under the  waiver provision in Tennessee,
207 as the  resu lt of exam ination and 123 under reci­
procity provisions. The issuance of reciprocal certifi­
cates has been greatly  increased in recent years in all 
sta tes.
In the  five sta tes  876 public accountant certificates 
were issued as th e  resu lt of th e  provisions in the  law 
authorizing a second type of certificate. W hether 
these five sta tes  can be considered as typical of the 
entire  country or not is problematical. I t  is in te r­
esting to  note, however, th a t  the  num ber of persons 
in practice as public accountants in these sta tes  when 
th e  laws were passed was slightly less th an  the  num ­
ber of C. P. A. certificates which had been issued in 
these sta tes  prior to  the  passage of the  laws. I t  is 
quite probable th a t  th is  ra tio  would be fairly  evenly 
m aintained throughout the  country except in ex­
trem ely large cities. We know th a t  in the  neighbor­
hood of 9,000 C. P. A. certificates have been issued. 
I t  is quite probable, therefore, th a t  some of the  
guesses which have been made as  to  the  num ber of 
public accountants in the  United S tates as a  whole be­
ing in th e  neighborhood of 100,000 are  a t  variance 
w ith  the  facts, even m aking allowance fo r the  dispro­
portionate num bers which m ight be shown in the  very 
large cities.
M aryland showed a larger proportion of public ac­
countant certificates th an  any o ther sta te . Tennessee 
showed the  sm allest proportion. M aryland has one 
extrem ely large city as compared w ith  th e  o ther cities 
in the  sta te . Tennessee had reopened its  waiver 
clause twice, which gave it an unduly large num ber 
of prior C. P. A. certificates. The relationship be­
tween public accountant certificates and p rior C. P. A. 
certificates was practically the  same in Louisiana and 
N orth  Carolina, while Michigan, also possessed of an  
extrem ely large city as compared w ith  o thers in the 
sta te , occupied about a  mid-way position between the 
ra tio  in those sta tes and th a t  in M aryland.
Up to January  1, 1927, ninety-five of th e  persons to 
whom public accountant certificates had been granted 
took the  C. P. A. exam inations and fifty-six of them  
passed.
T reasury R egulations R evised
TREASURY D epartm ent Circu­la r  No. 230 (revised), effec­
tive July 1, 1927, supersedes 
T reasury  D epartm ent Circular No. 
230, February  15 , 1921 and its sev­
eral revisions and supplements. 
This circular contains the  laws and 
regulations governing the  recogni­
tion of attorneys, agents and other 
persons representing claim ants and 
others before the  T reasury  D epart­
m ent and offices thereof.
Among the changes made the 
following are noted as being of spe­
cial in terest to certified public ac­
countants :
Section 2, rela ting  to Practice, 
paragraph (c) m akes i t  “ the duty 
of enrolled atto rneys to advise 
clients to comply w ith  the  law, and 
in the event an a tto rney  knows 
th a t a client has not complied w ith 
the  law or has made errors or omis­
sions in any re tu rn  or o ther report 
required by law to be made by such 
client, i t  shall be his du ty  to advise 
such client to  correct such errors 
and omissions.”
P arag raph  (d) provides th a t 
“The practice and du ty  of an en­
rolled agent (under which class 
certified public accountants are  
listed) before the  T reasury De­
partm ent shall be the  same as th a t 
of an enrolled attorney , except th a t 
an enrolled agent shall not d ra ft 
or prepare w ritten  instrum ents by 
which title  to real and personal 
property m ay be conveyed or 
transferred  fo r the  purpose of a f­
fecting Federal taxes, nor shall 
such enrolled agent advise clients 
as to the  sufficiency of, or legal ef­
fect of, any such instrum ent on the 
Federal taxes of such taxpayer un­
der the Federal laws.”
P aragraph  (f) provides th a t 
“Every affidavit, argum ent, brief, 
or sta tem ent of fac ts  prepared or 
filed by an a tto rney  or agent as 
argum ent or evidence in the  m at­
te r  of a claim or a tax  m atte r  
pending before the T reasury  De­
partm ent shall have thereon a 
sta tem ent signed by such atto rney  
or agent showing w hether or not 
he prepared such document and 
w hether or not the  a tto rney  or 
agent knows of his own knowledge 
th a t the  facts contained therein  
are true .”
P arag raph  (g) provides th a t 
“No a tto rney  or agent as notary  
public shall take acknowledgments, 
adm inister oaths, certify  papers or 
perform  any official act in connec­
tion w ith m atte rs  pending before 
the  T reasury  D epartm ent in which 
he is employed as counsel, a ttorney, 
or agent, or in which he m ay be in 
any way in terested .”
Section 8, re la ting  to suspension 
and disbarm ent proceedings, con­
tains two changes.
In  paragraph  (b) it is provided 
th a t  the  respondent in his answer 
concerning such proceedings “Shall 
specifically aver which allegations 
in the  complaint against him  are 
tru e  and which allegations in such 
complaint are not true. Answer in 
general denial shall not be sufficient 
answ er to  such complaint.”
P arag raph  (e) provides th a t 
“Notice or reprim and of any a tto r­
ney or agent shall not be published, 
b u t notice of such reprim and shall 
be given to all officers and em­
ployees of the  bureau before which 
such a tto rney  or agent so rep ri­
m anded m ost frequently  appears.”
Section 9, rela ting  to causes fo r 
reprim and, suspension or d isbar­
m ent contains a num ber of addi­
tional causes, by paragraphs as fol­
lows:
“ (d) The publication, in connec­
tion w ith his own Federal tax  prac­
tice, of a so-called ‘tax  service’, con­
tain ing  all or p a rt  of the  decisions 
or rules of the  T reasury  D epart­
m ent, United S ta tes Board of Tax 
Appeals, or the  courts on Federal 
tax  m atters , and procedure ren­
dered from  tim e to  time, w ith com­
m ent or discussion thereon, which
tax  service is subscribed fo r by 
Federal tax  practitioners or Fed­
eral taxpayers.
“ (e) D irect or implied solicita­
tion of employment in m atte rs  be­
fore the  T reasury  D epartm ent by 
circulars, letters, pam phlets, or in­
terviews, or by an employed solici­
tor, not w arran ted  by previous 
business or personal association. 
The m ailing of circulars, letters, 
pam phlets, or o ther prin ted  or 
w ritten  m atte r  to a taxpayer who 
is not the  client of such p rac ti­
tioner which contain no direct so­
licitation of such employment, bu t 
which contain a description of the  
practice, name and address of such 
practioner, is  hereby defined as im ­
plied solicitation of such employ­
m ent.
“ (f) A dvertising in the  follow­
ing m anner: . . .  (4) F o r an 
enrolled practitioner who has not 
been regularly  adm itted to practice 
as an a tto rney  by a court of rec­
ord, or who is not the  holder of an 
unrevoked certificate of certified 
public accountant issued by a le­
gally constituted board authorized 
by law to  issue such certificates, to  
hold him self out orally, by card, 
stationery  or otherw ise advertise 
th a t he is an a tto rney  a t  law or a 
certified public accountant, or by 
title  th a t  implies he is an a tto rney  
a t law or a certified public account­
ant. (5) By m ailing or delivering 
bulletins, circulars, or pam phlets 
containing decisions or rulings of 
the  T reasury  D epartm ent, United 
S tates Board of Tax Appeals or 
courts on Federal tax  m atters, and 
comment thereon by th e  p rac ti­
tioner, and which contains an ad­
vertisem ent o r card of the  practice 
of such practitioner or the  nam e of 
such p ractitioner as a  d istribu to r 
of such bulletins, circulars, pam ph­
lets, or o ther prin ted  m a tte r  to Fed­
eral taxpayers who are  not the  
clients of such practitioner. (6) 
By m ailing or delivering to Fed-
eral taxpayers who are not clients 
of such practitioner a circular or 
pamphlet advertising any business, 
educational or social institution, or 
organization, which circular or 
pamphlet contains a card of adver­
tisement of the Federal tax prac­
tice of such practitioner.”
“ (k) Sharing fees in any m atter 
pending before the Treasury De­
partment with an unenrolled per­
son who is neither an attorney nor 
accountant engaged in the practice 
of law or accountancy.”
“ (n) Making false answers to 
questions in the application of en­
rollment, the falsity of which an­
swers was not discovered until af­
ter the enrollment of such attorney 
or agent.”
“ (q) Disbarment or cancellation 
of certificate of an accountant by a 
legally constituted board.”
“ (r) Making a false financial 
statement for any person, firm, or 
corporation and certifying that 
such statement is correct or true.” 
Section 11, relating to the em­
ployment as associate, correspond­
ent, or subagent, has been added 
as follows: “An enrolled attorney 
or agent may accept employment 
as associate, correspondent, or sub­
agent in any matter pending be­
fore the Treasury Department 
from an attorney or accountant en­
gaged in the practice of law or ac­
countancy who maintains an office 
for such practice, whether enrolled 
or not to practice before the Treas­
ury Department, provided he is not 
under suspension, has not been dis­
barred or has not been rejected be­
cause of disreputable conduct, and 
from an enrolled agent who is 
neither an attorney nor account­
ant, but is engaged in the Federal 
tax practice as a tax expert and 
who maintains an office for such 
practice; and with such attorney, 
accountant, or tax expert an en­
rolled attorney or agent as asso­
ciate, correspondent, or subagent 
in any such matters may share the 
fees received.”
Throughout the regulations 
some changes have been made by
omissions of previous provisions, 
the most noticeable of which is that 
which required the filing of a con­
tingent fee affidavit. The Regula­
tions do not in any way modify the 
disfavor with which contingent 
fees are looked upon and they may 
still be made the ground for sus­
pension or disbarment, but the ad­
vance contingent fee affidavit will 
not hereafter be required.
FLORIDA LAW AMENDED
The recent session of the Florida 
Legislature amended the C. P. A. 
law by means of a bill which was 
afterwards approved by the Gov­
ernor. The amendments having 
been made, the Florida law at the 
present time reads as follows:
2507. Certified Public Accountant.—
That any resident of the State of Florida, 
being over the age of twenty-one years, 
of good moral character, being a grad­
uate of a high school with a four years’ 
course of study, or having had an equiv­
alent education, and who has had expe­
rience sufficient to comply with the rules 
of the State Board of Accountancy and 
shall have received from the State Board 
of Accountancy a certificate of his quali­
fications to practice as a public expert 
accountant, as hereinafter provided, shall 
be styled and known as a certified public 
accountant; and that no other person shall 
assume that designation, or use the ab­
breviation “C. P. A.”, or any words or 
letters to indicate that the person using 
the same is such certified public account­
ant. Provided, however, that anyone 
holding a certificate as a certified public 
accountant granted by another State may 
use the letters “C. P. A.” if he show im­
mediately after them the name of the 
State by which such certificate was issued 
and if  he comply with the requirements 
of this Act. For the purpose of this Act 
a resident of Florida is defined as one 
who has resided in Florida for at least 
twelve months immediately preceding his 
application.
2508. State Board of Accountancy.— 
The State Board of Accountancy shall 
consist of five persons appointed by the 
Governor, each of whom must hold a cer­
tificate as a Certified Public Accountant 
issued by the State Board of Account­
ancy. Three of the said five members 
shall be those comprising the State Board 
of Accountancy at the date of the pas­
sage of this Act, each of whom shall com­
plete his unexpired term and until their 
successors have been appointed. Two 
additional members shall be appointed by
the Governor immediately on the pas­
sage of this Act, one to serve for one 
year and one to serve two years, and un­
til their successors are appointed.
Upon the expiration of the term of 
any of the members of the said Board, 
he shall serve until his successor is ap­
pointed and each succeeding member 
shall serve for a term of three years.
The Board shall organize by the elec­
tion of the necessary officers and may 
make and enforce rules and regulations 
for carrying out the provisions and re­
quirements of this Act.
A majority of the members shall con­
stitute a quorum for the transaction of 
business.
The Board shall adopt a seal which 
shall be judicially noticed. The Board 
shall keep a record of all proceedings and 
actions by and before the Board, and in 
any proceedings in Court, a certificate 
under the seal of the Board shall be prima 
facie evidence of any action or proceed­
ing by or before the Board, stated in 
the said certificate.
The Board shall be authorized to se­
cure any pay for any clerical assistants 
or any supplies necessary to carry out 
the provisions of this Act.
2509. Board to Make Rules; E x a m in a ­
tion.—The State Board of Accountancy 
shall make rules which shall be applied 
uniformly in all examinations held under 
this chapter. Said examinations shall be 
held at least once each year at some ac­
cessible place, and notice of the time and 
place of each such examination shall be 
advertised in three or more papers whose 
circulation is most general throughout 
the State. The examinations shall be in 
“Theory of Accounts,” “Practical Ac­
counting,” “Auditing” and “Commercial 
Law as Affecting Accountancy”.
2510. Fee for Examination and Certifi­
cates; Annual Reports; Compensation of 
Members of Board; Funds.—The State 
Board of Accountancy shall charge for 
the examination and certificate provided 
for in this Charter a fee of Twenty-five 
($25.00) Dollars to meet the expenses of 
such examination. The fee shall be pay­
able by the applicant at the time of filing 
his application. The State Board of Ac­
countancy shall report annually to the 
Governor the names of all persons receiv ­
ing certificates or whose certificates are 
registered or revoked and the receipts 
and expenses under this Chapter. Out 
of the funds collected under this Act as 
amended shall be paid the actual ex­
penses of the State Board of Account­
ancy and an amount not exceeding Ten 
($10.00) Dollars a day to each member 
of said Board for the time actually ex­
pended in the pursuance of such duties 
imposed by this Act. Provided, that no 
expense incurred under this Act shall be 
a charge upon the funds of the State.
2511. R egistration of Certificates of 
Accountants From Other States.—The
State Board of Accountancy m ay, in  its  
discretion, register the certificate o f any  
certified public accountant who is a law ­
fu l holder of a certified public account­
ant’s certificate issued under the law  of 
another State, and m ay issue to such cer­
tified public accountant a  certificate of 
registration, which certificate shall en­
title the holder to practice as such cer­
tified public accountant, and to use the 
abbreviation “C. P. A .” in th is State: 
Provided, That the State issu ing the orig­
inal certificate grants sim ilar privileges 
to the certified public accountants of this 
State. The State Board of Accountancy 
m ay charge for  such certificate o f reg is­
tration such fees as m ay be necessary to 
m eet the expenses of such registration.
2512. Issu ing Certificates W ithout 
Exam ination.— The State Board o f A c­
countancy m ay, in its  discretion, waive 
the exam ination o f any person possessing  
the qualifications mentioned in Section
1 of this A ct whose record and profes­
sional standing are satisfactory to the 
said Board, who shall have practiced pub­
lic accounting for  five years preceding  
the passage of this A ct of which the three 
years im m ediately preceding that date 
shall have been in Florida, and who shall 
apply in w riting to the said Board of 
such certificate before December 31st, 
1927. Each such applicant shall pay a 
minimum fee  of tw enty-five dollars.
The Board m ay in its  discretion grant 
a certificate as a Certified Public A c­
countant to such applicant as is  engaged  
in the Internal Revenue Service of the 
U nited States who has passed grade 
number eleven as now established in that 
Service and if  he complies w ith the other 
requirements o f th is A ct, and who is a 
resident of Florida as defined in Section
1, at the date of passage of this Act.
2513. Board May Revoke Certificates; 
Notice; Hearing.— The State Board of 
Accountancy by m ajority vote thereof 
shall perm anently revoke or tem porarily 
suspend the effect of a  certificate of any  
certified public accountant or the certifi­
cate of authority of any public account­
ant who has been convicted of a felony  
by the Courts o f th is State, or has been 
guilty o f any fraud or deceit in obtaining 
such certificate, or who has been guilty  
of negligence or w rongful conduct in the 
practice of professional accountancy. The 
Board m ay prom ulgate and m ay amend 
from  tim e to tim e, canons o f professional 
ethics, and m ay tem porarily suspend for  
a period not exceeding two years, the 
effect of the certificate of any Certified 
Public Accountant or the certificates of 
authority of any Public Accountant who 
violates such canons of professional eth­
ics, th is power o f suspension being in  
addition to, an d not in lim itation of, the
power to revoke or suspend, heretofore 
provided in th is Section. N otice of the 
cause fo r  such contemplated action and 
the date o f hearing thereon by the Board, 
shall be served upon the holder of such 
certificate, at least tw enty days before 
said hearing. N o certificate issued un­
der th is act shall be revoked, or the e f­
fec t thereof suspended, until the Board 
shall have had such hearing, but the non- 
appearance o f the holder of any certifi­
cate a fter  notice as herein provided, shall 
not prevent such hearing. The Board 
shall employ its  own counsel, and the 
certificate holder shall also have the right 
to be represented by counsel. B y m a­
jority vote the Board m ay re-issue the 
certificate of any Certified Public A c­
countant whose certificate shall have been 
revoked, and m ay m odify the effect of 
the suspension of any certificate which 
has been suspended. A ny person not a 
citizen of the U nited States, when he or 
she received a certificate issued under 
th is A ct, shall have such certificate re­
voked, unless w ithin six  years from  the 
receipt thereof, he or she shall become 
a citizen of the U nited States.
5670. Practicing as Certified Public 
Accountant W ithout Certificate, Etc.—  
I f  any person shall represent h im self to 
the public as having received a certificate 
from  the State Board of Accountancy to 
practice as a Certified Public Accountant, 
or use the abbreviation “C. P. A .” or any 
sim ilar words or letters to indicate that 
the person using the sam e is  a Certified 
Public Accountant, or i f  any person or 
firm shall practice as a Public Account­
ant, w ithout holding a valid certificate 
of authority to practice issued under the 
provisions o f law, he shall be deemed 
gu ilty  of a misdemeanor, and upon con­
viction thereof shall be fined a sum not 
exceeding Five Hundred Dollars for each 
conviction, or shall be im prisoned not 
exceeding six  months. In every case of 
conviction, under th is Section, whether 
by plea o f gu ilty  or otherwise, the cost 
of prosecution shall be taxed against de­
fendant. No corporation m ay practice in 
the State of Florida as a Certified Public 
Accountant or as Public Accountant or as 
Public A ccountants, nor describe them ­
selves as Certified Public Accountants or 
Public Accountants.
The display of a card, sign, advertise­
m ent, or the issuance of a letterhead, 
bearing a person’s name as a practitioner 
of public accounting, as described in Sec­
tion 7, shall be presum ptive evidence by 
im plication in  any hearing or prosecution 
against such person, that the person 
whose name is  so carried thereon is re­
sponsible for  the sam e, and that he or 
she is  announcing h im s e l f  o r  herself 
thereby to practice public accounting. In 
any hearing or prosecution under this 
A ct, the proof of a single A ct prohibited
by law , shall be sufficient w ithout prov­
ing  a  general course of conduct.
(The following sections re la te  to  
m atte r  not covered by the  old law. 
I t  is not now known w hat section 
num bers will be given them  in the  
Revised General S ta tu tes of F lori­
da. The section num bers given 
rela te  to  the  am endatory act.)
Sec. 7. When used in  th is A ct, the  
term “Public Accountant” is  one who 
w ithout a  certificate as a  Certified Public 
Accountant from  the State Board o f A c­
countancy holds h im self out to the pub­
lic as practicing accountancy, or who 
m aintains an office for the transaction of 
business as an accountant, or who pre­
pares, or offers to prepare, for  clients any  
reports of audits or any other financial 
statem ent. When used in th is A ct the 
term  “Certified Public Accountant” is  
one who holds a certificate from  the State 
Board of Accountancy.
Sec. 8. The Board m ay issue a certifi­
cate of authority to practice as a Public 
Accountant to each applicant before Jan­
uary 1st, N ineteen Hundred Twenty- 
eight, who furnished satisfactory evidence 
that he or she was m aintaining an office 
in the State for  the practice o f public 
accounting on his or her own account, 
at the date of the passage o f th is A ct, 
or, that he or she has been in  responsi­
ble charge o f accounting engagem ents as  
an employed member of the staff of a  
certified public accountant, or o f a public 
accountant, or o f a firm of public ac­
countants. 
The Board shall require the sam e in­
form ation from  each applicant for  a  cer­
tificate of authority as it  requires from  
an applicant for  a certificate as a Cer­
tified Public Accountant. Applicants for  
certificates of authority shall comply w ith  
the requirements of th is A ct and the rules 
of the Board insofar as they are applica­
ble. No certificate of authority shall be 
granted after December 31st, 1927. Cer­
tificates of authority confer the legal right 
to practice as a public accountant, but 
do not confer any added designation.
Sec. 9. The Board shall, in  December 
of each year, issue a registration card 
to any holder o f a C. P. A . certificate, or 
to any holder of a certificate o f author­
ity , who has complied w ith the require­
m ents o f th is Act, which card shall be 
good until December 31st of the next 
succeeding year, charging therefor a  fe e  
of ten dollars per year. A  registration  
card shall also be issued to any individual 
or firm which has complied w ith the pro­
visions of Sections one or tw o of th is 
A ct, for  which a fee  of ten  dollars shall 
be charged. Interim  registrations shall 
be issued to individuals and firms who 
have complied w ith the provisions of this
A ct w ithin the year. Failure to  secure 
a registration card in any year shall not 
disqualify the holder of a certificate from  
securing a  card for  a  future year, if  the 
certificate holder decides to return to the 
practice of public accounting; and shall 
not operate to revoke a C. P. A . certifi­
cate or certificate o f authority once is­
sued, but shall remove the holder thereof 
from  those registered and authorized to 
practice during the year. W hen reg is­
tration cards are secured after December 
31st of each year, such individuals shall 
not be subject to the penalty prescribed 
in  Section 6, provided the cards were se­
cured prior to charges having been pre­
ferred against such individuals, that they  
w ere practicing unlawfully.
Sec. 10. The State Board of Account­
ancy herein provided for m ay in its  dis­
cretion establish such rules and regula­
tions as to the publication of lists  of the 
Certified Public Accountants and Public 
Accountants residing and doing business 
in the State of Florida holding certifi­
cates provided for hereunder, as m ay be 
in their judgm ent for  the best interests 
o f the profession of public accountancy 
as practiced in the State o f Florida here­
under, and may provide for the expense 
necessary to the registration and publica­
tion of such lists. And no person m ay 
lega lly  practice the profession o f Certi­
fied Public Accountant or Public Account­
ant in the State of Florida who has not 
secured proper certificate provided for in  
th is Act, except that tem porary card m ay  
be issued by the Board to any Certified 
Public Accountant holding certificates 
from  another State desiring to  work tem ­
porarily in Florida. Anyone violating this 
provision shall be held gu ilty  of a m isde­
meanor and shall be subject to the pen­
alties described in Section 6 of this Act.
Sec. 11. A ll persons practicing individ­
ually or under an assumed name, and all 
firms engaged in public accounting in the 
State o f Florida, as defined in th is A ct, 
a t the date o f the passage o f th is A ct, 
and intending to continue so to practice, 
m ust reg ister w ith the Board before Oc­
tober 1, N ineteen Hundred Twenty-seven, 
giv in g  the nam es and addresses of every  
person practicing as principal or under 
such assumed name, the names and ad­
dresses o f every member of the firm to­
gether with the names and addresses of 
all persons in  their employ in the State  
a t that date who hold C. P. A . certifi­
cates. A  charge of ten  dollars shall be 
made for  th is registration.
Sec. 12. The State Board o f Public A c­
countancy hereby provided for shall pre­
scribe such standards of professional con­
duct and such reasonable rules defining 
ethical practice of the profession o f public 
accountancy as they m ay in their  judg­
ment deem to be for the best interests of 
said profession, and shall provide for  the
printing and publication of such rules to 
be used in connection w ith blank applica­
tions for  exam ination provided herein and 
such proper affirmation or oath in connec­
tion therewith as shall in their judgm ent 
properly provide for ethical conduct by 
applicants for  examination.
Sec. 13. In any receivership, trustee­
ship or composition of creditors, operating  
under the authority of the courts o f Flor­
ida, a Public Accountant, Certified Public 
Accountant, or firm of either class, shall 
have a preferred claim for  h is, her or its  
fees  for services rendered the person or 
firm which is  the subject of the receiver­
ship, trusteeship or composition during 
the period o f ninety days im m ediately  
prior to the date of the commencement 
of such receivership, trusteeship or com­
position.
Sec. 14. I f  any person acting in the ca­
pacity of an accountant shall w ilfu lly  
make any fa lse  or m isleading statem ent 
in  w riting in regard to any financial 
transaction or account, such person shall 
be deemed gu ilty  o f a misdemeanor and 
upon conviction thereof shall be punished 
by a fine not exceeding $500.00 or by im ­
prisonment not exceeding six  months or 
by both fine and im prisonm ent in the dis­
cretion of the court.
Sec. 15. A ll statem ents, records, sched­
ules and memoranda made by a Public 
Accountant or a Certified Public Account­
ant, or by an employee or em ployees of a 
Public Accountant or Certified Public A c­
countant, incident to  or in  the course of 
professional service to clients by such 
Public Accountant or Certified Public A c­
countant, except reports submitted by a 
Public Accountant or Certified Public A c­
countant to a client, shall be and remain  
the property o f such Public Accountant or 
Certified Public Accountant in  the absence 
of an express agreem ent between the 
Public Accountant or Certified Public A c­
countant and the client to the contrary.
Sec. 16. No person, partnership or firm 
m ay tem porarily practice as a Public A c­
countant in this State, unless he or it  
has obtained from  the State Board of 
Accountancy a license to do so, for which 
the fee  shall be ten dollars. Such licenses 
m ay be granted at the discretion o f the 
said Board only to persons or to partner­
ships or firms, the members of which hold 
Certified Public Accountants’ certificates 
issued under the law s of another State, 
or a certificate as a  chartered accountant 
issued in a foreign  country, and shall be 
valid for  ninety days only after the date of 
its  issue and shall be granted only for spe­
cific engagem ents secured by the appli­
cant therefor outside the State of Florida.
Sec. 17. In the courts of the S ta te  of 
Florida, no Certified Public Accountant or 
Public Accountant shall be permitted to 
disclose inform ation obtained in the con­
duct o f any exam ination, audit or other
investigation, made in a  professional ca­
pacity, or which m ay have been disclosed 
to such accountant by a client, without 
the consent in  w riting o f such client or 
his, her or its  successors, or legal repre­
sentatives.
Sec. 18. The holder o f a valid certifi­
cate granted by this State, who is duly 
registered with the State Board of A c­
countancy as herein provided, shall be ex­
em pt from  jury duty.
Sec. 19. I f  any provision of this Act, 
or the application thereof to any person 
or circum stances, is  held invalid, the re­
mainder o f the A ct and the application 
thereof to other persons or. circumstances 
shall not be affected thereby.
Sec. 20. A ll A cts or parts of A cts in 
any w ise inconsistent herewith are here­
by repealed.
Sec. 21. This A ct shall become effective 
thirty days after becoming a law.
ILLINOIS ACCOUNTING ACT
The Legislature of Illinois has 
passed the  following bill and it is 
expected th a t Governor Small will 
sign it. I t  will be noted th a t  th is 
tim e Illinois has  attacked th e  prob­
lem of regulation by m eans of an 
independent bill governing public 
accountants ra th e r  th an  by amend­
ing the 1903 C. P. A. law, which is 
of the  usual perm issive type of leg­
islation, m aking reference therein  
to the  annual reg istra tion  of hold­
ers of certificates gran ted  under 
the  prior law. Both laws m ust, 
therefore, be considered together 
in fixing definitely the  regulatory 
phases in the  state .
Be it  enacted by the People o f the 
State of Illinois, represented in the Gen­
eral A ssem bly:
Section 1. That for the purposes of 
th is act a public accountant is one who 
serves or offers to serve the public gen­
erally in:
(1) Perform ing audits or preparing 
financial statem ents for  municipal cor­
porations, public u tilities, banks, build­
ing and loan associations, trust estates 
(except when employed by the cestui que 
trust) insurance companies and chari­
table organizations which receive and 
dispense funds donated by the public.
(2 ) Preparing or vouching for the ac­
curacy of financial statem ents or any 
business, knowing that such statem ents 
are to be used, (a ) For the information  
of stockholders or inactive or silent part­
ners in such business, (b) A s an induce­
m ent to any person to invest in or ex ­
tend credit to such business, or ( c ) For 
filing in the office of the Secretary of
State under the provisions of “The Illi­
nois Securities Law.”
Sec. 2. It is  unlawful for any person  
after the first day of October, 1927, to 
perform or offer to perform for  the pub­
lic generally any of the services de­
scribed in Section 1 o f th is Act, except 
as provided in Section 10, w ithout a cer­
tificate of registration as a public ac­
countant from  the Departm ent of R egis­
tration and Education.
Sec. 3. N othing in th is A ct shall pre­
vent any person from  perform ing any 
of the acts described in  Section 1 who 
does not perform or offer to perform  
such acts for the public generally.
Sec. 4. The provisions of th is A ct are 
not intended to prevent the employment 
by a public accountant o f any person for  
service along the lines described in Sec­
tion 1 so long as he works under the 
adequate control and supervision of a 
public accountant authorized to render 
such service and so long as such em­
ployee does not personally certify  to the 
accuracy of such service.
Sec. 5. A  person who desires to re­
ceive a certificate of registration as a 
public accountant, shall make application 
to the D epartm ent of R egistration and 
Education, for  exam ination, and shall 
pay the required fee.
Sec. 6. The Departm ent of R egistra­
tion and Education shall hold exam ina­
tions for applicants in May and Novem ­
ber of each year a t such places as it  
m ay determine.
The exam inations shall constitute a 
fair te s t of the qualifications of appli­
cants to practice as public accountants, 
including their knowledge of accounting, 
auditing, and law  in so far  as it  affects 
accountancy.
An applicant who fa ils  to pass a sa tis­
factory exam ination on any of the sub­
jects, shall be re-exam ined, w ithout 
charge, on such subjects, at any subse­
quent exam ination within two years.
Sec. 7. Applicants for exam ination as 
public accountants shall:
(1) Be citizens o f the U nited States or 
have legally  declared their intention of 
becoming citizens, and
(2) Be residents of th is state, or have 
a place for the regular transaction of 
business w ithin this State, and
(3) Be over the age of tw enty-one  
years, and
(4) Be of good moral character, and
(5) H ave three years experience in 
public accounting, and
(6) Have graduated from  a high  
school or a secondary school approved 
by the Departm ent o f R egistration and 
Education or have completed an equiva­
lent course of study as determined by an 
examination conducted by the Depart­
ment of R egistration and Education.
Sec. 8. Upon passing a satisfactory
exam ination and paym ent of the re­
quired fee , the D epartm ent of R egistra­
tion and Education shall issue to the 
applicant, a certificate of registration  
as a public accountant.
Sec. 9. Upon paym ent of the required 
fee  an applicant who is a public ac­
countant, registered or licensed or other­
w ise lega lly  recognized as a public ac­
countant under the law s of another state  
or territory o f the United States or of a 
foreign country or province, m ay, w ith­
out exam ination, be granted a certificate 
of registration as a public accountant by 
the Departm ent of R egistration and 
Education, in its  discretion, upon the 
follow ing conditions:
(1) That the requirements for the reg­
istration or licensing or other legal 
recognition of public accountants in the 
particular state, territory, country or 
province, were, a t the date of the license 
or certificate, substantially equal to the 
requirements then in force in this state; 
and
(2) That the particular state, terri­
tory, country or province extends a sim ­
ilar privilege to the persons registered  
under this Act.
Sec. 10. Upon paym ent of the re­
quired fee , the Departm ent o f R egistra­
tion and Education shall grant without 
exam ination:
(1) A certificate o f registration as a 
public accountant to any resident of 
this State, or to anyone who has a place 
for the regular transaction of business 
as a public accountant w ithin this State, 
and who shall apply therefor in w riting  
to the D epartm ent of R egistration and 
Education before the first day of Octo­
ber, 1927, and who satisfies the Depart­
m ent of R egistration and Education that 
he is of good moral character, who:
(a ) H as received a certificate as a 
public expert accountant from  the U ni­
versity  o f Illinois under “An Act to  
regulate the profession of public ac­
countants,” approved May 15, 1903, as 
amended, or who
(b) For a period o f not less than one 
year im m ediately preceding the taking  
effect o f th is A ct has been continuously 
and actively engaged at an established  
place of business in practice as a public 
accountant, either as an individual on 
his own account, or as an active member 
of a partnership or firm or as an officer 
of a corporation.
(2) A  certificate of authority to prac­
tice as a public accountant to:
(a ) A ny partnership which m akes ap­
plication therefor in w riting and all of 
the members of which hold certificates of 
registration as public accountants issued  
by the Departm ent of R egistration and 
Education under the provisions of this 
Act; or
(b) A ny corporation which is  author­
ized by its  charter issued prior to the 
taking effect o f th is A ct to practice pub­
lic accounting in this State, all officers of 
which hold certificates of registration as 
public accountants issued by the D e­
partm ent of R egistration and Education  
under the provisions of this A ct, and 
which m akes application therefor in w rit­
ing  before the first day of October, 1927.
Sec. 11. E very public accountant who 
continues in active practice, shall, an­
nually, during the month of April, renew  
his certificate of registration, and pay  
the required renewal fee . E very cer­
tificate of registration, which is  not so 
renewed, shall expire on the first day of 
May of that year. A fter a certificate 
has expired, it  m ay be restored only  
upon paym ent of the required restora­
tion fee.
A ny public accountant who retires 
from  the practice of public accountancy 
for  not more than five years, m ay renew  
his certificate of registration upon pay­
ment of all lapsed renewals fees.
Sec. 12. The Department of R egistra­
tion and Education m ay either refuse to  
issue, or m ay refuse to renew, or m ay  
suspend, or may revoke any certificate 
of registration for any one, or any com­
bination of the follow ing causes:
(a ) Conviction of a felony, as shown by  
a certified copy of the record of convic­
tion;
(b) Conviction of any crime, an e s ­
sential elem ent of which is  dishonesty  
or fraud;
(c) Proof of know ingly certifying to  
any fa lse  or fraudulent report, certifi­
cate, exhibit, schedule or statem ent;
(d) Proof o f gross carelessness or in­
competence in perform ing services de­
scribed in section 1.
The Departm ent of R egistration and 
Education m ay neither refuse to issue, 
nor refuse to renew, nor suspend, nor 
revoke any certificate of registration, 
however, for any of these causes, unless 
6he person accused has been given  at 
least tw enty days’ notice in w riting, of 
the charge against him, and a public 
hearing by the Departm ent of R egistra­
tion and Education.
Upon the hearing of any such proceed­
ing, the Director of R egistration and 
Education, the A ssistan t Director of 
R egistration and Education, and /  or 
the Superintendent o f R egistration m ay  
adm inister oaths, and the Departm ent 
of R egistration and Education m ay pro­
cure, by its  subpoena, the attendance o f 
w itnesses and the production of relevant 
books and papers.
A ny circuit court or any judge o f a 
circuit court, either in term tim e or in va­
cation, upon application either of the ac­
cused or of the Department of R egistra­
tion and Education m ay, by order duly 
entered, require the attendance of w it­
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nesses and the production o f relevant 
books and papers before the Depart­
m ent o f R egistration and Education in 
any hearing relating to the refusal, sus­
pension or revocation o f certificate of 
registration. Upon refusal or neglect 
to  obey the order of the court or judge, 
the court or judge m ay compel, by pro­
ceedings for contem pt of court, obedi­
ence o f its  or h is order.
Sec. 13. A  public accountant shall not 
be required by any court to divulge in­
form ation or evidence which has been 
obtained by him in h is confidential ca­
pacity as a public accountant.
Sec. 14. The fee  to be paid by the 
applicant for an exam ination to deter­
mine h is fitness to receive a certificate 
o f registration is tw enty dollars ($20.00).
The fee  to be paid for  the issuance of 
a certificate is  five dollars ($5.00).
The fee  to be paid for the renewal of 
a certificate of registration is  one dol­
lar ($1.00).
The fee  to be paid for the restoration  
o f an expired certificate of registration  
is  five dollars ($5.00).
Sec. 15. The Departm ent of R egistra­
tion and Education m ay adopt reasonable 
rules and regulations relating to the ad­
m inistration and enforcem ent of the 
provisions of th is Act.
Sec. 16. Each of the follow ing acts is 
a misdemeanor, punishable upon con­
viction, by a fine o f not less than one 
hundred dollars ($100.00) nor more 
than one thousand dollars ($1,000.00) or 
by im prisonm ent in the county jail for  
not more than six  months or by both 
such fine and imprisonment:
(a) The practice o f public accounting 
in so far  as it  consists in rendering serv­
ice as described in Section 1 w ithout a 
certificate o f registration in violation  
o f the provisions of th is Act;
(b) The obtaining or attem pting to ob­
tain  a certificate of registration by 
fraud;
(c) The use of the title  “Public A c­
countant” or the abbreviation “P. A .” or 
any words or letters indicating he is a 
public accountant, by any person who 
has not received a certificate of reg is­
tration or authority to practice as a 
public accountant.
 Sec. 17. N othing contained herein 
shall be considered as prohibiting certi­
fied public accountants or public ac­
countants o f other states from  practic­
in g  in this state in pursuance of any  
engagem ent originating from  w ithout 
this state.
Sec. 18. N othing contained in  this act 
shall be c o n s t r u e d  or taken as repealing  
or as in any w ay affecting in whole or 
in part the provisions of an act entitled  
“An A ct to regulate the profession of 
public accountants,” approved May 15, 
1903, as amended.
FRANK GOELET DUBOIS
A nother leader has fallen. L ittle 
did we who enjoyed the  pleasure of 
companionship w ith F rank  DuBois 
a t  the  T h irtie th  A nniversary Din­
ner of the  New York S tate  Society 
of Certified Public Accountants on 
April 25 th ink  th a t  before another 
two m onths had rolled around he 
would be called to  his rew ard.
He was born in New York City 
in 1855, of French-Holland Dutch 
lineage. He graduated from  the  
public schools and from  Packards 
Business College. He received a 
C. P. A. certificate from  New York, 
No. 177, under date of July 17, 
1901, and C. P. A. certificate, No. 1, 
from  New Jersey  under date of 
Septem ber 12, 1904. Mr. DuBois 
has always been willing to devote 
his tim e and energy to  the  cause of 
the  public accountant. Joining the 
New York S ta te  Society immedi­
ately on securing his certificate, he 
was also a mem ber of the  New Je r­
sey Society prior to the  tim e when 
th e ir  C. P. A. law w as secured. 
H aving been placed in charge of 
the  1904 legislative campaign to 
secure a New Jersey  law, he found 
it necessary, in order th a t  he m igh t 
be freed from  any charge of a t­
tem pting  to influence legislation 
while a m em ber of a  society of a 
neighboring s ta te  to present his 
resignation from  the  New York 
S ta te  Society and it is claimed th a t  
th is  act was the  tu rn ing  point in 
the  legislative campaign as some 
of the  New Jersey  legislators had 
charged th a t in reality  i t  was 
backed by New York accountants. 
DuBois served in various capacities 
on both the  New Jersey  S tate  
Board and the New Jersey  S tate  
Society and a fte r  the law had been 
secured was readm itted  to mem­
bership in the  New York S ta te  So­
ciety. He w as the  first President 
of the  New Jersey  Board. He 
served the  Am erican Association 
of Public A ccountants as a mem­
ber of its  executive com m ittee and
tru stee  and served the  American 
In stitu te  of A ccountants as a mem­
ber of its board of exam iners. He 
was one of the  c h a rte r  m em bers of 
The Am erican Society of Certified 
Public Accountants, serving as rep­
resentative from  New Jersey  and 
also as a director.
His wife preceded him  to the 
o ther world by about one year. 
L ast fall he took up his residence 
a t  the  home of his son, Addison 
DuBois. D uring th e  middle of 
May, fo r practically the  first tim e 
in his life, he was taken  sick and 
confined to his home, passing away 
on June 7, the  funeral being held 
on June 9. Floral trib u tes  and per­
sonal representation  a t  the  funeral 
were sent by the  New Jersey  S tate 
Board, the  New Jersey  Society of 
Certified Public Accountants and 
The A ccountants Club of America.
Mr. DuBois had expressed the 
hope th a t  in case of his death  the 
business would be conducted w ith ­
out change and th a t  request will be 
carried out. Dora G. Roworth, a 
New Jersey  C. P. A., has been as­
sociated w ith  him  for a  period of 
tw enty  years and Addison DuBois, 
h is son, has been connected w ith 
the  organization since 1916, and 
they will carry  on although m iss­
ing the ripe experience of one who 
fo r over fo rty  years had been a 
leader in the  accounting profession.
We all will m iss him.
Dillwyn P. Blakely, C. P. A. (Pa., 
Feb. 2 5 , 1924), died on May 8 ,  1927, 
a t  his home in Norristown, Penn­
sylvania, a fte r  a sho rt illness.
Mr. Blakely was a g raduate  of 
the  Philadelphia H igh School and 
of the  W harton School of Finance 
of the  U niversity of Pennsylvania. 
A fte r obtaining his C. P. A. cer­
tificate he opened offices in Phila­
delphia and Norristown, where he 
continued in the  practice of ac­
counting until his death. He has 
been a m em ber of The American 
Society since May of 1924.
Pleading B efore T h e  U nited  States Board o f  
T a x  A ppeals
T HE initiation and the  proof of a case in the  Board of Tax 
Appeals in all its  essentials is like 
a proceeding in court and the  steps 
required to  be taken are very sim­
ilar to  court proceedings. This in­
volves, among o ther things, the  
preparation of papers in the  case, 
which are to  all practical purposes 
sim ilar to the  ordinary pleadings in 
court proceedings.
In the observation of the  w rite r 
the  work of the  Board and the  
work of those appearing be­
fore it, both fo r the  petitioner and 
fo r the  Commissioner, is rendered 
unnecessarily difficult by the  fail­
ure, particularly  on the  p a rt of pe­
titioner's  representatives, to  rec­
ognize the im portance of carefully 
drawn pleadings and pleadings 
drawn in conform ity to well-known 
principles of law governing the  
pleading of causes in court.
I t  cannot be too often recalled 
th a t the  proceeding before the 
Board fo r a review of the  determ i­
nation of a deficiency in tax  on the  
p a rt of the  Commissioner is a new 
proceeding. The Commissioner 
does not, when an appeal is taken, 
send to  th e  Board his files, and in 
the beginning there  is nothing be­
fore the  Board except the  petition 
of the  taxpayer. The Board itself 
in its rules has outlined w hat a 
petition should contain, these re ­
quirem ents being contained in 
Rule 5 of the  Board’s Rules of 
Practice. In addition to the  form al 
caption these rules require, first, 
th a t facts be sta ted  showing the 
jurisdiction of the  Board, th a t the 
deficiency in issue be set fo rth , 
th a t the errors claimed to have 
been com m itted by the  Commis­
sioner be enum erated, and m ost 
im portant of all “ (e) a clear and 
concise s ta tem ent of the  facts upon 
which the  petitioner relies as su­
staining the assignm ents of erro r.”
By A. E. JAM ES,
Of the D istrict o f Columbia Bar
Member o f U . S. Board of Tax Appeals, 
1924-1926
Facts in law are  of several kinds. 
In the  first place, fo r purposes of 
pleading, the  fac ts  to be pleaded 
are known as u ltim ate facts. For 
purposes of proof the  evidence 
which establishes u ltim ate facts 
is known as evidentiary facts. A 
well fram ed pleading does not plead 
evidence, b u t it does plead those 
ultim ate facts, which, if  true, es­
tablish  th e  r ig h t of the  petitioner 
to succeed as a m atte r  of law. In 
o ther words, if  the  facts pleaded 
in a  petition are  all established as 
being true, e ither by the  adm is­
sions of the  opposite p a rty  or by 
proof, then  the  petitioner should 
prevail, unless he has erroneously 
construed the  law.
There are  several reasons why 
the  facts should be adequately and 
properly pleaded in a proceeding 
before the  Board.
In the  first place, if the  facts are 
properly pleaded, the  Commis­
sioner is forced to a specific answ er 
adm itting  or denying those facts. 
In th is  m anner the  issues of fac t 
are  sharply draw n and are sharply 
distinguished from  issues of law. 
In the  second place, a carefully 
draw n pleading will serve as a 
ch art to  the  pleader of the  facts 
which he m ust establish by evi­
dence when the  case is tried, and, 
in the  th ird  place, well pleaded 
fac ts  place clearly before the  Board 
th e  issues involved in the  proceed­
ing.
W ithout a well pleaded petition 
the  proof of the  proceeding is dif­
ficult and probably is unnecessarily 
extended by reason of unnecessary 
denials upon th e  p a rt of the  Com­
missioner, th e  case is confused in
its  presentation, and the  Board is 
unable from  a glance a t  the  plead­
ings to determ ine w hat the  issue 
is and w hat fac ts  the  petitioner is 
undertaking to  establish.
Throughout the  w rite r’s experi­
ence while a m em ber of the  Board 
and since th a t  tim e, he has been 
im pressed w ith  the  am ount of lost 
m otion resulting  from  inadequate 
pleadings. In th e  firs t place, a 
poor pleading results, as above 
stated , in unnecessary denials on 
the  p a rt of the  Commissioner. 
This m ay be illustrated  by a simple 
case. Suppose the  real issue be­
tween the  parties  is w hether 2%  
depreciation or 4% depreciation 
should be allowed upon a brick 
building. Time and again  th e  
w rite r has seen th is  issue raised 
by a sta tem ent som ewhat like the  
follow ing:
“The Commissioner computed depre­
ciation. on petitioner’s building at 2 per 
cent, whereas petitioner claim s that the 
proper depreciation should be 4 per cent.” 
 
Obviously, the  only fac ts  above 
pleaded are th a t  the  Commissioner 
computed depreciation on an un­
ascertained building, w ith  an un­
ascertained value, a t  a  ra te  o f 2%  
and th a t  the  petitioner claims th a t  
th a t  ra te  should be 4%. Suppose 
fo r a m oment th a t  the  Commis­
sioner should answer adm itting  th is  
fact. He would adm it, not th a t  the  
petitioner is entitled to 4% de­
preciation, bu t th a t  he claims 4%. 
As a m atte r  of stric t pleading the  
petitioner would be imm ediately 
forced to  amend his petition cor­
rectly  s ta tin g  the  facts, or im­
m ediately to suffer judgm ent 
against him. Any petition which 
cannot prevail on a fac t question, 
when th e  facts alleged in th a t  peti­
tion are  proven or adm itted, is a 
defective petition and in the  older 
rules of pleading would resu lt in a 
sum m ary judgm ent against the  pe­
titioner. U nder modern rules of 
pleading in court, such a pleading 
would be dem urred to, bu t leave 
would probably be gran ted  fo r the  
filing of an amended petition upon 
condition th a t  costs be paid by the 
petitioner. Because the  Board has 
not adhered m ore strictly  to the  
proper rules of pleading is no rea ­
son why those rules should not be 
recognized and adhered to fo r the  
benefit of all concerned.
To date the  w rite r has filed and 
has had answered a  num ber of 
pleadings in cases before the  Board 
in which he has endeavored to  put 
into practice th e  principles above 
enunciated w ith  reasonably g ra ti­
fy ing  success as to  the  so rt of 
answ ers which have been filed by 
the  Commissioner to  those peti­
tions.
Perhaps th e  principles above 
sta ted  can be illustrated  by re fe r­
ence to  one of those petitions. The 
petition in question is th a t  of W. 
F . W orkman, Docket No. 24225, 
now a t  issue before the  Board.
The fac ts  alleged by the  peti­
tioner are  set fo rth  parag raph  by 
paragraph , w ith  comments, as fol­
lows:
Paragraph (a ) “During the year 1898 
and on or about January *20th in  the 
said year the petitioner entered into a  
certain contract o f agency to repre­
sent the Franklin L ife A ssociation of 
Springfield, Illinois, in which contract 
it  w as provided, am ong other things, 
that from  and after the date thereof the 
petitioner should receive from  the said  
company one-half o f the expense load­
ing contained in the gross premiums on 
policies o f insurance thereafter issued  
by the company, and, in  addition thereto, 
one-half o f the net savings or profits to  
the company on all non-participating pol­
icies. It w as further provided in  the  
said contract that the insurance company 
would pay to  petitioner on all policies 
w ritten thereunder the am ounts therein  
stipulated when collected, so long as such 
policies should remain in  force, irrespec­
tive and regardless o f the term ination of  
the said contract or o f the association of 
the said petitioner w ith the said Frank­
lin L ife A ssociation under said contract, 
whether such association should be ter­
m inated by death, m utual consent or 
otherwise.”
The above paragraph  pleads the  
u ltim ate conclusions of fac t to be
draw n from  the  specific provisions 
of the  contract which the  peti­
tioner had w ith th e  Life Insurance 
Company. I t  will be noted th a t  the  
paragraph  does not set out the  con­
trac t, bu t sta tes m erely the  sub­
stance of the  m aterial provisions 
as bearing upon the  issue in the  
tax  proceeding. Had the  contract 
itse lf been set out in the  pleadings, 
th a t  would have been a pleading 
of evidence and not a pleading of 
the  u ltim ate facts concerning the 
contract. To prove paragraph  (a) 
i t  would be necessary to  introduce 
the  contract in evidence a f te r  i ts  
identification by th e  petitioner, or 
by some w itness who could proper­
ly identify  it under the  appropriate 
rules of evidence covering the  in­
troduction of such a contract.
Paragraph (b) “Thereafter and from  
tim e to tim e said contract w as modified 
in certain particulars w ith reference to  
insurance to be w ritten after  the dates 
of the said modifications, and on D e­
cember 31, 1906, the said contract as to  
future insurance w as term inated by m u­
tual consent.”
The above paragraph , as will be 
apparent from  w hat follows, was 
necessarily pleaded in order th a t  it  
be indicated th a t  the  contract on 
M arch 1, 1913, was one in which 
everything had been done by the 
petitioner which he was required 
to  do and there  rem ained only the 
perform ance on the  p a rt of the  Life 
Insurance Company by the  pay­
m ent to  the  petitioner of the  
am ount called fo r by the  contract. 
Proof, of course, o f the  modifica­
tions and of the  final term ination 
of the  contract would be by oral 
testim ony of the  petitioner, of 
someone fam iliar w ith  the  facts, 
o r the  introduction of the  w ritten  
instrum ents, if  any there  were, by 
which the  contract was so term i­
nated.
Paragraph (c) “Upon the term ination  
of said contract it  w as specifically 
agreed by the petitioner and the Frank­
lin L ife A ssociation (then and at that 
tim e the Franklin L ife Insurance Com­
pany) that the company, notw ithstand­
in g  the said term ination of said contract, 
would pay to the petitioner all renewal 
comm issions and other m oneys to which 
he should become entitled on account of
insurance issued under the contract of 
January 20, 1898, and the addenda, 
amendments and modifications thereof.”
The above paragraph  continues 
the  pleading of th e  essential u lti­
m ate fact, namely, th a t  the  Life 
Insurance Company agreed, when 
th e  contract was term inated, to 
pay the  petitioner the  am ounts to 
which he would become entitled 
under th a t  contract, as those pro­
visions were pleaded in  paragraph  
(a) above, and parag raph  (a) 
shows the  tim e when such pay­
m ents were to be m ade by the 
words “when collected.”
Paragraph (d) “A t all tim es from  the 
date of the said contract and the amend­
m ents thereof, the said Franklin L ife A s­
sociation and the said Franklin L ife In­
surance Company, its  successor, duly 
paid to petitioner various and sundry 
sums pursuant to the said contract, its  
amendments and addenda, and is  contin­
u ing so to do, but at no tim e after Jan­
uary 1, 1907, w as any insurance written  
under the said contract, but the pay­
m ents thereunder thereafter received by 
petitioner were paid according to the 
term s o f the said contract and by virtue 
of its  provisions and for no other reason.”
The above paragraph  pleads the 
paym ents made under the  contract, 
th e  continued existence of th a t 
contract w ithout modification, and 
re-asserts th a t  a t  no tim e a fte r  its 
term ination  was additional insur­
ance w ritten  w ith  resu lting  obliga­
tions on the p a rt of the  Insurance 
Company to  pay the  petitioner 
therefor.
Paragraph (e) “A t March 1, 1913, a f­
ter m aking due allowance for  anticipated  
lapses of policies then in force, the reas­
onably anticipated paym ents to  peti­
tioner on account o f insurance w ritten  
under the aforesaid contract amounted  
to  a gross sum o f $156,176.22, o f which 
the anticipated paym ents for the year 
1920, a fter m aking the said allowance 
were in the amount o f $11,500.99; for  
the year 1922 were in the amount o f $8,- 
302.49; for  the year 1923 were in the  
amount of $6,397.00; and for  the year  
1924 were in the amount of $4,559.96.”
This paragraph  sets fo rth  as of 
M arch 1 ,  1913, the  anticipated pay­
m ents to th e  petitioner under the 
contract. This anticipation is a 
m a tte r  of actuaria l computation 
and m ust be proven as one of the  
prim ary  elem ents in the  value of
the  contract a t M arch 1 ,  1913. The 
evidence to  establish th e  allega­
tions of th is  parag raph  involves, 
of course, the  calling of an  actuary  
and the  introduction of the  neces­
sary  proof as to the  anticipated 
prem iums to be collected subject to 
the  contract, t h e  anticipated 
am ounts under the  contract to 
which the petitioner would become 
entitled, and th e  necessary reduc­
tion of those am ounts by th e  an ­
ticipated cancellation of policies. 
None of these details are  pleaded, 
only the  u ltim ate fac t as to the  
gross am ount anticipated and the 
am ounts anticipated fo r each of 
the  taxable years involved in the  
proceeding before the  Board.
Paragraph (f )  “The present value at 
March 1, 1913, of the amounts so antici­
pated to be paid in the years 1920, 1922,
1923 and 1924, w ere $7,648.81, $4,914.23, 
$3,572.05 and $2,402.13, said amounts be­
ing the anticipated amounts as herein­
above set forth, discounted a t the rate 
of 6 per cent to the anticipated date o f  
paym ent.”
The issue of law sought to be 
raised by the  petition under dis­
cussion is w hether a  contract fo r 
participation in fu tu re  insurance 
prem ium s existing a t  M arch 1, 
1913, is a  proper subject of an al­
lowance fo r exhaustion. There has 
therefore been pleaded the  total 
am ounts anticipated to be paid. If  
the  question involved were m erely 
th a t these am ounts did not con­
s titu te  taxable income, th a t  plead­
ing would be sufficient. B ut th is 
question has been decided against 
the taxpayers both by the Bureau 
of In ternal Revenue and by the 
courts. The question of exhaus­
tion has not been decided. Mani­
festly  a contract fo r the  fu tu re  
paym ent of money is no t w orth a t 
any date the  full am ount of pay­
m ents to be made in the  fu tu re , and 
is certainly not w orth more a t  th a t  
date than  the then  present value 
of the  am ount so to be paid. 
Therefore, th e  m easure of an ex­
haustion allowance would be not 
more than  the  M arch 1, 1913 value 
of the  fu tu re  paym ents, the  ex­
haustion each year to be m easured 
by the present value of the  pay­
m ents fo r th a t  year. P arag raph  
(f) above, therefore pleads the  
p resen t value a t M arch 1, 1913, of 
the  am ounts to  be paid in the  tax ­
able years covered by the petition. 
The paragraph  could very well also 
plead the p resent value of the  en­
tire  am ount of paym ents, since if 
the  value ultim ately found by the 
Board differs from  the present 
value of all th e  paym ents, then  the  
proportionate exhaustion would be 
likewise changed and the  to ta l 
p resent value a t  each of those dates 
is necessary to be pleaded in order 
th a t  the  proportionate base m ay be 
set up. In the  in stan t proceeding 
the  pleading of th is to ta l present 
value w as contained in a separate 
paragraph . I t  m ight very well 
have been included in paragraph  
(f) above.
Paragraph (g )  “In and for the year  
1920 petitioner received, in pursuance o f  
the term s of said contract, the sum of 
$12,145.57; for  the year 1922 the sum of  
$9,089.54; for  the year 1923 the sum of 
$6,705.52, and for the year 1924 the sum  
of $4,277.68.”
One of th e  m ost noticeable de­
fects in m any petitions is the  fail­
ure to plead specifically the  item s 
of income or deduction which give 
rise to  the  dispute before the  
Board. A t the  beginning of th is 
article a simple question involving 
depreciation was sta ted  in w hat 
was pointed out to be a defective 
pleading. I f  one were to  plead a 
case of th a t  sort, the  alleged value 
of the  property  subject to deprecia­
tion and the  natu re  of th a t  prop­
e rty  should be sta ted  in order th a t  
the  complete question m ight be be­
fore the  Board, it  being borne in 
mind th a t  the  question in such 
cases is “a reasonable allowance 
fo r exhaustion, w ear and tea r.” A 
reasonable allowance is expressed 
not in term s of an  indefinite per­
centage bu t in term s of a definite 
am ount of dollars, and it is neces­
sary, therefore, in pleading such 
a case to s ta te  the  factors upon 
which the  com putation of exhaus­
tion is based. If  the  age of the  
building, its  m anner of construc­
tion and its  cost are  not in dispute 
and are  a m a tte r  of record in the
Commissioner’s office, th e  answ er 
will naturally  adm it the  facts so 
pleaded. P arag raph  (g) above, 
therefore, pleads th e  income which 
the  petitioner received from  the  
contract in question, and it pleads 
th a t  he received th a t  income “in 
pursuance of the  term s of said 
contract,” which is a  necessary 
pleading if  the am ounts in dispute 
are to be identified as connected 
w ith  the  contract, which has been 
covered by the  pleading in th e  ear­
lier paragraphs.
Paragraph (h ) “In rendering h is re­
turn of income to the Collector of In­
ternal Revenue for the year 1920, peti­
tioner included in  taxable income the  
said amount received as above, and in  
and for the years 1922, 1923 and 1924 
petitioner did not include in h is returns 
the amounts received as above se t forth.”
Again in the  above paragraph  
fac ts  are  pleaded which are  not 
frequently  set fo rth  in petitions to 
the  Board, namely, how the  peti­
tioner trea ted  the  item s of income 
in his original re tu rn . The pu r­
pose of th is pleading is both to in­
form  the  Board as to the  m anner 
in which th e  controversy arose and 
to  lay the  foundation in th e  plead­
ing of fac ts  fo r the  jurisdiction of 
the  Board over the  deficiency a s­
serted  by th e  Commissioner. In 
one of the  four years the  Commis­
sioner determ ined a deficiency, 
notw ithstanding the  fac t th a t  peti­
tioner had retu rned  the  item  as in­
come, and in the  o ther th ree  years 
th e  petitioner did not re tu rn  the  
item s and the  Commissioner added 
them  to income. If  the  petitioner 
prevails, he should in the  one year 
receive a refund (which so fa r  as 
the  Board is concerned consists of 
a determ ination th a t  the  petitioner 
has overpaid the  tax ) , and in the  
o ther years a  reduction in the  
am ount of the  deficiency. The fac t 
of the  petitioner’s trea tm en t of 
these am ounts in his original re ­
tu rn  is, therefore, an essential ele­
m ent in the  steps taken by the  
Commissioner and ought to be 
pleaded for the  inform ation of all 
concerned.
Paragraph (i)  “Thereafter the Com­
m issioner of Internal Revenue caused
an exam ination to be made of petitioner’s 
tax  liability  in and for  the years 1920, 
1922, 1923 and 1924, and determined as 
to  the years 1922, 1923 and 1924 that pe­
titioner’s n et taxable income should be 
increased by the said amounts of $9,- 
089.54, $6,705.52 and $4,277.68; and for  
the year 1920 determined that petitioner 
w as not entitled to exclude from  income 
the said amount of $12,145.57, or any part 
thereof, and has correctly returned his 
income by including said amount in full 
in h is return.”
This p a r a g r a p h  specifically 
pleads as a fac t w hat the  Commis­
sioner did in the  determ ination of 
petitioner’s tax  liability. In m any 
cases of pleadings before the  Board 
th is  fac t is never specifically 
pleaded as a fact, although usually 
in the  assignm ents of e rro r re fe r­
ence is made to the  Commissioner’s 
trea tm en t of the  item s in dispute. 
The assignm ents of error, how­
ever, a re  not pleadings of fact. 
W ithout th is paragraph , if all the  
fac ts  in the  pleading were ad­
m itted , it would not be possible fo r 
th e  Board to tell w hether the  Com­
m issioner included or did not in­
clude in income th e  am ounts in 
dispute, and w ithout th a t  fac t the  
Board, even though it agreed w ith 
the  petitioner on the  question of 
law, would not be justified in di­
recting  a recom putation of the  tax. 
The fac t of w hat the  Commissioner 
did in the  audit of petitioner’s re ­
tu rn  is, therefore, i t  seems to the  
write r, one of th e  indispensable 
fac ts  to be pleaded in the  petition, 
w ithout which the  entire  contro­
versy  is left to surm ise, and pos­
sibly the  lack of such a pleading 
m ay resu lt in a  decision against 
th e  petitioner.
Paragraph (j) “Thereafter the Com­
m issioner duly transm itted to petitioner 
a letter dated December 17, 1926, 
w herein he set forth deficiencies result­
in g  from  the said additions to taxable 
income in and for the years 1922, 1923 
and 1924, and a deficiency for the year 
1920 in the amount hereinabove set 
forth .”
The above paragraph  like the  one 
preceding it is a necessary p a rt of 
the  pleadings to establish the  fact, 
i f  i t  be a  fact, th a t  the  deficiencies 
resu lt from  the  action of the  Com­
m issioner in respect of the  item s in
dispute. I t  will be noted th a t  the  
petition  here pleads as to  th ree  of 
the  years th a t  the  deficiencies re ­
sulted from  the  additions to tax ­
able income made by the  Commis­
sioner, bu t does not so plead w ith 
respect to th a t  one year in which 
the  Commissioner determ ined a 
small deficiency, notw ithstanding 
the  fac t th a t  the  petitioner in­
cluded in income the  am ount now 
in dispute.
W ith paragraph  (j) above the 
essential fac ts  in th e  dispute be­
tween the  petitioner and the  Com­
m issioner are before th e  Board, 
and if those fac ts  be proven or ad­
m itted  every elem ent necessary to 
the  success of petitioner’s case, ex­
cept one, has been established. 
T hat one element rem ained to  be 
pleaded and was pleaded in the  
concluding fac t paragraph  in the  
petition  as follows:
Paragraph (k) “The fa ir  m arket value 
as of March 1, 1913, of the said contract 
entered into, as hereinbefore set forth, 
w as $114,016.69 and the reasonable a l­
lowance for the exhaustion thereof—
for the year 1920 w as $7,648.81,
“ “ “ 1922 “ 4,914.23 
“ “ “ 1923 “ 3,572.05,
“ “ “ 1924 “ 2,402.13, 
which said amounts the petitioner is law ­
fu lly  entitled to take as a deduction in 
determ ining net taxable income in and 
for each of the said years.”
A comparison of the  figures as 
to the  claimed exhaustion of the  
contract w ith  the  figures contained 
in paragraph  (f) will disclose th a t 
the  petitioner is claiming th a t  the  
contract had a value a t M arch 1, 
1913, m easured by the  present 
value a t th a t  date of the  antici­
pated paym ents, and th a t  the  ex­
haustion of the  contract would like­
wise be so m easured. The m issing 
to ta l from  paragraph  ( f ) is pleaded 
as the fac t as to to ta l value, al­
though it m ight ju s t as well, and 
perhaps better, have been pleaded 
both  in paragraphs (f) and (k ). 
The pleading in parag raph  (f) is 
not a pleading of actual value or 
fa ir  cash value or fa ir  m arket 
value, fo r the  reason th a t  i t  was 
not desirable to  confuse the  ac­
tuarial basis, which could hardly 
be in dispute, w ith  the fa ir  m arket
value basis, which the  Commis­
sioner m igh t very well deny. For 
th a t  reason parag raph  (k) con­
tains the  u ltim ate pleading of fair 
m arket value and of a reasonable 
allowance fo r exhaustion based 
upon the  figures contained in para­
graphs (e) and ( f ). To have com­
bined the two would be to  confuse 
an actuarial com putation of value 
w ith  fa ir  m arket value and v irtual­
ly to compel the  Commissioner to 
deny not only the  allegation of fair 
m arket value and reasonable ex­
haustion, which he m ight be ex­
pected to deny, bu t also to deny the 
fac t of the  reasonably anticipated 
paym ents and the  actuarial present 
value thereof, which he m ight 
properly be expected to adm it. The 
figures contained in paragraphs 
(e) and (f) are  necessary to estab­
lish a basis fo r a valuation and, if 
proven or adm itted, a re  a neces­
sary  p a rt of any hypothetical ques­
tion to be pu t to  an expert to es­
tab lish  the  fa ir  m arket value. 
Those figures, however, should not 
be confused w ith the  fa ir  m arket 
value or pleaded in such a m anner 
as to  join them  and the  computa­
tions out of which they  arise with 
a fa ir  m arket value or a reasonable 
exhaustion.
On the  o ther hand, the  fa ir  m ar­
ke t value and a reasonable exhaus­
tion is the  u ltim ate fac t which 
m ust be established if the peti­
tioner is to prevail. These facts 
are, therefore, separately and dis­
tinctly  pleaded in paragraph  (k). 
The concluding words of paragraph 
(k) do not represent a pleading of 
fac t a t  all and could b e tte r  have 
been pleaded e ither separately or 
om itted altogether. N aturally, of 
course, the  Commissioner would in 
some fashion traverse  or deny such 
an allegation and pleading it as a 
fac t m erely invites him  to deny it 
as a  m a tte r  of fac t ra th e r  th an  to 
reserve his denial fo r argum ent or 
brief on the question of law. W ith 
the  exception, however, of these 
few concluding words a t  the  close 
of paragraph  (k), i t  will be noted 
th a t  no where in the  above s ta te ­
m ent are there  any allegations 
other th an  those of actual facts. 
There is no where a conclusion 
either of fac t or of law or, w hat is 
worse still and even more frequen t­
ly found in pleadings, a mixed con­
clusion of fac t and law. If  the  
facts alleged are true, there  is 
nothing in the  pleading to prevent 
the Commissioner from  adm itting  
the facts and they  are pleaded w ith 
sufficient definiteness to enable him  
to determ ine exactly w hat he is ad­
m itting, if  he does adm it the facts 
so pleaded.
On April 15, 1927, the  Commis­
sioner filed his answer, which reads 
in full as follows:
“ANSW ER
The Commissioner of Internal R eve­
nue by his attorney, A. W. Gregg, Gen­
eral Counsel, Bureau o f Internal R eve­
nue, for answ er to the petition of this 
petitioner, adm its and denies as follow s:
I. Adm its the allegations of Paragraph
1 of the petition.
II. Adm its the allegations o f Paragraph
2 of the petition.
III. Adm its the taxes in controversy 
are income taxes for the years 1920, 
1922, 1923 and 1924, the alleged defi­
ciency am ounting to $3,462.84, of which 
$41.90 is for the year 1920; $2,000.07 for  
the year 1922; $901.83 for  the year 1923, 
and $519.04 fo r  the year 1924.
IV. Denies the allegations of error 
as alleged in Paragraph 4 of the petition.
V. (a  to j) Adm its the allegations of 
fact contained in subdivisions (a ) to (j) 
inclusive o f Paragraph 5 o f the petition.
(k ). D enies the allegations of fact  
contained in subdivision (k ) of Para­
graph 5 of the petition.
VI. Denies generally and specifically  
each and every allegation contained in 
the petitioner’s petition not hereinbefore 
admitted, qualified or denied,
W HEREFORE, it  is prayed that the 
appeal of the petitioner be denied.”
The above answ er of the  Com­
missioner, it will be noted, adm its 
every fac t alleged by the  peti­
tioner, except the  u ltim ate facts of 
value and allowable exhaustion. 
There rem ains, therefore, for the  
petitioner to introduce proof only 
of value. All the  supporting facts, 
all the  prelim inary facts, all the  de­
ta ils  of the  case are eliminated 
from  controversy. Once the proof 
of fa ir  m arket value on M arch 1, 
1913, is introduced, the  petitioner 
is th rough w ith the presentation
of all fac ts  essential to the  deter­
m ination of the  question of law 
presented by the  case. The resu lt 
atta ined  by the  pleading, there­
fore, is as complete an agreem ent 
upon all bu t one essential fac t as 
if the  parties had subm itted a stip­
ulation of facts to the  Board. The 
lim its of th e  controversy are nar­
rowed, w ith  r esulting convenience 
to all the  parties concerned.
Of course, the  receipt of an  
answ er in the  above form  from  the  
Commissioner’s office imm ediately 
puts the  petitioner upon notice th a t 
he m ay not introduce any fac ts  in 
the tria l of the  case o ther than  
those adm itted or denied, w ithout 
an am endm ent of his petition. He 
m ust, therefore, examine h is pe ti­
tion to m ake sure th a t he has 
pleaded all the  facts essential to 
success, if  th e  question of law be 
decided in his favor.
A tten tion  has already been 
called to the fac t th a t the  pleading 
of the  present value of the  fu tu re  
paym ents under the contract was 
not necessarily a pleading which 
resulted in the  establishing of the  
fa ir  m arket value as of M arch 1, 
1913, of the  contract. The pe ti­
tioner m ay not, therefore, safely 
re s t upon the  Commissioner’s ad­
mission of th a t  discounted value in 
the  hope th a t  the  Board will accept 
it  as establishing fa ir  m arket 
value. The Board m ight do so, bu t 
the  petitioner would not be ju s ti­
fied in his tria l of the  case in re s t­
ing upon the  Commissioner’s 
answ er to paragraphs (e) and (f) 
as establishing his case any more 
th an  he would have been justified 
in om itting  to  plead the  fac ts  set 
out in paragraph  (k) in addition 
to the  fac ts  as set out in pa ra ­
graphs (e) and (f) . The facts in 
paragraphs (e) and (f) are a 
necessary foundation to  the  proof 
of value in the  contract or to a 
conclusion as to its value, bu t they  
do not in and of them selves neces­
sarily establish th a t fact. E ith e r 
admission by the  Commissioner of 
the  fac ts  pleaded in paragraph  (k) 
or proof on the  p a rt of the  peti­
tioner in support of th a t paragraph
are  necessary fo r the  completion of 
his case.
In the  above illustration the  
Commissioner adm itted th e  facts 
as alleged by the  petitioner. I f  he 
had not done so, even then  the  
pleading of those facts in consist­
ent and consecutive order would 
have been well w orth while, fo r the  
petition would both have inform ed 
the  parties as to the  fac ts  which 
would have to be proven and would 
have given tria l counsel a clean cut 
chart fo r the  introduction of his 
proof. I t  is always necessary be­
fore tria l of a case to analyze the  
fac ts  which m ust be proven to p re­
vail and to assemble the  evidence 
which proves those facts. If  coun­
sel fo r the  petitioner does th is  be­
fore d rafting  his petition, he both 
improves the form  of th a t petition 
th rough  his more consistent knowl­
edge and analysis of the necessary 
fac ts  and expedites the  fu tu re  
pleading and proof by having once 
gotten  down clearly and succinctly 
the  essential elements of his case. 
T hat, a fte r  all, is th e  purpose of 
pleading and is the  only reason 
which justifies pleading a t  all. 
Care in th a t  particu lar is no less 
essential before the  Board of Tax 
Appeals th an  before a court. I t  is 
no less a distinct p a rt of th a t  pro­
fessional knowledge which ought 
to be expected of those who prac­
tice before the  Board. Knowledge 
of the  rules of evidence is neces­
sary  in the  tria l of a case bu t 
knowledge of the  mechanics and 
the  processes of pleading is es­
sential from  the  very inception of 
the  case in order th a t it  m ay be in­
telligently analyzed and intelligent­
ly presented. No g rea ter m istake 
can be m ade by the  p ractitioner be­
fore the  Board th an  to assum e th a t 
he faces difficulties requiring  pro­
fessional tra in ing  and experience 
only in the  tria l. Those difficulties 
begin w ith the  prelim inary analy­
sis o f his case and do not end until 
he has prosecuted his appeal 
th rough  the  Circuit Court of Ap­
peals or th rough  the  Supreme 
Court, if he finds i t  necessary to 
go beyond the  Board.
A ccru ed  D epreciation  on  Seasoned Properties
D EPRECIATION is a  subject th a t  we always have w ith 
us; the  problem, in one sense, is 
one of those which defies solution. 
I m ay be wrong about th a t. There 
is a  certain  very prom inent ac­
countant, who, a t  least in his 
ligh ter moments, subscribes to the  
doctrine th a t  our failure to deal 
w ith  depreciation m ore effectively 
is due largely to th e  lim itations of 
our m ental and technical develop­
m ent. According to his idea, value, 
of which depreciation is a  phase, is 
some so rt of in trinsic substance re­
siding in all things, residing in 
fixed assets as well as in o ther 
p ro p e rty ; and if we were only suffi­
ciently ingenious we m ight m eas­
ure value precisely by some sort of 
mechanism. Thus we could reg ­
is te r  depreciation ju s t like we reg ­
is te r  sales, th rough  mechanical 
equipm ent. We could obtain the 
values of physical things, ju s t  as 
the  physicist m easures fo r us 
o ther a ttrib u tes  of such objects. 
We can gauge power, fo r exam ple; 
w hy can’t  we gauge value?
Most of us, however, believe th a t 
value is a p roduct of relationships 
between persons, and between hu­
m an beings and th e ir  environm ent, 
and th a t  we probably will never be 
able to obtain mechanical perfec­
tion in m easuring the  expiration of 
th e  value of fixed assets, or in 
o ther problems of valuation. For 
all we know, depreciation m ay oc­
cur a t m idnight, when we are away 
from  the  p lan t entirely. No one 
seems to be able to  tell precisely 
how th is  value flows from  the  fixed 
assets. We all realize th a t fixed 
property  costs us som eth ing; we 
a re  p re tty  generally agreed th a t  in 
m ost cases i t  won’t  las t fo rever; 
bu t the  allocation of the  deprecia­
tion in the  interim  is a very 
troublesom e th ing. I do feel th a t 
some progress has been made, to 
continue these in troductory re ­
m arks a little  fu rth e r, in the  past 
few  years. In  the  first place, pro-
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gress has been m ade in our reach­
ing a point where we generally ac­
cept the  fac t of depreciation, and 
the  derived fac t th a t  it  is an op­
erating  expense. You do not have 
to go back more th an  ten  or fifteen 
years to find a g rea t deal of doubt 
on th a t  question. We are  p re tty  
well agreed as to  the  significance of 
th is  element of business expendi­
ture, even though we are  quite un­
certain  as to  m ethods and technical 
procedures.
The particu lar subject selected, 
“Accrued Depreciation on Sea­
soned P roperties,” has ra th e r  a 
spicy sound. Mr. Jerom e asked me 
if I m eant “seasoned” in the  sense 
of being flavored w ith  pepper, salt 
or o ther condim ents and he added 
th a t  a t least he hoped there  would 
be some pep in th is  talk. (Laugh­
te r) . I told him  I was a fra id  th a t  
hope was very  much unfounded. 
But, I can indicate roughly how I 
came to select th is  topic, which I 
am  sure is of some in te rest to  the 
public accountant. I t  represents a 
problem I happen to have been run ­
ning into recently in th e  field of 
public u tility  accounting, w here the  
question is a t  p resen t of very 
m arked significance. I also became 
in terested  in th e  question, imm ed­
iately, th rough  reading a book by 
one of these professors of account­
ing, in which the  au tho r presented 
an in teresting  argum ent to the  ef­
fect th a t  there  are  serious fallacies 
in straight-line depreciation; and 
his argum ent really was a special 
elaboration of the  old doctrine of 
the  engineers w ith respect to sea­
soned properties.
Of course, we m ust s ta r t  by get­
ting  some idea of w hat we mean 
by “seasoned properties.” I have 
the  concept in my mind th a t  has
been used a g rea t deal by en­
gineers, namely, th a t  of a  property 
th a t  has reached more or less set­
tled operating conditions. Possibly 
there  is no such property, bu t we 
keep im agining th a t  there  is. By a 
property  th a t  has reached a more 
or less settled operating condition, 
I mean one in which the  physical 
condition of the  property  has be­
come fairly  well stabilized, and one 
in which replacem ent and m ainten­
ance charges are occurring ra th e r 
uniformly.
A nother way of pu tting  it is th a t 
in an ideal case a seasoned property 
is one in which the component 
units have reached an average life 
of around 50 per cent, an average 
rem aining life, or expired life, 
whichever way you w ant to s ta te  
it. This sta tem ent suggests why 
th is  whole problem is especially 
significant in the  field of public 
utilities and railways. In railway 
operation you have a very complex 
technical s tru c tu re ; you have a 
g rea t m any individual units of pro­
perty  ; you have a m ultitude of ties, 
rails, and so fo rth . Accordingly, 
certain  doctrines have developed in 
relation to  such properties, th a t  
would not occur to us in o ther con­
nections, th a t  are very hard  to re ­
fu te, and yet are very difficult to 
validate.
The m ain problem th a t  we run  
into in th is  connection is the  gen­
eral question, as to w hether or not 
there  really is any accrued depre­
ciation on seasoned properties. I 
do not know how m uch you m en 
here have come in contact w ith th is  
subject directly. Of course, as I 
have indicated before, i t  has been 
debated and argued m ost vigorous­
ly in connection w ith our railway 
problems, b u t it  does have o ther 
applications, and, in one form  or 
another you have doubtless bumped 
into it.
Is there  any accrued deprecia­
tion on a seasoned property  th a t  
has reached settled conditions,
where there  are  no longer any m a­
jo r extensions; where the  average 
life of units is around 50 per c e n t; 
a property  th a t, by ordinary proper 
m aintenance, can be m aintained al­
most indefinitely, yielding a reg­
ular service?
The argum ent against the  theory  
th a t there  is any such depreciation 
present in such properties has been 
advanced very strongly by certain  
firms of engineers, and certain 
groups of accountants have also 
taken th a t position. I t  m ay be put 
roughly to  th is  effect. The u lti­
m ate te s t  of th e  value of any prop­
erty  is its  capacity to  produce serv­
ice; all th a t  a m anagem ent has in 
the case of a railway, fo r example, 
is a capacity to produce transpor­
ta tion  service; all the  public can 
expect of a railw ay is a reasonable 
volume of transporta tion  service. 
Therefore, if  you have a property  
which is not 100 per cent new, but 
which is in a  standard  operating 
condition, and has reached such a 
stage th a t regu lar m aintenance and 
replacem ent will m aintain  the  vol­
ume of service w ithout serious in­
terrup tion  a l m o s t  indefinitely, 
then, they  say, th e re  is no such 
th ing  as accrued depreciation in 
such a p roperty ; or, as  certain  or­
ganizations have p u t it, if  there  is 
any depreciation there , it  is purely 
theoretical— it is a  theoretical de­
preciation and not an actual.
This argum ent about service 
comes up in various ways th a t  are 
more fam iliar to you, perhaps, than  
the  m anner in which it  appears in 
railw ay accounting. I t  really is a 
special adaptation of the  general 
theory  th a t  efficiency is the  m eas­
ure of value. I do not th ink  ac­
countants are  as guilty  as en­
gineers on th is  point, bu t I could 
re fe r to standard  works on ac­
counting which have sta tem ents in 
them  th a t  savor very strongly of 
th is  kind of doctrine. N aturally, 
engineers adopt the  theory  th a t  the  
efficiency curve is very closely re ­
lated to th e  value cu rv e ; th a t  value 
depends largely upon productive 
power. There was a case in the  
S tate  of Iowa in which an  engineer 
testified, fo r example, th a t  on a cer­
ta in  date a  boiler was w orth 70 per 
cent of its  cost new, because it  was 
70 per cent efficient. He had gone 
around and m ade tests, and worked 
out its efficiency, and he found th a t  
it was operating a t 70 per cent of 
ideal efficiency; and therefore, he 
concluded, its  value was 70 per cent 
of cost new. But, as a m a tte r  of 
fac t the  boiler blew up the  very 
next day.
There was another case in which 
testim ony was given, rig h t here in 
Detroit, to  the  effect th a t  a tele­
phone pole, ro tted  one-half the way 
th rough  the  rad ius is w orth 50 per 
cent of its  cost new, regardless of 
the  fac t th a t  a very slight wind 
would undoubtedly dispose of such 
a pole, w ithout much additional de­
terioration. Of course, there  is a 
gross m athem atical erro r in th is 
case, as well as a m istake in valua­
tion principle, in th a t the  area of 
the cross-section decayed would be 
g rea te r than  50 per cent of the  
to ta l area  under those circum­
stances. And, of course, the  te s ti­
mony did not recognize the  pos­
sibility of cu tting  the pole off, and 
rese tting  it  and using it somewhere 
else as a sho rter pole.
In all sorts of ways, in the  field 
of valuation, a t any ra te , and to a 
certain  ex ten t as we touch upon 
th is field in the  field of public ac­
counting, we are  confronted w ith 
the  proposition th a t  values are di­
rectly  related  to  efficiency; and th is 
theory  th a t  th ere  is no accrued de­
preciation on seasoned properties 
is, I th ink , based upon th is  general 
point of view. Of course, i t  works 
out best in the  case of rails and ties 
in open track . A very plausible 
argum ent can be made fo r it  here. 
If  you have, fo r instance, 15 mil­
lion ties, in open work track, i t  m ay 
be possible to  replace the  ties v ir­
tually one by one for an indefinite 
period, and m aintain operation and 
m aintain  the  railroad’s efficiency 
w ithout o ther charges. Hence the 
argum ent th a t  there  is no accrued 
depreciation.
A second type of argum ent in 
favor of ignoring accrued deprecia­
tion in such a situation, or in deny­
ing i ts  existence in such a s itua­
tion, consists in the  contention th a t  
if  accrued depreciation charges are  
established, funds will be accumu­
lated which are  o f  no use in the  
business. In th is  connection it 
would be noted first th a t  even if 
th is second proposition were true, 
it  would not necessarily validate 
the  first one ; th a t  is, th e  fac t th a t  
there  m ay be superfluous funds 
built up through depreciation 
charges, an accumulation of cur­
ren t property  which you do not 
seem to have any im m ediate use 
for, does not seem to me to  prove 
th a t  the  depreciation charges were 
unreasonable in the  first place. But, 
th is  is  very frequently  presented 
as an argum ent in th a t  connection. 
Therefore, I will t ry  to  show you 
a little  later, why I th ink  th a t  th is  
does not dem onstrate decisively the 
erroneous character of deprecia­
tion.
Now, to take up the  argum ent on 
the o ther side, which, as already 
implied, I am especially in terested  
in. I m ust say I have some diffi­
culty in accepting th e  doctrines re ­
ferred  to, although I recognize th a t  
they  have an appearance of valid­
ity, and are  difficult of refu tation . 
Of course, the  proponent of the  
theory  th a t  there  is no deprecia­
tion in seasoned property  naturally  
selects ties and rails, in  open track , 
when he w ants to  prove his point. 
Suppose we tu rn  fo r a m inute to a 
little  different kind of property  
and try  to  see the  lim itations of 
th a t  point of view, and the  possible 
objections to  it. A fte r all, th ere  
a re  a  g rea t m any o ther kinds of 
property  th an  ties and rails. Most 
of us do not have a g rea t am ount 
of contact w ith  th a t  particu lar type 
of property, b u t we do find analog­
ous types of property  in m any en­
terp rises. Suppose some one s ta r ts  
a bus line. L et us assum e th a t  he 
s ta r ts  out in a m odest way, w ith  
two busses the  first year. Then, as 
he finds his business grows, and 
th a t  he can add one o r two addi­
tional points to  his road, the  next 
year he adds two more busses to th e  
line; th e  next year two more, and 
so fo rth , until he has a  fleet of ten
busses. I will illustrate  the  m a tte r  
in these term s, because roughly, 
you m ight say th a t a five-year life 
fo r a bus would, not be totally  rid i­
culous, although, the  way m ost 
drivers operate them , judging from  
those w ith whom I have had the  
pleasure of riding, I wonder if 
they  will las t any such length  of 
tim e. He builds up a fleet of 
ten  busses and then  stops; he 
finds th a t  his ten  busses m eet 
the  whole situation. We have now 
a fleet of ten, to serve th e  commun­
ity, and th ere  does not seem to be 
any need fo r expansion. Of course, 
the  situation and illustration are 
highly a rb itra ry , in consequence of 
building up in th is  m anner and 
stopping w ith a num ber of units 
related to the  service life of each, 
bu t these are  the  conditions re ­
quired if the  proposition th a t there  
is no depreciation present is, to 
have any foundation whatsoever.
Now, w ith  a stabilized business, 
our friend  could go on operating 
busses indefinitely, by tak ing  care 
of w hatever ordinary repairs there  
are, and by buying two new busses 
each year. He could go on m ain­
tain ing  the  system  indefinitely, op­
e ra ting  a fleet of ten  busses, m ain­
tain ing  the  volume of service to  a 
reasonable degree. Is there  any 
accrued depreciation? Of course, 
the  people on the  o ther side, the  
people who claim there  are all sorts 
of fallacies in straight-line depre­
ciation, do not take  th is  particu lar 
case. They say, “take the  case of 
railroad ties.” But, let us take th is  
case fo r the  m om ent; and, since we 
are in the  transporta tion  field, we 
a re  a t least m eeting them  p a rt­
way. In fact, in a large company 
there  m ight be a considerable num ­
ber of such units.
A t the  beginning of the  six th  
year, and each year thereafter, our 
friend m ust buy two new busses, 
m ust make regu lar replacements, 
but, if he proposes to  charge such 
replacem ents to operation, along 
w ith ordinary m aintenance, can we 
convince him th a t  there  is any ac­
crued depreciation present which
he has not taken  care of ? I 
imagine th a t  a  good m any of you 
have, a t  one tim e or another, had 
a case of th is kind on your hands, 
in which you were try in g  to demon­
s tra te  the  validity of accrued de­
preciation, and you have run  up 
against the  snag of the  fac t th a t  
m aintenance of the  property  is pos­
sible w ithout anyth ing  bu t regular 
replacem ents, which seems on the 
face of it, perhaps, to  deny th e  fac t 
of accrued depreciation. But, ju s t 
in outline form , because I do not 
w ant to bore you w ith  a long and 
carelessly concocted argum ent on 
an im portant subject, let me pre­
sent to you the  lines of a ttack  th a t  
I would take to convince m y client 
th a t  there  was accrued deprecia­
tion in such a case.
In the first place, we cannot ig­
nore the  m atte r  of repairs, th ink ­
ing of repairs in the  purely con­
ventional sense. I will not try  to 
distinguish sharply between re ­
pairs and replacem ents— th a t old 
story. B ut there  are  obviously cer­
ta in  costs to be incurred in keep­
ing a fleet of busses in condition to 
operate a t  all. Isn ’t  it perfectly 
obvious th a t  the  repairs would be 
increased steadily up to the  six th  
year ? They would be heavier the  
second year, the  th ird  year, and so 
fo rth , up to the  six th  year. I t  
seems to me th a t  th is  is a very sig­
nificant fact. For, assum ing the  
volume of business to be the  same 
a fte r  the  six th  year, the  fac t th a t  
repairs are g rea ter on the average 
th an  through th is period of season­
ing, would affect the net income. Of 
course, in the  last analysis, net in­
come has som ething to do w ith  
value. I would not go so fa r  as 
some who say th a t  it has every­
th ing  to do w ith i t ;  bu t it  has 
som ething to do w ith it. I t  seems 
to me th a t we will have g rea te r op­
era ting  expenses, h igher operating 
expenses a t certain  points, in the 
case of the  so-called seasoned prop­
erty , as compared w ith  the  brand- 
new property. The m aintenance 
cost—not including under th a t 
head anyth ing  which could be
called replacem ent, b u t ju s t or­
dinary m aintenance charges— 
would tend to be g rea te r in the  case 
of the  seasoned property  than  in 
the  case of the  new property. This 
fact will tend to  affect ne t operat­
ing revenue, regardless of the  vol­
ume of service produced, which 
would suggest th a t  perhaps there  
is not as g rea t a value present in 
the seasoned company, in the  es­
tablished company, as in  a brand- 
new situation.
N ext is the  question of the  vali­
dation of indebtedness, or the  vali­
dation of securities in general, 
referring  particularly  to  an incor­
porated situation. I t  seems to me 
th a t it  is highly dangerous from  
the standpoint of such validation to 
advance the doctrine th a t, ju s t be­
cause we can apparently  m aintain 
th is property  and keep on indefi­
nitely, there  has been no deprecia­
tion. The doctrine has of course 
been very much in favor by the 
security owners of public utilities, 
who try  to convince commissions 
th a t they  have never made any 
money, which very  often is the 
case, and th a t  they  would like to 
have an opportunity to make a 
little in th e  fu tu re ; and, since our 
commissions are so constituted 
th a t they  cannot get away from  
the fac t th a t  the  Supreme Court 
has laid down the  rule th a t  the  in­
vestor is entitled to  a fa ir  re tu rn  
on the  fa ir  value of the  investm ent, 
they  see the  key to  the  situation 
in “the value of the  investm ent.” 
In o ther words, we have set our 
faces in the  direction of m aintain­
ing the investm ent, and against 
anyth ing  tending to pull it down. 
You can find a basis of rational 
self-interest present in the  situa­
tion, even though the  argum ent i t ­
self m ay not be particularly  ra ­
tional. The th ing  is understand­
able, bu t th a t  is not saying th a t  
it  is sound.
B ut as sta ted  before, it  seems to 
me th a t it  is a very dangerous doc­
trine  from  the  standpoint of the  
validation of securities. A fte r all, 
while the  assum ption of the going
concern is one of the  accountant’s 
cardinal assum ptions, w ithout 
which he cannot proceed very fa r, 
even g ran ting  the  soundness of 
th a t assum ption, in the  back­
ground of our minds we m ust keep 
the possibility of liquidation be­
fore us; and, it  seems, to me th a t 
is a ra th e r  im portan t point in con­
nection w ith  accrued depreciation 
on established property. How can 
we say th a t  the  equities of bond­
holders, stockholders, and other 
parties involved, are  really sub­
stan tia ted  and validated ju s t be­
cause we are going to be able to 
m aintain service more or less in­
definitely, if all conditions are fav­
orable, when our property  is com­
posed of a g rea t m any units, the 
average rem aining life of which is 
ju s t  about half of w hat it was 
when acquired new? There is cer­
tainly som ething by way of an 
argum ent against the  doctrine th a t 
there  is no depreciation in these 
complex settled and established 
properties th a t  is not provided for 
by ordinary m aintenance charges 
from  the standpoint of the  protec­
tion of the  various security 
holders. To m y mind, w hat has 
happened is th is, p a rt  of the  capi­
ta l has e ither been retu rned  to the 
stockholders or has been lost (un­
less the public has definitely 
gran ted  some special protection). 
In competitive industry  a t any ra te  
there  is no protection, and the 
funds of security  holders would be 
impaired, it seems to  me, if no pro­
visions were made fo r accrued de­
preciation.
A th ird  point th a t  attacks the 
m ain prem ise of th is  objection to 
theoretical depreciation, is the  
question of quality of service. I t  
is all very well to assum e th a t  you 
will have 100 per cent service in­
definitely w ith  a seasoned prop­
erty . But, it is another th ing  to be 
able to dem onstrate, as fa r  as 
q u a lity  is concerned, th a t  you will 
have 100 per cent.
Personally, I like to ride in a rail­
road car th a t  has good seats, as 
compared to these cars—I hope
none of you have been afflicted 
w ith them — on some of th e  small 
lines. Quality of service is cer­
tain ly  im portan t in m easuring th a t 
u ltim ate product, the  satisfaction 
of the  custom er. In the  competi­
tive field a t  any ra te , th is is sig­
nificant. The chap w ith  the  sea­
soned busses would not have as 
satisfacto ry  a layout, in my judg­
m ent, as a com petitor w ith a  brand- 
new flee t; he would not have as 
productive a layout, from  the  
standpoint of quality of service. 
And is there  not some question of 
lim itation of value, because we are 
not producing the  quality of serv­
ice th a t  we could w ith a brand new 
outfit? There is no such th ing  as 
a brand-new outfit, they  m ay say. 
I do not th ink  th a t  invalidates 
m y objection even though i t  may 
be true  in certain  cases.
As a fo u rth  consideration, it  
seems to me th a t  we m ay a ttack  
the  fundam ental prem ise of the  no­
depreciation theory  more directly. 
Volume production m ay actually be 
less in the  case of a so-called sea­
soned or established property, as 
compared w ith  a new property. 
There is undoubtedly a tendency 
tow ard g rea te r operating efficiency 
in case of the  newer units, of 
course, in w hatever field you are 
dealing w ith. If  you are  dealing 
w ith transporta tion , there  is more 
likelihood of breakdown and de­
lay in the  case of worn equipment. 
W ith one thousand fre igh t cars 
seasoned, w ith an average life of 
50 per cent of the ir expected nor­
mal life when purchased, I do not 
believe you can get as  much serv­
ice as you can w ith  1000 new 
fre ig h t cars, although I don’t  
know th a t  I can prove it. If  th is 
is tru e  it  invalidates more or less 
the  m ain point upon which all of 
these contentions are being hinged, 
namely, th a t  we can go rig h t on 
producing indefinitely, w ithout im­
pairm ent of traffic or volume of 
service or volume of production, by 
ju s t keeping up the property  w ith 
ordinary replacem ents, and th ere ­
fore, th a t  there  is no depreciation
in excess of such replacem ents. 
Of course, you never will replace 
all of the  property  a t once. There­
fore, it  is very plausible to accept 
the  doctrine. But, it  seems to  me, 
a t the  same tim e, m eeting the 
proposition fairly  on its  own 
ground, we can say there  is seri­
ous doubt as to w hether in m ost 
lines of property  the  actual volume 
of production can be m aintained 
by a plant th a t  has gone th rough  
th is process of establishm ent, as 
compared w ith a brand-new one, if 
we could find such a comparison.
More serious th an  any of these 
m inor objections to the  theory  th a t  
there  is no depreciation on sea­
soned properties, however, is the  
fundam ental objection to the  m ajor 
assum ption on which the  theory  
rests. I do not believe th a t  100 
per cent service connotes 100 per 
cent of basic value. I th ink  th is 
flies in the  face of all our experi­
ence. I t  is, I know, very common­
ly accepted, bu t I doubt very much 
if  it can be substan tia ted  if  you 
give it  a careful exam ination. I t  
seems to me, in the  very natu re  of 
the  case, th a t  the  capital cost of 
producing service tends to be dim­
inished as the  property  becomes 
aged. F or instance, take  a resi­
dence; as fa r  as the  cubage is  con­
cerned, as f a r  as shelter from  the 
rain  is concerned, up to a certain  
stage of roof deterioration, the  vol­
ume of service is ju s t the  same. In 
fact, there  are people who like to 
buy old houses, in New England, 
fo r example, feeling th a t, from  the  
aesthetic  point of view, they  can 
get more service from  the  old 
property  than  from  new. I t seems 
to me th a t  it  is characteristic  of 
fixed assets th a t  the  capital cost 
tends to decline w ith age. A Ford 
car, trundling along on perhaps its  
last trip  will carry  roughly the  
same load it would when it s ta rted  
out in all its  p ristine  glory, w ith a 
new coat of p a in t; it  will carry  ju s t  
about the  same load, and won’t  re ­
quire very much more power to 
propel it. And barring  accident, it 
will arrive a t its  destination w ith
th e  load in about the  same tim e as 
in th e  case of a brand-new car, or 
in the  case of the  same car a t  the  
beginning of its  life. Yet obviously 
such a  car is depreciated. As a 
m atte r  of fact, all th rough  produc­
tion, the  volume of service does not 
tend to  decline as the  capital value 
tends to decline. Am I not rig h t 
about th a t?  An old house, an old 
facto ry  building, will tend to  pro­
duce somewhere in the  neighbor­
hood of the  same volume of service 
as a new one. But, certainly we can 
say th a t  th is  is no basis upon which 
we can m easure values. The produc­
tion of service is simply one of 
those th ings th a t  has to be taken 
fo r gran ted  if  th e  property  is to  
have any value. I t  is not property  
w orth  considering if i t  is  not pro­
ducing. W hen we say th a t  a prop­
e rty  cannot depreciate below 70 
per cent of its cost new, because its 
efficiency cannot be allowed to de­
cline to less th an  70 per cent of 
cost new, aren ’t  we in danger of 
stepping into a serious fallacy?
Now, th is  leads directly to the 
question of surplus funds, th a t  I 
have mentioned. If  th e  proposi­
tion  is generally tru e  th a t  the  serv­
ice-producing power of a property  
does not decline in proportion to its 
age, th ere  is doubtless some ten ­
dency fo r an accum ulation of funds 
as a  resu lt of orthodox deprecia­
tion  charges. Take an office build­
ing, fo r exam ple; we can give ju s t 
a s  m any dentists and doctors space 
in a building 25 years old as we 
could in a  building brand  new, al­
though the  question of ra te s  is an­
o ther s to ry ; bu t if th a t  is true, 
doesn’t  it  follow th a t  the  estab­
lished business is likely to have 
surplus funds built up through  de­
preciation charges, if  they  have 
been following a depreciation pol­
icy th a t  we would say was conven­
tional or orthodox? T hat is, they  
will have money th a t  they  do not 
know w hat to do w ith ; they  will 
have capital fo r which there  is no 
im m ediate need. The reason we 
have not noticed th is  development 
much in Am erican business is be-
( C ontinued on page 214)
SOLUTION TO PROBLEM I (AUDITING) OF 
OKLAHOMA C. P. A. EXAMINA­
TION — OCTOBER, 1926
(Published on page 175 o f June, 1927 issue.)
PROCEDURE OF SOLUTION.
The first step in the solution of this 
problem, is the calculation of the inven­
tory at the date of the fire. This is ac­
complished by using the form ula for de­
term ining cost of goods sold, viz., begin­
ning inventory plus purchases minus final 
inventory equals cost of goods sold. U s­
ually  the unknown item  is the cost of 
goods sold, but the form ula is  equally  
useful in determ ining any one of the 
item s if  all the others are known. A b­
breviating the item s in the equation  
stated above we would have:
B. I. +  P. —  F. I. =  C. G. S.
Changing the places of F. I. and C. G. S. 
we have
B. I. +  P. —  C. G. S. =  F. I.
In this problem there is no beginning  
inventory, so it  is  obviously included with  
purchases, $90,000.
The problem states that gross profit 
is  40 per cent of sales, so the cost of 
goods sold is 60 per cent of sales or 60 
per cent of $110,000, which is $66,000.
Substituting these figures in  the for­
m ula we get $90,000 —  $66,000 =  $24,-
000, for the final inventory.
A pplying the percentages agreed on 
for  the adjustm ent of the losses on fur­
niture and fixtures (75 per cent o f $7,- 
500) and store building (90 per cent of 
$35,000) we obtain $5,625 and $31,500 
respectively for the amounts payable by 
the insurance company on these proper­
ties. These adjustm ents leave $1,875 and 
$3,500 respectively as the uninsured 
lo sses, there being no uninsured losses 
on merchandise.
The journal entries have been con­
structed on the theory that the adjust­
ment agreed to creates a liability  on the  
part of the insurance company that w ar­
rants book entries against the insurance 
company for the amounts agreed on. 
The losses not covered by insurance are 
charged against Surplus after all such 
losses have been first gathered in  a “Fire 
Loss Adjustm ent” account.
Although not called for  in the problem  
we are showing a balance sheet and 
profit and loss statem ent, in order to 
show the effect on the business o f the 
fire loss and adjustments.
Diamond Jewelry Company
JOURNAL ENTRIES TO A DJU ST THE  
BOOKS
Inventory (estim ated) ... $24,000
Cost of Goods Sold ........  66,000
Purchases .....................  $90,000
Entry based on the a s­
sumption that cost of 
goods sold is  60% of 
sales.
Insurance Company ......  24,000
Inventory (estim ated) 24,000
Charging entire loss on 
inventory to insurance 
company.
Insurance C om pany........  5,625
Furniture & F ixtures 5,625
Charging 75% of loss on 
furniture and fixtures 
to insurance Company.
Insurance C om pany........  31,500
Store Building ............. 31,500
Charging 90% o f loss on 
store building to in ­
surance company.
Fire Loss Adjustm ent ... 5,375
Furniture & F ixtures 1,875
Store Building ............. 3,500
W riting off the unin­
sured fire loss.
Surplus .... .......................... 5,375
Fire Loss Adjustm ent 5,375
To transfer to Surplus.
Diamond Jewelry Company
BALANCE SHEET  
November 1, 19—
A SSETS
Cash ........... .......................................  $1,000
Accounts Receivable ................... 10,000
Insurance Company ...................... 61,125
Real E state ....................... .............  50,000
Total A ssets ............................... 122,125
LIABILITIES
Accounts Payable ................ .........  $30,000
N ET WORTH
Capital Stock .................  $50,000
Surplus ............................  42,125 92,125
Total Liabilities and 
N et Worth ............. $122,125
Diamond Jew elry Company 
PROFIT A N D  LOSS STATEM ENT  
for the period ending Novem ber 1, 19—
Sales ................................................. $110,000
Cost o f Goods Sold:
Purchases and B egin­
ning Inventory ...... $90,000
Less —  Inventory, end 24,000
Cost of Goods
Sold 66,000
Gross Profit on Sales .... 44,000
General and Adm inistrative E xpenses:
Salaries ..........................  5,500
Insurance ...................... 1,500
General ..........................  18,000 25,000
N et Profit on Sales ......  19,000
Extraordinary loss due 
to fire on November 1 5,375
N et Profit for  pe­
riod ... ................ 13,625
Surplus, balance before 
closing ............................  28,500
Surplus, per Balance 
Sheet ...... ........................  42,125
C. P. A. EXAMINATION QUESTIONS, 
DISTRICT OF COLUMBIA, MAY, 1927
THEORY A N D  PRACTICAL 
ACCOUNTING
First Session— May, 1927, Exam ination
I.
(F ifty  Points)
On January 1st, 1926, the U. S. Hold­
ing Company w as organized, its  capital 
stock was sold for  par, and it  acquired 
for cash as of that date the entire com­
mon capital stock of the W estern M fg. 
Co. of Chicago and the Eastern M fg. Co. 
of Boston and 80 per cent of the common 
stock of the Southern M fg. Co. of A t­
lanta.
On December 31, 1926, the trial bal­
ance of the U . S. Holding Company 
showed the follow ing accounts:
Debits
Cash ........................................ .......  $220,000
Accounts receivable—
Due from  Eastern M fg. Co. 100,000 
Investm ents in subsidiaries at 
cost—
W est’n M fg. Co., 10.000 shs. 1,750,000 
E ast’n M fg. Co., 5,000 shs... 320,000 
South’n M fg. Co., 6,400 shs. 1,280,000 
Dividends paid—
On preferred stock ...............  90,000
On common stock .................  200,000
Total ... -..............................  3,960,000
Credits
Dividends received ...................  $460,000
Capital stock—
Preferred $100 par ...............  1,500,000
Common $100 par .................  2,000,000
Total ...................................  3,960,000
The follow ing are trial balances of the  
subsidiary corporations at the same d ate:
W estern M fg. Co.
Debits
Cash ...............................................  $150,000
Accounts and notes receivable 850,000
Raw m aterial p u rch a ses........... 840,000
Labor ..............................................  560,000
M anufacturing expense ........... 350,000
Selling expense ...— ................. 100,000
Adm inistrative expense ........... 50,000
Plant and machinery ...............  1,000,000
Dividends paid—
Preferred ...................................  60,000
Common .....................................  300,000
Inventory Jan. 1, 1926 ............. 250,000
Due from  Eastern Mfg.Co.......  130,000
Good w ill ... .............................. ..................... .....
Deficit Jan. 1, 1926 ... ......................................
Total ...................................  4,640,000
Credits
Notes and accounts p a y a b le .... $200,000
Due to U . S. Holding Co................................
Due to W estern M fg. Co................... .............
Sales ...................... ................ ...... 2,125,000
Profit on sale of m ach in ery ..........................
Capital stock—
Preferred .............................. ..... 1,000,000
Common ........— ........ .— ...... 1,000,000
Surplus Jan. 1, 1926 ... ..... ...... 315,000
Total ................................... 4,640,000
Eastern Mfg. Co.
Debits
Cash ............ .................................... $50,000
Accounts and notes receivable 210,000
Raw m aterial purchases ........  775,000
Labor .............................................. 250,000
M anufacturing expense ..........  130,000
Selling expense ................ .........  60,000
Adm inistrative expense ..........  30,000
Plant and Machinery ... ...........  600,000
Dividends paid—
Preferred .............. ..... ........................... .........
Common .........................................................
Inventory Jan. 1, 1926 ............  150,000
Due from  E astern M fg. Co..........................
Good will .................... ............ ............................
Deficit Jan. 1, 1926 ...................  145,000
Total ...................................  2,400,000
Credits
N otes and accounts p ayab le ....  $120,000
Due to U. S. Holding Co........... 100,000
Due to W estern M fg. Co...........  130,000
Sales ........................................... 1,250,000
Profit on sale o f m ach in ery ..........................
Capital stock—
Preferred .... ..............................  300,000
Common ... ................................. 500,000
Surplus Jan. 1, 1926 .... ..................................
Total ...................................  2,400,000
Southern Mfg. Co.
Debits
Cash .................................. .............  $60,000
Accounts and notes receivable 350,000
Raw m aterial purchases ........  490,000
Labor ..............................................  350,000
M anufacturing expense ..........  160,000
Selling expense ....... .................. 100,000
Adm inistrative expense ..........  40,000
Plant and machinery ...............  800,000
Dividends paid—
Preferred .................... ................................ ...
Common .....................................  200,000
Inventory Jan. 1, 1926 ....... ....  150,000
Due from  Eastern M fg. Co................. ..... ...
Good w ill ........................................  200,000
Defict Jan. 1, 1926 ................ ...........................
Total ...................................  2,900,000
Credits
N otes and accounts payable.... $475,000
Due to U. S. Holding Co................. ........ .....
Due to W estern M fg. Co.................................
Sales ...................................... ......... 1,200,000
Profit on sale o f m ach in ery .... 25,000
Capital stock—
Preferred ............. .............................
Common .... ..............................  800,000
Surplus Jan. 1, 1926 .................  400,000
Total ..................... ............  2,900,000
On December 31st, 1926, these com­
panies had the follow ing inventories 
which were priced at cost:
W estern M fg. Co.........................  $500 000
Eastern Mfg. Co........................... 275,000
Southern M fg. Co........................  300,000
Provision has been made in the fore­
going statem ents for depreciation, ac­
cruals and prepaym ents and the assets  
shown therein are properly valued.
D uring the year 1926 the W estern  
M anufacturing Co. sold to the Eastern  
M anufacturing Co. merchandise which 
cost $500,000 to produce, at a profit o f  
25 per cent on cost which is included in 
the sales of the W estern Co. and in the  
purchases of the Eastern Co. Of this
amount $125,000 still remained undis­
posed o f a t December 31st, 1926, and is  
included in the inventory of the Eastern  
Co.
During the year the Southern Manu­
facturing Co. sold machinery to the E ast­
ern M anufacturing Co. at $225,000, which 
w as $25,000 in excess of the value at 
which it  w as carried on its  books.
From the foregoing data prepare a  
consolidated balance sheet, consolidated 
income and expense, and consolidated  
surplus account.
II.
(Twenty-five Points)
W hat is  the R etail Inventory method?
Illustrate by exam ple its  operation  
show ing original mark up, mark downs, 
subsequent mark ups, mark downs for  
special sales and determination of in­
ventory value for balance sheet pur­
poses.
In what retail businesses would you  
recommend its adoption and in w hat 
retail businesses would you not consider 
it  practicable to install this method ? 
Give reasons.
III.
(Tw elve and One-half P oints)
The balance sheet of the Sm ith-Jones 
Co. at January 1st, 1927, shows the fo l­
low ing assets and liabilities:
A ssets
Land, buildings and machinery. $469,750
Merchandise inventory .............  113,300
Accounts receivab le ...................... 197,500
Cash ............ ............... ......................  61,700
Good will .........................................  100,000
942,250
Liabilities and Capital
Accounts p a y a b le ............ ............. $64,750
M ortgage bonds ............................ 100,000
Cap’l s f k —Preferred $250,000 
Cap’l s t’k— Common... 460,000
-------------  650,000
Surplus ...................... .....................  127,500
942,250
A s of the date of the balance sheet 
the assets w ere transferred to and the  
liab ilities w ere assumed by a new cor­
poration, paym ent therefor being made 
on the follow ing basis:
For each share o f preferred in the old 
company there w as issued one share of 
first preferred in the new  company, and 
for each share of common one share of 
second preferred and one share o f no 
par value common.
Required: 1st. Opening balance sheet 
o f the new company assum ing that the 
no par value stock had no stated or de­
clared value.
2nd. Opening balance sheet assum ing  
that the new  no par stock has a declared 
value of $5 per share.
A ssum ing that the consideration had 
been one share of new 1st preferred for  
each share of old and 1½ shares of 2nd 
preferred and 5 shares o f no par value 
common for  each share of old common.
Required: 1st. Opening balance sheet 
i f  the no par value common had no de­
clared or stated value, and
2nd. Opening balance sheet if  the no 
par value stock had a stated value of $5 
per share.
IV.
(T w elve and One-half P oints)
A , who has successfully operated a 
business as a sole trader for a number of 
years, decides, on account of expansion, 
to take in a partner.
His statem ent of affairs at the tim e 
appeared as under:
A ssets
Cash ...................................  $5,000
Accounts receivable......  10,000
Inventory ............. ............  7,500
Fixed assets ...................  10,000
Proprietor’s advance
drawing of salary .... 500
--------------  $33,000
Liabilities
N otes p a y a b le ......... ........ $5,000
Accounts payable ........  15,500
------------- 20,500
N et worth .... .......................  12,500
B goes into partnership w ith him , with  
the understanding that they share profits 
and losses equally, and agrees to pay a 
sum equal to one-half of A ’s actual net 
worth plus $5,000 to cover good w ill.
State the method by which th is good 
w ill m ay be handled and submit journal 
entries to open the books of the part­
nership under the methods suggested.
THEORY A N D  PRACTICAL  
ACCOUNTING  
Second Session— May, 1927, Exam ination  
I.
(F ifty  P oints)
The capital stock o f the ABC Corpora­
tion w as owned by A , B, and C in the 
follow ing proportions:
A— 70 per cent.
B—  5 per cent.
C— 25 per cent.
A  post closing trial balance taken Oc­
tober 31, 1925, shows the follow ing as­
sets and liabilities:
Trial Balance October 31, 1925
Dr. Cr.
Cash ...................................
Accounts receivable
$3,000
(Custom ers) ...............
Accounts receivable
45,000
(Stockholder A ) ......
Accounts receivable
3,000
(Stockholder C) ........ 1,000
Inventory .......................... 10,000
Plant machinery .......... 76,000
Autom obiles ................... 61,000
Garage equipment ........
Office furniture and
1,000
fixtures ... ...................... 2,000
Containers ...................... 17,000
Gasoline and oil ............. 300
Prepaid insurance ........ 300
Prepaid taxes ... ............. 100
Accrued w ages ............. $1,000
N otes payable ............... 4,000
Accounts payable ........ 68,000
Reserve for  depreciat’n 81,000
Capital stock ................. 40,000
Surplus ............................ 25,700
219,700 219,700 
Mr. A  and Mr. B, being desirous of 
retiring from  business, open negotiations 
w ith Mr. X for its purchase. The result
of these negotiations w as th at Mr. X  
revalued certain of the assets as follow s:
P lant machinery ... .........................  $74,000
Automobiles ..................................... 38,000
Garage equipment ............................  1,000
Office furniture and fixtures .......  2,000
Containers ................................ ......... 17,000
Im provements to leasehold  
which have been entirely  
w ritten off on the books of
the old ABC C orporation........  15,000
Good will ......................... .................. 18,000
165,000
and agreed to pay Mr. A  and Mr. B the 
sum of $123,750 in cash and issue to Mr.
C, who desired to continue in the busi­
ness, stock in the amount of $41,250.
It was also agreed that cash should 
be given to M essrs. A , B, and C for  
merchandise inventory, prepaid taxes  
and insurance and inventory of gasoline  
and oil, at the figures shown on the 
above trial balance, in proportion to their  
ownership of the company’s stock, and 
that M essrs. A , B, and C would take  
over the cash and accounts receivable 
and liquidate the company’s entire in­
debtedness. The accounts receivable all 
proved to be collectible.
It is desired to retain the charter of the 
old ABC Corporation, it  not being con­
sidered advisable to  organize a new cor­
poration.
In order to properly carry out these  
agreem ents, the capital stock o f the 
ABC Corporation w as raised to $185,000, 
o f which $20,000 w as sold for cash.
You, as an accountant, are called in 
to advise the proper method of handling  
these transactions and to determ ine the 
net amount of cash and stock which A,
B, and C will receive.
W hat would your advice be, under the 
circumstances, and how much would A,
B, and C receive as a result of these  
transactions?
Show the necessary journal entries and 
balance sheet a fter they have been car­
ried through the books.
II.
(Twenty-five Points)
The Potomac Sales Company have 
been selling their merchandise for cash, 
on open account (30 to 60 days) and 
on the installm ent plan (20 per cent 
down and 5 per cent per m onth). Here­
tofore the profit on the installm ent sales 
has been taken up when the sale w as 
made. Owing to the large increase in  
its  installm ent business it  is deemed ad­
visable to change the method of keeping  
its books and defer the income from  in­
stallm ent sales until the collections, are 
actually made and you are employed  
to make such adjustm ents to the com­
pany’s balance sheet at January 1st, 
1927, as m ay be necessary to show the 
deferred income at that date and design  
and install a system  of accounts which 
w ill account for the installm ent sales 
on the new basis.
1st. W hat investigation and analysis 
of the accounts would be necessary to
adjust the balance sheet at January 1,
1927, to the new basis?
2nd. W hat new accounts w ill it  be 
necessary to provide under the new  
method ?
3rd. Illustrate by journal entry the ac­
counting for the original installm ent 
sale, subsequent collections, repossessions 
of merchandise through default of pay­
ment, and sales to others of the repos­
sessed merchandise.
III.
(Twelve and One-half Points)
The balance sheet of the Blank Co. at 
December 31, 1925, showed the follow ing  
assets and liabilities:
A ssets
Cash ................ ..................... .............. $1,500
Accounts receivable ............ ......... 175,000
Merchandise inventory ...............  340,000
Land, buildings and equipment... 250,000
Total .......................................  766,500
Liabilities and Capital
N otes and accounts payable ....$450,000
Capital stock ...................................  200,000
Surplus ..............................................  116,500
Total .............. ........................  766,500
On January 1st, 1926, the company 
being unable to m eet its  current obliga­
tions is placed in the hands of a receiver 
for the purpose of working out the situ­
ation.
The receiver in taking over the affairs 
of the company placed a value of $255,-
000 upon the inventory and a value of 
$149,000 upon the accounts receivable 
which values it  w as expected he would 
be able to realize.
The receiver operated the business un­
til January 1, 1927, at which date he 
reported to the court the follow ing con­
dition after paym ent of all receiver’s ex ­
penses:
Cash .... ......... ...................... ...............  $47,000
Accounts receivable (good and
and collectible) ..........................  63,000
Merchandise inventory ...............  77,500
Land, buildings and equipment 255,000
Accounts payable ..........................  140,000
The court thereupon ordered the prop­
erty turned back to the stockholders.
Draw up journal entries for the fo l­
lowing:
1. Corporation books, transfer of as­
sets to receiver.
2. Corporation books, recovery of as­
sets from  receiver.
3. R eceiver’s books, opening entries.
4. R eceiver’s books, closing entries.
Show also a balance sheet of the cor­
poration after the recovery of the assets.
IV.
(Tw elve and One-half Points)
Smith, Jones and Brown are partners 
in a business in which their capital ac­
counts stood as follow s:
Smith ................................................  $100,000
Jones ................................................  50,000
Brown ................................................  50,000
Their partnership agreem ent states 
that they are to share profits on the fo l­
lowing basis:
Smith .........................................60 per cent
Jones .......................... ......................20 per cent
Brown ......................... ................. .20 per cent
During the first year of their opera­
tion, Brown withdrew $10,000, and the 
business suffered a  loss o f $20,000.
It was decided to close the business.
N ot being able to determine in  ad­
vance w hat the assets would bring, the 
partners agreed that as the assets were 
liquidated, distribution w as to  be made 
in such a  manner as to avoid, as far  as 
possible, paying a partner cash that he 
m ight later be called upon to pay back 
to another partner.
The follow ing distributions of cash 
were made:
October .... ...........................................  $18,000
November ................................. ........ 12,000
December .....................................-...... 48,000
Show the partners’ accounts to dis­
close how these cash paym ents should 
be distributed, keeping in mind the 
agreem ent given above.
THEORY A N D  PRACTICAL  
ACCOUNTING  
Third Session— May, 1927, Exam ination
A t the close o f the year December 31,
1926, the trial balance of the “A ” Com­
pany, Inc., was as follow s:
Dr. Cr.
Cash ... . .......................... $10,000
Trade acceptances .... 10,000
N otes receivable ......  10,000
Accounts receivable—
Customers ... -..........  100,000
Accounts receivable—
M iscellaneous ........  10,000
Reserve for  bad debts $10,000
Factory control ........  400,000
Temporary invest­
m ents ........................  20,000
Accrued dividends
receivable ... ............ 5,000
Prepaid insurance .... 10,000
Prepaid expenses ... ... 5,000
Bond sinking fund.... 90,000
Bond sinking fund
uninvested funds....  10,000
Bond d isco u n t............. 15,000
Preferred stock sink­
ing fund ..................  20,000
Plant and machinery 1,100,000 
Reserve for  depre­
ciation ..... ...............  400,000
N otes payable, 6%.... 100,000
Accrued dividends
payable ........................  30,000
Accounts payable .... 100,000
Joint plant construc­
tion (contra) ........  10,000
Bonds authorized 6%
Dec. 31, 1931 ... ....  500,000
Unissued bonds ........  200,000
Capital stock—
Common ................... 500,000
Capital stock—
6% preferred ........  100,000
Surplus ...................... 75,000
Sales .............................. 1,000,000
Cost of sales ............  400,000
Shipping expense _  60,000
Selling expense ... ..... 200,000
Office expense ... ......... 90,000
Bad d e b ts ............ ......... 10,000
M iscellaneous income 10,000
Int.— N otes payable... 4,000
Int.— Bonds ............ ....  6,000
Discounts ......... ..........  50,000
2,835,000 2,835,000
You have audited the above accounts 
subject to any questions you m ay de­
velop from  analysis of the follow ing in  
conjunction w ith the trial balance:
A nalysis Cost Control Follows:
Balance Jan. 1, 1926.
Inventories Jan. 1, 1926:
Finished stock ......  $250,000
Work in p r o c e ss .... 50,000
M aterials ................  80,000
Supplies ................. 10,000
-------------  $390,000
Distributed to depart­
m ent during the  
year:
Direct labor ........... $150,000
Indirect labor ........  50,000
M aterials purch’ed 100,000 
Supplies purchased 20,000
Factory taxes ........  20,000
Factory insurance 15,000 
M iscellaneous fac­
tory burden ......  55,000
------------- 410,000
800,000
Credits Dec. 31, 1926.
General ledger con­
trol (cost of sa les) $400,000 
Balance Dec. 31, 1926.
Inventories Dec. 31, 1926:
Finished stock ......  $250,000
Work in p r o c e ss .... 50,000
M aterials .................  80,000
M fg. supplies ........  10,000
F actory overhead 
expense unab­
sorbed by distri­
bution to goods 
a s  f i n i s h e d  
through error in
calculation ........  10,000
-------------  400,000
800,000
Trade Acceptances
The company discounted on December
18, 1926, a sixty-day trade acceptance 
dated December 15, 1926, for  $10,000.
Temporary Investm ents
This item  comprises 200 shares of 
Company “C,” Inc., 6 per cent cumulative 
preferred stock on which there is 5 years 
back dividends unpaid as shown by the 
“Accrued Dividends Receivable A c­
count.” The m arket value o f this se­
curity is 80 as at December 31, 1926, and 
is  held as collateral on notes payable.
Bond Sinking Fund
This item  comprises 100 o f the com­
pany’s bonds of $1,000 each purchased  
for  the sinking fund at 90. The sinking  
fund provides that $30,000 of the bonds 
shall be purchased for the sinking fund  
annually. F ive years have elapsed since 
the bonds w ere issued to the extent 
shown by the trial balance. The balance 
in the fund represents three years pay­
m ents plus interest thereon less trustees  
commissions.
Bonds Discount
This account was charged originally  
w ith $15,000, being 5 per cent on the  
$300,000 sold. Interest paym ents July 1 
and January 1.
Preferred Stock Sinking Fund
This item  represents 250 shares pre­
ferred stock purchased during 1926 a t  
80. The Preferred stock w as issued 5 
years ago and it  w as required that it  be 
retired at the rate of $10,000 annually. 
The company, however, has been unable 
to comply entirely w ith th is provision. 
The 250 shares have been retired.
Accrued Dividends Payable
This represents accumulated dividends 
on the preferred outstanding ($100,000) 
at 6 per cent for 5 years. The directors 
have not deemed it  advisable to have  
dividends paid.
N otes payable has not been changed  
during the year.
Accounts Payable
This item  included $10,000 advanced 
by the “A ” Credit Company and is se­
cured by $15,000 of the accounts receiv­
able. Accounts payable at beginning of 
year included all accrued expenses and 
income. This item  at end of year does 
not include accrued interest or income 
taxes.
Joint Plant Construction Account 
(Contra)
This represents equipment at cost in­
stalled by the “B” Company, Inc., in  
December, 1924. The “A ” Company, Inc., 
is not required to pay for th is in m oney  
but agreed to render certain services 
during the five years im m ediately fo l­
low ing January 1, 1925.
Plant and Machinery
This item  comprises land valued at  
$100,000 and balance in plant and equip­
m ent having an estim ated life  of only 10 
years.
Instructions
Prepare journal entries on general and 
factory books, balance sheet, cost sta te­
ment, profit and loss account and w rite  
essay  of report.
AUDITING  
May, 1927, Exam ination
A nswer all questions.
Relative w eight, No. 1, 50 points, 
others 10 points each.
I.
You are requested to make an audit 
of the A Corporation, the trial balance of 
which contains the follow ing accounts: 
Accounts payable.
Accounts receivable.
Bonded debt.
Buildings.
Cash.
Capital stock preferred.
Capital stock common.
Good will.
Inventory—Raw m aterials.
Inventory—Work in process.
Inventory— Finished goods. 
Investm ents.
Machinery and tools.
M ortgage payable.
N otes payable.
N otes receivable.
Office furniture and fixtures.
Patents.
Real estate—Plant site.
Real estate— Commercial.
Sales.
Sinking-fund.
Cost of goods sold.
Reserve for overhead.
Adm inistrative expense.
Factory expense.
Selling expense.
Discount on purchases.
Interest received.
Rental received.
Discount on sales.
Interest paid.
Expenses— Commercial block.
Prepare a program to be followed by  
your assistants in conducting a balance 
sheet audit, indicating what methods o f  
verification are to be used.
II.
Explain fu lly  w hat precautions you 
would take to see that all income w as 
accounted for  in the follow ing busi­
nesses :
R estaurant.
Hotel.
Club.
Civic organization.
III.
How would you verify  securities in the 
follow ing instances:
Held by bank as collateral on loan.
Held by other brokers.
In transit to correspondent.
In safe  deposit vault.
IV.
A  client company suspects that its  
m anager is  hiding large losses o f m a­
terial spoiled in the process o f manu­
facture and asks you to determine 
whether or not such is the case. How  
would you determine the truth in the  
m atter ?
V.
A  salesm an in order to consummate 
a sale of machinery allowed the pur­
chaser one-half of the regular comm is­
sion in addition to the cash discount. 
State the proper method o f m aking the 
entry on purchaser’s books.
VI.
W hat special features would you in­
vestigate in an audit o f the follow ing  
businesses:
Brokerage Firm.
Banking Firm .
Coal M ining Company.
Bus Transportation Company.
COMMERCIAL LAW  A N D  INCOME  
TAX
May, 1927, Exam ination  
A nsw er 10 of the 15 questions. 
Relative w eight 10 points each. 
Contracts
Number 1. Define contract, g iv ing  in  
your definition the essentials.
Number 2. A creditor agrees to accept 
50c. on the dollar from  his debtor, pro­
viding the other creditors agree to the 
same. Is this agreem ent binding ? 
State your reason.
Number 3. A, the executor of B ’s e s­
tate, orally promises to pay $100 of his 
money to C, the son of B, providing C 
would not contest the will. Can C hold 
A  to his prom ise? State your reason.
N egotiable Instrum ents
Number 1. Define a negotiable instru­
m ent and name some o f its  commonest 
form s.
Number 2. W rite a form  of negotiable 
instrum ent and explain what are the e s­
sentials.
Number 3. The D istrict M anufacturing 
Company gave a note for a purchase of 
m aterial which reads as follow s: 
“W ashington, D. C. January 2, 1926.
Three months after date w e promise 
to pay to the order of the XYZ Company 
three hundred fifty  dollars ($350) for
value received, at the ................. N ational
Bank.
(Signed) JOHN SMITH,
President.
WM. F. BROWN,
Treasurer.”
This note was w ritten on blank note, 
across the margin of which appeared the  
words “D istrict M anufacturing Com­
pany.” The note was discounted by the 
payee at the N ational Trust Company, 
and upon nonpayment thereof, the bank 
brought suit against Smith and Brown.
Question
Could the bank recover ? State the  
reasons.
Number 4. A  made a prom issory note 
to the order of B for $1,000. B, in fraud 
o f A , altered the note and made it  read  
$2,000, and in that form  it came into the 
hands o f C, a holder in due course, not a 
party to the alteration. The note not 
having been paid a t m aturity, C sues A  
on it. Does he recover? Explain fu lly .
Partnership
Number 1. A  and B w ere equal part­
ners. A t the tim e the firm became bank­
rupt, it had assets o f $20,000 and liabili­
ties of $30,000. A  had individual prop­
erty o f $10,000 and owed $4,000. B had 
no individual property, but owed $1,000. 
State how the firm property and the  
individual property would be distributed  
am ong the various creditors.
Number 2. State how a partnership  
m ay be term inated, and g ive an exam ple  
under each method.
Corporations
Number 1. Upon the form ation o f the 
Blank Corporation, A  subscribed for  100 
shares o f the capital stock a t $100 a 
share, but paid in only 50 per cent of 
his subscription. The company becomes 
insolvent and B, to whom the compan y  
owes $5,000, begins a suit aga inst A to 
recover the amount. Can he recover?
Give your reasons.
Number 2. A  Corporation chartered to 
engage in the m ining business only en­
tered into a contract to furnish electricity  
to the city  of X for five years. The con­
tract w as to begin six  months later. 
Five months before the beginning of the 
contract the corporation repudiated it. 
W hat remedy, i f  any, has the city ?
Number 3. In w hat w ay does a joint 
stock company resem ble a corporation? 
A  partnership?
Bankruptcy
Number 1. State fu lly  the five acts of 
bankruptcy.
Income Tax
Number 1. (a ) Under the Revenue Act 
of 1926, w hat penalty is  provided for a 
corporation which perm its its  gains and 
profits to accumulate instead of being  
divided or distributed to the stockhold­
ers, in order to prevent the im position of 
the surtax upon its  stockholders? D is­
cuss fu lly .
(b) To w hat class of corporation does 
this apply ?
(c) W hat optional method does a stock­
holder have o f reporting the income of 
such corporation?
Number 2. (a ) W hat is  m eant by 
“earned incom e?”
(b) W hat is the lim it of earned income 
allowed under the 1926 A ct for the pur­
pose o f arriving at the 25 per cent 
credit ?
ACCRUED DEPRECIATION ON 
SEASONED PROPERTIES
(C ontinued from  page 210)
cause we have been so rapidly ex­
panding. In railroads, w here busi­
ness has not expanded so much of 
late, they  have not made enough 
money in general so th a t  the  phe­
nomenon would be particularly  no­
ticeable. But, in m anufacturing 
enterprises in the  la s t tw enty  years 
there  has always been need fo r 
money. Look a t  these large corpo­
ra te  surpluses; they  represent in 
considerable degree, the  autom atic 
conversion of liquid funds into ex­
tensions. The directors do not 
necessarily decide th a t  they  are  not 
going to pay dividends, b u t are go­
ing to put th e  funds back in the  
business; instead, th e  needs of the 
business have been such in m any 
cases as inevitably to  absorb all 
available liquid capital. And the  
buildings and new equipm ent so se­
cured in effect take  the  place of the  
theoretical decline of value of the 
old buildings and old equipment.
In the  case of an  office building 
or a railroad system  of a  certain  
definite num ber of miles, or a stree t 
car system , or a fleet of busses not 
capable of extension, however, be­
cause of the  circum stances of the  
case, orthodox depreciation charges 
—assum ing operating earnings suf­
ficient to  cover such charges—will 
build up surplus working capital, 
funds th a t  we really do not need in 
the  business. Of course, when a 
situation of th is kind arises, you 
naturally  have some difficulty in 
dem onstrating th e  fac t of depre­
ciation. B ut, i t  seems to  me th a t  
it can be dem onstrated even here 
along the  lines I have ju s t  tried  to 
indicate. The fac t th a t  s tra igh t- 
line depreciation will build up 
funds th a t  you cannot use, in the  
case of a  p roperty  th a t, a f te r  a  pe­
riod of development and growth, 
comes to a standard  settled condi­
tion does not indicate th a t  the  pol­
icy of depreciation followed was 
w rong; it  does not prove, a t  least, 
th a t  there  is no accrued deprecia­
tion roughly equivalent to the  
am ount of these surplus funds. I t  
does argue, from  th e  stockholders’ 
standpoint, th a t  they  have capital 
which they  m ay p u t to  o ther uses, 
if the  laws perm it. They m ight 
not w ant to  have th e  particu lar 
business concern in which they  
were in terested  go into the  busi­
ness of banking, by investing 
money in liberty  bonds, pu tting  it 
in saving accounts and so fo rth , 
which would be the  only outlet, 
aside from  re tu rn ing  the money to 
the shareholders, fo r th a t  kind of 
an accum ulation of funds. I am  
not suggesting, however, th a t  our 
laws w ith  respect to dividends 
ought to  be modified. I am  simply 
raising the proposition th a t  in bus­
inesses of th is  type  which are  suf­
ficiently successful to  produce a 
revenue which is adequate to cover 
so-called theoretical depreciation, 
there  will be surplus funds, funds 
which cannot be used in the  busi­
ness, and which perhaps we would 
have some difficulty in disposing 
of legally as dividends, bu t which 
nevertheless exist in the  sense of 
liberated capital.
F or example, if I invest $15,000 
in a house (and some professors a t 
Ann A rbor invest m ore th an  th e ir  
salaries w a rra n t), and if  I believe 
in depreciation, I m ust recognize 
th a t  the  capital value of the  prop­
e rty  is declining. If  I  were ac­
counting fo r th is  property, and 
were building up depreciation al­
lowances out of revenue, a s  in  the  
case of business property, I would 
have funds available th a t  I  would 
not need fo r the  tim e being in th is 
particu lar situation, or I  would 
have disposed of them  otherwise. 
B ut I  th ink  th is  is a  very  fa r  cry 
from  dem onstrating th a t  I  have 
been wrong in  recognizing depre­
ciation as I  w ent along.
If  I have tim e enough, there  is 
one corollary w ith  respect to  th is  
situation th a t  I  w an t to  elaborate 
upon a  little . The theory  th a t  
th ere  is no accrued depreciation 
p resent up to  th e  point of a  set­
tled condition, of course, goes hand 
in hand w ith  the  proposition th a t  
the  only operating expenses you 
need to  recognize are  m aintenance 
and replacem ent, and substantially  
when they  occur. Now, I  will ad­
m it th a t  there  are  certain  condi­
tions in which th is  m ay seem to 
work out very  well. Assuming, 
then, th a t  the  purpose of syste­
m atic charges fo r depreciation is to 
allocate equitably to ta l expense to 
the  successive revenues, I th ink  we 
can say th a t  in th e  case of railroad 
ties, in a  large railroad system , 
m aintenance and replacem ent will 
tend to be uniform  from  year to  
year. The law of averages will 
tend to b ring  i t  about. T hat is, the  
cost of the  tie s  th a t  a re  bought 
each year will be roughly the  same, 
a f te r  the  settled condition is 
reached, as th e  accrued deprecia­
tion on all of the  ties fo r the  year. 
To pu t the  m a tte r  in o ther words, 
the  practical policy th a t  accompan­
ies and is derived from  the  theory  
I have been talk ing  about, consists 
in ignoring depreciation as such a f­
te r  the  settled  condition is reached, 
and substitu ting  therefo r w hat 
we call piece-meal replacem ent 
charges.
However, there  are  serious ob­
jections to th is  m ethod of account­
ing. The first difficulty is th a t  rel­
atively few properties approach the 
case of railroad ties. If  we move 
from  th e  steam  railroad to  s tree t 
railways, especially s tree t railw ays 
located in a  city, under metropoli­
tan  conditions, w ith  tracks laid 
down in concrete, we find th ere  is 
no possibility, in a  g rea t m any 
cases, of rem oving the  ties piece­
meal. To some extent, i t  can be 
done in the  case of rails. The typ i­
cal experience is th a t, sooner or 
later, the  en tire  s tre tch  will have 
to  be re b u ilt; and when th is  is done 
certain  new rails which have been 
pu t in a t  a  relatively recent date, 
to  m aintain  th e  stre tch , will have 
to be torn  out w ith the  re s t in the  
process of rebuilding. I do not be­
lieve th a t  th e  property  of th e  ordi­
nary  s tree t railw ay represents a 
condition in which the  so-called re ­
placem ent policy of handling oper­
a ting  charges will take care of the  
situation accurately. I do not say 
w hether i t  will over-state or under­
s ta te  them , bu t I do not believe it  
will take care of th e  situation w ith 
a reasonable degree of accuracy. 
And, as  f a r  as the  large piece of 
property  composed of small un its 
is concerned, one conclusion to  be 
reached is th a t  such properties are  
no t sufficiently representative to  
ju s tify  the  general adoption of the  
doctrine.
Now, a m ore serious objection, 
to m y mind, is the  fac t th a t  such 
accounting tends even to m issta te  
the  original cost of the  existing 
property. And I  th ink  possibly I 
do have a t least one practical sug­
gestion a t  th is  point in these desul­
to ry  rem arks. As I see it, prop­
e rty  accounts are not w orth  keep­
ing unless they  a t  least show the  
cost of th e  property, the  actual 
cost of the  property  now in ex ist­
ence. I  am  willing to  venture  th e  
proposition th a t  a g rea t deal of 
property  accounting is being m ain­
tained a t  th e  p resen t tim e, in all 
fields of business, which is worse 
th an  useless. A lot of money is  be­
ing spent, and a  lot of people are  
spending tim e analyzing these fig­
ures and working away on them .
Sometimes a complete corps will 
be working on these accounts, and, 
yet, when they  get th rough, be­
cause they  do not show the  cost of 
existing property, the  resu lts  a re  
next to useless. I th ink  you will 
agree w ith me th a t  the  sine qua 
non of successful property  account­
ing is th a t  the  accounts show cost. 
I have never intended to imply th a t 
I am in favor of obscuring the  cost 
of property. W hatever we de­
cide about depreciation, w hether 
we say there  is any accrued depre­
ciation or not fo r certain  classes of 
property, i t  seems to me we m ust 
agree th a t  property  accounts are 
not legitim ate unless they  show the  
cost of the  existing units of prop­
erty . In  these railroad situations, 
where th is policy I am referring  to 
has been followed fo r fo rty  years, 
they  certainly do not do it. The 
reason fo r this, of course, lies in 
the  fac t of price changes. In ac­
counting there  is no point to an 
assum ption of no price changes. 
Econom ists m ay do i t ;  bu t in ac­
counting, we are  looking through 
the  eyes of th e  owners of particu lar 
concerns, and we m ust recognize 
the  m atte r  of changing prices in 
the  m arkets w ith which they  are 
connected. The ties account of one 
of these big railroad system s t ha t 
I have in mind a t  the  present mo­
m ent represent less th an  half of 
w hat the  existing ties actually cost, 
due to th e ir  policy of charging 
piece-meal replacem ents to opera­
tion and ignoring accrued deprecia­
tion. In o ther words, instead of 
resu lting  in an overstatem ent, it  
has resulted in a decided under­
statem ent. In th is particu lar sys­
tem , an actual checking up on the  
case shows th a t  the  ties th a t  are 
in use are  about seven years old, 
on the average. Accordingly, the  
ties account ought to  show a 
charge of a corresponding average 
of costs. Instead of th a t, it shows 
about half of th a t  sum. In o ther 
words, they  show w hat the  ties 
cost back in “prehistoric” tim es. 
E ver since, all ties purchased have 
been charged to operating ex­
penses. You m ight as well not 
keep a p roperty  account under 
these circumstances. W hy is the  
problem of the  valuation of ra il­
roads and sim ilar properties so 
acute? Because they  have been 
system atically ignoring deprecia­
tion and following certain  replace­
m ent policies which resu lt in an 
understatem ent, ra th e r  th an  an 
overstatem ent, of p lant account. 
Doubtless th ere  have been some 
tendencies tow ard overstatem ent, 
bu t they  have been overcome 
through the  tendency to charge 
new units purchased a t h igher 
prices to operating expenses.
I am  not implying th a t  the  ac­
countant ought to  credit the  ties 
account every tim e an old tie  is 
to rn  out, and debit the  ties account 
every tim e a new one is purchased, 
and credit cash or the  liability in­
curred. I have not implied th a t  
every tim e we re tire  a  monkey 
wrench, we should debit expense 
and credit the  tools account, or 
debit property  and credit cash, or 
the  liability incurred, when we buy 
a new wrench. B ut I would sug­
gest th a t  the  actual work now be­
ing done furnishes plenty of infor­
m ation to m ake the  accounting en­
tirely  rational. You have the  record 
of purchases and you can handle 
it largely as you do an inven­
tory. The m atte r  of discovering 
how m any ties in a  year have been 
throw n out, and, accordingly, w hat 
value is to be removed from  the  
ties account, and how m any ties 
have been purchased and installed 
during the year, and pu tting  th a t  
value in the  ties account, is very 
easy to handle. We have plenty 
of records to determ ine th a t  w ith 
approxim ate accuracy. But, to  re ­
ite rate , however we decide about 
accrued depreciation, I th ink  we 
can all agree th a t our property  ac­
count ought to show the cost of 
existing property.
Now, to  apply th is  to som ething 
a little  nearer home, I th ink  th a t  
some of the  fallacies th a t  have been 
particularly  ram pant in the  public 
u tility  field, are  present, to  a cer­
ta in  extent, in the  m anufacturing 
field also, in dealing w ith  the  depre­
ciation problem. I th ink  you will 
agree th a t depreciation is still be­
ing dealt w ith  very crudely, and 
th a t  considerable im provement is 
possible, even assum ing th a t  we 
can never solve the  problem to 
every one’s satisfaction, th a t we 
can never agree upon how it ought 
to be handled. I th ink  we can take 
the  stand th a t  charging purchases 
fo r replacem ents to depreciation 
reserves is ro tten  accounting. It 
seems to  me th a t  proposition can 
be supported vigorously. One of 
the  th ings th a t  tends to obscure 
our plant accounting today, a fte r  
ten  or fifteen years, leaving the 
plant account quite muddled, is  the  
tendency, when property  is pu r­
chased to charge it  to  depre­
ciation reserve, a blanket depre­
ciation reserve, instead of m aking 
the  proper accounting fo r it. We 
have even seen such accounting de­
fended by able accountants in the  
Journal of Accountancy.
My experience has been limited 
in coming in contact w ith cases, bu t 
I have run  into a few of them , 
where it  was alm ost impossible to 
do anyth ing  w ith the  p lan t ac­
count, to work the  th ing  out, on ac­
count of two th ings, first, blanket 
estim ates, and in the  second place 
the  practice of charging replace­
m ents to depreciation reserve. The 
Income Tax U nit ought to take a 
somewhat different position and 
the  regulations of the  income tax  
unit are also subject to some criti­
cism here. I t  should be empha­
sized th a t  the  abandonm ent and 
acquisition of p roperty  are  two 
different transactions, and never 
to be combined. Abandonm ent m ay 
follow purchases ra th e r  than  pre­
cede it. You m ay abandon an old 
unit, bu t th a t  does not prove th a t 
you will buy another. The re tiring  
of property  is one th in g ; the  ac­
quiring of new property  is another 
thing, and ought to  be accounted 
fo r as such, th rough  independent 
entries. We ought to credit the  
property  account w ith  the  cost of
the un it being retired , and then  
charge th e  reserve w ith  the  
am ount o f th a t  reserve applicable 
to th a t  unit, and m ake the  ad ju s t­
m ent th rough  surplus, if  ad ju s t­
m ent is necessary; and of course, 
quite frequently , there  would be a 
m atte r of  salvage and so forth . 
When a new un it is acquired, in a 
perfectly clear-cut fashion, we 
ought to  p u t in the  property  ac­
count th e  cost of th a t  unit. We 
ought to  s ta r t  w ith  th a t  as a basis. 
Yet, these very simple th ings th a t  
I am suggesting are, I believe, done 
in the  m inority  ra th e r  than  in the  
m ajority  of cases. I would not say 
they were done in the  m inority  of 
cases of people who have been in­
fluenced by public accountants. B ut 
it is m y impression, and I am sub­
jec t to correction, th a t  these very 
simple th ings th a t  I am suggesting 
are  not observed as they  should be 
in the  m ajo rity  of cases.
Ju s t about one more slant on th is 
situation, w ith respect to blanket 
estim ates: I realize th a t  you can 
not account fo r the  individual tie, 
for example, too closely. You can 
not set up an account for tie No.
1,740,121, and account fo r i t  sepa­
ra te ly ; you cannot do th a t  w ith 
each item . We have to classify 
property  of th is  type into groups. 
You can spend too m uch time, ef­
fo rt and m o n ey  on  p lan t account­
ing. B ut I do not believe th a t  in 
m ost cases th a t  we have gone any­
th ing  like f a r  enough. I know th a t  
m any tim es we spend a g rea t deal 
of tim e try in g  to s tra igh ten  our­
selves out w ith respect to the  tax  
re tu rn , because we have not been a 
little more careful and spent a  lit­
tle more effort, and directed w hat 
effort we have spent along more 
rational lines, w ith respect to the  
original entries. I th ink  i t  would 
be perfectly  rational fo r a  business 
concern th a t  owns a big office 
building, like the  General M otors 
Corporation, instead of having an 
account “Office Building,” to have 
accounts fo r decorations, heating 
plant, fram e, roof and o ther s tru c ­
tu ral elements. If  an item  runs 
into several millions of dollars, it
is w orth  keeping track  of. And, as 
I see it, in connection w ith such 
complex and composite units of 
property, we will never get rational 
depreciation accounting until we 
divide i t  more reasonably w ith  re ­
spect to service life, into its  com­
ponent parts , and follow them  in­
dividually. I would not suggest 
th a t  you open up an account fo r 
every brick, pane of glass, etc. 
Like everything else, such classifi­
cation has to  be handled w ith com­
mon sense and discretion. B ut I 
do believe th a t  in m any instances 
of plant accounting we have not de­
veloped very good technique. We 
ought to have classified p lan t ac­
counting. W e ought to be able to 
identify  each im portant element 
from  the  standpoint of its  cost, or 
o ther basic value, so th a t  the  prop­
er ad justm ent of the  depreciation 
allowance is  possible later.
In concluding, I w ant to say th a t 
I am  not preaching excessive depre­
ciation. I have frequently  found 
depreciation policies resulting  in 
an under-statem ent ra th e r  th an  in 
an over-statem ent of the  property, 
and I do realize th a t  in our anxiety 
to  depreciate fo r the  purpose of tax  
re tu rns, we m ay be building up 
through  straight-line charges in 
some cases excessive depreciation 
allowances. Business men are  now 
sometimes overly enthusiastic 
about depreciation. A few years 
ago, it  was hard  to show them  th a t  
depreciation should be taken  care 
of. Now, they  are willing to de­
preciate anything from  the  foun­
d ry  itself to  the  picture of the  
foundry m anager hanging on the  
wall. And I th ink  the ra tes  which 
have been used by the  Government 
are  often such as to wipe out prop­
erty  long before the end of its  serv­
ice life— a m ost unfortunate  situa­
tion from  the  standpoint of both 
p lan t accounting and cost account­
ing.
I am not recommending any­
th ing  in th e  direction of excessive 
depreciation charges. I have simp­
ly tried  to defend straight-line de­
preciation against certain  a ttacks 
which have been made, from  the
standpoint of valuation, w ith  par­
ticu lar reference to certain  fields.
W ESTERN TR IP
The Secretary will be absent 
from  the office from  Ju ly  1 to  A u­
gust 31, during which tim e he will 
visit th irty-seven cities in the  ten  
northw estern  states, in each of 
which he will m eet w ith  th e  certi­
fied public accountants of th a t  sec­
tion of the  state . He realizes th a t  
it is a vacation period, bu t no tim e 
could be selected which included 
the  m ost satisfacto ry  suggestions 
of all the s ta tes  involved. He hopes 
to m eet as m any C. P. A. certificate 
holders a s  possible. The itin era ry  
of the  trip  is as follows:
Ann Arbor, Mich., July 2-9.
St. Paul and Minneapolis, Monday 
and Tuesday, July 11-12.
Duluth, Wednesday afternoon, Ju ly  13.
Fargo, Thursday evening, July 14.
Grand Forks, Friday, July 15.
Aberdeen, Saturday afternoon, July  
16 and Tuesday morning, July 19.
Pierre, Sunday afternoon and Mon­
day morning, July 17-18.
Bismarck, W ednesday, July 20.
M iles City, Thursday morning, July 21.
B illings, Thursday afternoon, July 21.
Butte, Friday, July 22.
H elena, Saturday, July 23.
M issoula, Sunday afternoon an d  Mon­
day morning, July 24-25.
Spokane, Tuesday, July 26.
Moscow, W ednesday, July 27.
Seattle, Tacoma, Olympia, Friday, 
Saturday, Sunday, Monday, Ju ly  29- 
A ugust 1.
Portland, Salem , Eugene, Corvallis, 
Tuesday afternoon, W ednesday, Thurs­
day and Friday, A ugust 2-5.
Boise, Monday, A ugust 8.
Pocatello, W ednesday morning, A u­
gust 10.
Rawlins, Thursday morning, A ugust
11.
Laramie, Friday, A ugust 12.
Cheyenne, Saturday and Sunday, 
A ugust 13-14.
Casper, Monday, A ugust 15.
Lincoln, W ednesday, A ugust 17.
Omaha, Thursday, A ugust 18.
Sioux City and Vermilion, Friday, 
A ugust 19.
A m es, Saturday, A ugust 20.
D es Moines, Sunday and Monday, 
A ugust 21-22.
Cedar Rapids, Tuesday, A ugust 23. 
Iowa City, W ednesday, A ugust 24.
Clinton, Thursday, A ugust 25. 
W ashington, D. C., W ednesday, A u­
gust 31.
STATE SOCIETY NEWS
D istrict of Columbia
E igh ty  per cent of the  m em bers 
of th e  D istrict of Columbia Insti­
tu te  of Certified Public Account­
an ts  were present a t the  celebra­
tion of the  F ifth  A nniversary of 
its  organization and took p a rt in 
the  annual m eeting in connection 
therew ith . The Columbia Country 
Club was the  scene of action. A f­
te r  the  company had done justice 
to a very excellent menu, Edw ard 
M. Tyler, P resident fo r the  past 
year, presented his annual report 
which was followed by the  reports 
of the  Secretary, T reasurer and 
A uditor. C. V aughan D arby and 
Wm. Gordon Buchanan were elect­
ed as  directors fo r a th ree-year 
period, and J. J. Miller was elected 
as A uditor.
The P resident introduced as the  
first speaker of th e  evening Dr. 
Edw. P. Moxey, Jr., P rofessor of 
Accounting in the  U niversity  of 
Pennsylvania, who chose as the  
general topic of his rem arks “W hat 
An Accountant M ust Know.” Dr. 
Moxey firs t presented the  official 
g reetings of th e  Pennsylvania In ­
s titu te  of Certified Public Account­
ants. He quoted a sta tem ent of 
Charles Waldo H askins from  a syl­
labus prepared in 1900 fo r candi­
dates intending to  take  the  C. P. A. 
exam inations in New York State. 
On the  subject of auditing Mr. 
H askins had said, among o ther 
th in g s: “The successful auditor is 
not m ade by the  study of tex t 
books or by any o ther form  of aca­
demic instruction, nor can his 
work, like th a t  of th e  bookkeeper, 
be completely illustrated  or tested  
by any num ber o f set problems in 
theory  and practice. H is work is 
necessarily analytic, bu t while 
books and teachers can not make 
an  auditor, they  can do m uch to 
help him. I t  is desirable th a t  he 
should have a broad general knowl­
edge of business and it  often hap­
pens th a t  he needs the  intuitions of 
th e  detective no less th an  the  skill 
of the  accountant.” Mr. Moxey
called a tten tion  to the  fac t th a t  a t  
th a t  tim e practically the  only tex ts  
on the  subject which were in ex­
istence were those by Dicksee and 
Lyle.
He also quoted from  an address 
made in 1906 before the  students 
of th e  Evening School of Accounts 
and Finance a t the  U niversity  of 
Pennsylvania, by A. Lowes Dick­
inson, in which he sa id : “The moral 
qualifications called fo r are so high 
th a t  the  profession should be 
placed a t  the  head of all profes­
sions which come into contact w ith 
business affairs. The law yer’s duty  
is first of all to his client and th a t 
duty  frequently  compels him  to 
avail him self of the  technicalities 
and o ther m eans of enabling th a t  
client to  evade the  law and its  pen­
alties, bu t the  public accountant 
has only one duty  to  his client and 
to the  public and th a t  is to dis­
close to him  or fo r them  the  tru th , 
the  Whole tru th  and nothing but 
th e  tru th , so fa r  as the  accountants 
ability and special tra in ing  to  th a t  
end enable him  to ascerta in  it.” 
This, then, constitutes a second 
requisite fo r certified public ac­
countants.
His th ird  quotation w as from  
Col. Robert H. M ontgom ery: “The 
professional aud ito r m ust not only 
know about as m uch as th ree  men 
to s ta r t  w ith, bu t a f te r  he does 
s ta r t  he m ust do the  work of about 
th ree  men to  keep up the  pace.” I t 
would be the  work of one m an to 
take the  best possible care of each 
day’s tasks. A  second undertak­
ing would be to  m aintain up-to-date 
inform ation w ith regard  to  general 
business and financial conditions, 
and, in the  th ird  place, he m ust 
exercise the  necessary supervisory 
care over those who are  w orking 
w ith him  or fo r  him.
W ith those quotations in mind, 
Mr. Moxey indicated th a t  in the 
order of th e ir  im portance there  
were fou r d istinct lines of study 
which should be followed by the  
prospective accountant. (1) He 
should have in tim ate knowledge
of industry , th e  economics of in­
d ustry  and industrial processes.
(2) He should be fam iliar w ith  the 
general subject of finance, the  basis 
of money and credit and th e  vari­
ous banking laws, principles of cor­
poration finance, investm ents, etc.
(3) He should acquaint himself 
w ith the  fundam ental principles of 
commercial law, and (4) he should 
m aster the  principles of accounting. 
He suggested th a t  in th e  study of 
accounting the  basic idea of debit 
and credit should come first, fol­
lowed by the  subject of accounting 
control, a f te r  which a tten tion  
should be given to the  application 
of the  first two divisions to  differ­
ent types of businesses. Then the 
accounting principles th a t  are gov­
erned by law, such as procedure 
w ith  reference to estates, income 
taxes, etc., should be considered, 
and lastly, a study should be made 
of w hat m ight be considered the 
m athem atics of finance.
J. S. M. Goodloe was introduced 
as a representative of The Society 
of Certified Public Accountants of 
the  S tate  of New Jersey, and a fte r  
presenting th e ir greetings he called 
a tten tion  to  the  necessity of en­
hancing the  professional standing 
of accountancy by bringing about 
conditions under which the  certifi­
cates gran ted  by one s ta te  should 
be more readily recognized by the 
boards of o ther s ta tes  th an  a t  p res­
ent. Until g rea te r comity is se­
cured, m uch unnecessary annoy­
ance is bound to  occur.
Alexander F. Makay, a  Director 
of the  New York S ta te  Society, was 
presented and in the  course of his 
rem arks he stressed the  necessity 
for a g rea te r emphasis being placed 
on personality as an essential 
requisite of a certified public ac­
countant. Technical ability  alone 
is not sufficient in m any cases to 
render the  g rea test possible serv­
ice to one’s client.
T. Coleman Andrews of Rich­
mond, Va., expressed the  opinion 
th a t  as a rule accountants were 
th e ir  own w orst enemies, due to 
the  fac t th a t  sufficient care had 
not been exercised in the  type of
employees w ith  which the  proprie­
tors had surrounded themselves. 
He expressed the, opinion th a t  
every person taken on by an ac­
counting firm, except during the  
rush period, should possess p a rtn e r­
ship possibilities from  both  aca­
demic and in teg rity  standpoints. 
G reater care should be given by 
the heads of accounting organiza­
tions to  secure men who have a 
reasonable chance of g e tting  some­
where and th a t  requires the  pos­
session of vision.
The last speaker of the  evening 
was Dr. J. J. Klein, P resident of 
the New York S ta te  Society of 
Certified Public Accountants. He 
complimented the  D istrict In stitu te  
on the progress which i t  had made 
in its first five years and although 
representing the  largest and oldest 
sta te  society, he challenged the 
healthy rivalry  which would come 
from an a ttem p t on the  p a rt of all 
o ther s ta te  societies to em ulate the  
oldest of the  s ta te  organizations. 
Dr. Klein emphasized the  various 
points which had been brought out 
by each of the  previous speakers 
and in closing referred  to th e  Ac­
countants Club of America, w ith 
headquarters a t  the Hotel Belmont, 
New York City, as the  practical 
carrying out of an ideal proposed 
by E lija  W atts Sells, bu t not con­
summ ated during his lifetime, 
wherein, under the  auspices of the  
club, all those persons whose busi­
ness o r professional activities bring 
them  into contact w ith accountancy 
in any of its  branches m igh t find 
a comm unity of in terests. This 
was one of the  a ttem p ts now being 
made to secure a b e tte r  fellowship 
among accountants th an  heretofore 
existed and he recommended mem­
bership therein  to  the  careful con­
sideration of all certified public ac­
countants.
Following the  regu lar program  
an hour of en terta inm ent was pre­
sented.
Indiana
The annual m eeting of the  In­
diana Association of Certified Pub­
lic A ccountants was held May 14,
1927, w ith  a  good attendance. The 
m em bers elected the  following di­
rec to rs: H. A. Roney, F . G. T hurs­
ton, George B. B uist and Charlton 
N. C arter. W illiam M. Madden was 
selected as Auditor. A t the  Direc­
to rs ’ m eeting following the  annual 
m eeting Charlton N. C arter was 
elected as President, F. S. W illett 
as Vice-President, A rth u r R. Chap­
m an as T reasurer, T. G. Thurston 
as Recording Secretary  and H. A. 
Roney as Corresponding Secretary.
A noon luncheon was held in the  
Indianapolis A thletic Club. The 
Hon. Frederick M. Schortem eier, 
Secretary  of S ta te  of Indiana, 
m ade an address, tak ing  as his 
subject the  corporation laws of 
the  S ta te  of Indiana, as affected 
by and effecting the  foreign corpo­
rations doing business w ithin the  
sta te . The las t Legislature had 
m ade provision fo r an Indiana Cor­
porations Survey Commission 
whose duty  was to  secure a codifi­
cation of these laws and Mr. Schor­
tem eier asked the  Indiana Associa­
tion to  aid the  sta te  in th is  m a tte r  
by appointing one of its  m em bers 
to  serve on th e  same. Since the 
m eeting the  Board of D irectors 
have approved th e  appointm ent by 
President C arter of George E. Mor­
gan as such member. Jam es A. 
Councilor, President of The Am er­
ican Society of Certified Public Ac­
countants, was present and gave 
a helpful talk, paying more a tte n ­
tion to  th e  problems centering 
around income tax  laws and th e ir 
application th an  to  any other topic. 
He invited suggestions as to  ways 
in which the  tax  laws could be sim­
plified. He also discussed the  re ­
lationship betw een s ta te  and na­
tional organizations.
The situation governing the  C. 
P. A .’s of Indiana as the  resu lt of 
the  passage by the  last Legislature 
of two am endm ents to the  C. P. A. 
law, was discussed and following 
the  m eeting a general announce­
m ent has been sent to all Indiana 
certificate holders. One amend­
m ent, requiring  one year of con­
tinual residence in the  S ta te  of In ­
diana prio r to  tak ing  the  exam ina­
tion, does not effect the  present 
certificate holders. The second 
am endm ent, requiring  annual reg ­
istration , did and due to  th e  fac t 
th a t  Indiana has issued m ore cer­
tificates to non-residents th an  to 
residents, it  is desired to give as 
extensive a notice as possible w ith 
reference to th a t  am endm ent. 
While th is  is a s ta te  board m atte r, 
the  Indiana Association feels th a t  
it desires to  prevent the  cancella­
tion of certificates obtained by reg­
ularly practicing public account­
an ts  by w hatever efforts it can put 
fo rth . Any Indiana certificate 
holder, therefore, who has not com­
m unicated w ith the  Secretary  of 
the  S ta te  Board, Mr. W. G. Owens, 
S ta te  House, Indianapolis, should 
do so a t  once.
M aryland
The annual m eeting of the 
M aryland Association of Certified 
Public Accountants was held in the  
Southern Hotel, Baltim ore, on 
Tuesday, June 14, 1927, a t  which 
tim e the  following officers were 
elected: President, J. Wallace 
B ry a n ; Vice-President, Raymond 
E. N o r th ; Secretary, H arlan  John­
son; T reasurer, Ju lian  A. Jenkel. 
The Board of T rustees is composed 
of  the  foregoing and the  following 
elected a t  the  same tim e: E lm er 
L. H atte r, Charles C. Croggon, Ed­
w ard J. Stegm an and Charles O. 
Hall.
Michigan
The Second Annual Accounting 
Conference held under th e  auspices 
of the  M ichigan Association of Cer­
tified Public A ccountants convened 
a t  the  Hotel S ta tle r  on Friday , May 
27. The reg istra tion  num bered 
237, representing  25 cities in the  
s ta te  or four more cities th an  were 
represented a t the  conference a 
year ago. The conference was 
based on the  principle of devoting 
one hour to each of fou r subjects, 
two being considered in the  m orn­
ing and two in the  afternoon, w ith  
a banquet in th e  evening.
M ervyn B. W alsh, P resident of 
the  M ichigan Association, called
th e  m eeting to order and outlined 
the  hopes of the  Association in es­
tablishing these annual confer­
ences. The first hour was devoted 
to a  discussion of the  S tandards and 
Precepts of Professional Conduct 
as suggested by the  Michigan S tate  
Board of Accountancy, which un­
der th e  Michigan law it  is charged 
w ith  th e  responsibility of p repar­
ing. An outline was read by D. W. 
Springer, Secretary of the  Board, 
and th e  discussion was presided 
over by C. A. Parker, Vice C hair­
m an of the  Board.
The second hour was devoted to 
a discussion of the  subject, “Reali­
zation of Profit Under the  Federal 
Revenue A ct.” Professor E ric 
Kohler of N orthw estern  U niversity 
presented a paper concerning 
which several questions were pro­
pounded and answered by the 
speaker.
In the  afternoon Homer S. Pace, 
E ditor of the  Am erican Account­
ant, discussed the  development of 
accounting terminology, outlining 
by illustrations the  h istory  of the  
same and the  progress th a t  had 
been made in securing a t least the  
beginning of a standard  term i­
nology.
The las t hour of the  afternoon 
was devoted to “A Study of S tand­
ard  Cost System s,” presentation be­
ing made by E ric A. Camman, the  
M anager of the  System s D epart­
m ent of Peat, Marwick, Mitchell & 
Co., New York City.
The ladies accompanying visiting 
accountants were guests of the  
Michigan Association a t  luncheon 
and an effort was made by the com­
m ittee in charge to care fo r the 
out-of-town ladies in every way 
possible.
A t 7 o’clock the  large hall of the  
Hotel S ta tle r was the  scene of the 
banquet. The speaker’s table was 
graced by the presence of not only 
the  speakers, bu t the  officers of the 
M ichigan Association, m em bers of 
the  S ta te  Board of Accountancy 
and one of the  incorporators of the 
M ichigan Association, Nicholas 
Woods. Mr. Woods was one of
four charter m em bers who were 
civil w ar veterans, the  o thers hav­
ing m any years since passed to  
th e ir  final accounting, bu t Nick is 
still able to enjoy a good meal and 
tell a good story.
M ervyn B. W alsh, President of 
the  Association, acted as to ast­
m aster. A Happy H alf H our was 
offered by Wade Boothe, accom­
panied by Miss Davis. All present 
were placed in a very happy fram e 
of mind as a resu lt of the  efforts of 
th is combination. D. W. Springer, 
the  only one of the  original mem­
bers still reta in ing  an active con­
nection w ith the  Association, p re­
sented an outline of the  h istory  of 
the  Association fo r the  first five 
years. Miss Anna Campbell, the  
D etroit News poet, read several se­
lections from  her w ritings. Hom er
S. Pace spoke on the  subject of 
“The F u tu re  of Accountancy.” Mr. 
Pace perm itted his im agination to 
wander to  such an ex ten t th a t  he 
nearly placed him self in the  pro­
phetic class. Only to those present 
could any outline be given of the  
points he touched upon. The last 
speaker of the  evening was Harold
H. Emmons, attorney , who had re ­
cently retu rned  from  a trip  
th rough  the h ea rt of A frica. This 
was the  first tim e th a t  a group of 
w hite men had attem pted  to  go 
from  the  extrem e north  to the  ex­
trem e south of Africa. F our were 
gone from  D etroit fo r a period of 
seven m onths and his description 
of some of th e ir  experiences was 
not only highly en terta in ing  bu t 
instructive. Throughout the  ban­
quet Jules Klein’s string  ensemble 
orchestra presented musical num ­
bers which added m uch to the  
pleasure of the  evening.
M issouri
The eighteenth annual m eeting 
of the  members of the Missouri 
Society of Certified Public Account­
an ts was held a t the  President Ho­
tel, Kansas City, Missouri, on June
10, 1927, a t  which tim e the  follow- 
ing officers were elected fo r the  
coming year: President, E. M.
Lynn, K ansas C ity ; F irs t Vice- 
President, A. J . Benner, St. Louis; 
Second Vice-President, E. Fraser, 
K ansas C ity ; Secretary, C. W. 
House, K ansas C ity ; Treasurer, 
Gus V. Keller, St. Louis.
The officers of the  K ansas City 
Chapter of the  M issouri Society of 
Certified Public A ccountants elect­
ed fo r the  year 1927-1928 are as 
follows: President, R ichard S. W y­
ler ; Secretary, F . T. B rodie; T reas­
urer, George E. Dell.
A t the  annual m eeting of the  St. 
Louis C hapter of the  Missouri So­
ciety of Certified Public Account­
ants, held on May 26, the  following 
officers were elected fo r the  ensu­
ing year: President, A. J. Ben­
ner; F irs t  Vice-President, A. J. 
Saxer; Second Vice-President, G. 
V. Keller; Secretary, W. F. Scott; 
T reasurer, W. Mayors.
N orth  Carolina
The E igh th  Semi-Annual Con­
vention of th e  N orth  Carolina As­
sociation of Certified Public Ac­
countants was held a t the  Oceanic 
Hotel, W rightsville Beach, on June 
17 and 18, 1927. The m eeting re ­
flected credit upon the  various com­
m ittees which had charge of the 
preparations.
F riday  m orning was given over 
to  reg istra tion  of m em bers and 
guests, renew ing old acquaintances 
and m aking new ones. F riday  a f­
ternoon the  program  was opened 
w ith  an  invocation delivered by 
Rev. Alexander Miller, Rector of 
St. Paul’s Church, W ilmington. 
The address of welcome was ex­
tended by form er M ayor W right, 
of W rightsville Beach, and re ­
sponded to by P resident Charnley. 
The following persons were elected 
as Fellows of the  Association: 
George B. Wilson, C harlo tte ; 
George E. Dom bhart, Charlotte; 
Theodore L. Zum Brunnen, Salis­
bury  ; F red  P. Edw ards, A sheville; 
Paul D. Hutchinson, C harlo tte ; 
Sam H. Wiley, Salisbury; M. H. 
McRae, Rocky M ount; Chas. E. El- 
berson, W inston-Salem ; E. E. Pea­
cock, Chapel Hill.
Joseph W. Yates, Vice P resident 
of the  M urchison N ational Bank, 
Wilmington, gave an in teresting 
resum e of the  relations which 
should exist between bankers and 
certified public accountants. He 
based his plea fo r hea rty  coopera­
tion on the reputed story  of an out- 
of-job bookkeeper who applied to 
a goodly sized commercial organi­
zation fo r a position which he un­
derstood was vacant. The presi­
dent of the  organization, a f te r  ask­
ing several questions as to his pre­
vious experience, inquired as to 
w hether he was a double en try  
bookkeeper, to which the  applicant 
replied th a t  he was a triple en try  
bookkeeper. Somewhat em bar­
rassed by the  reply, the  prospective 
employer inquired as to the  par­
ticular value of a triple en try  book­
keeper. The applicant’s reply was 
to the  effect th a t  he always pre­
pared th ree sta tem ents a t the  end 
of any given period, one was for 
the Government and was prepared 
with the  idea of showing a loss, 
one was for the  officers and stock­
holders of the  business and it was 
designed to show a small g a in ; the  
th ird  was fo r use w ith  the  bankers 
in case of necessity and was ex­
pected to show a large gain. Mr. 
Yates pointed out the  various ways 
in which bankers m ight be of serv­
ice to certified public accountants 
and certified public accountants 
m ight be of service to bankers.
The Secretary  of The Am erican 
Society of Certified Public Account­
ants discussed in an inform al m an­
ner th e  differences in  viewpoint 
which now exist in the  business 
world w ith reference to  work done 
by the  public accountants from  
th a t of th ir ty  years ago. He also 
pointed out the  necessity in th is 
country fo r strong  s ta te  societies, 
sta ting  th a t  they  were the  essential 
type of organization if  professional 
standards were to be secured and 
m aintained. He also stressed the 
necessity fo r s ta te  organizations 
realizing th e ir  responsibility to the  
public, in  d irecting proper profes­
sional standards in s ta tes  where
regulatory  types of legislation had 
been enacted. Following th e  gen­
eral presentation, an hour was 
given over to  asking and answ er­
ing questions and general discus­
sion of the  points involved.
The banquet added to the  in te r­
est of the  m eeting due to the  fact 
th a t  about twenty-five ladies lent 
th e ir  a ttractiveness to the  banquet 
table. A fte r the  good th ings pro­
vided had been properly disposed 
of, W alter H. Blair, M ayor of Wil­
m ington and a form er employee of 
John B. McCabe, the  toastm aster 
of the  occasion, extended a very 
pleasing address of welcome, in 
which a tten tion  was called to the 
civic duties of all individuals who 
call them selves citizens. A very  
pleasing response was given by G.
H. Adams, P resident of the  S tate  
Board of Accountancy. L. R. 
Moore, Secretary  of the  W ilming­
ton Cham ber of Commerce, of 
which organization T oastm aster 
McCabe is  P resident a t  the  present 
tim e, spoke very  entertain ingly  
w ith  reference to the  city. The 
special fea tu re  of the  program , 
however, was an address delivered 
by G. G. Speer, of W ilmington, on 
th e  subject “Good Will.” While not 
a  technical address, i t  abounded 
w ith m uch common sense and it is 
expected th a t  an early issue of 
THE CERTIFIED  PUBLIC AC­
COUNTANT will contain i t  in full.
Throughout the  entire  program  
music was very  delightfully in te r­
spersed under the  general guidance 
of George H. Em ery, a m em ber of 
the  Association. Mr. H arry  C. 
N orthrop, also a mem ber of the  As­
sociation, presided a t  the  piano and 
Mr. Edw ard C. C raft, another 
member, assisted w ith his cornet. 
The singing, under the  leadership 
of th is  trio, was much be tte r than  
is usually obtained on occasions of 
th is sort. Mrs. Horace B rubaker 
furnished a very  delightful soprano 
solo, Mr. George H. Em ery en­
terta ined  the  audience w ith a tenor 
solo and Mr. A lbert Brown cap­
tu red  the  crowd w ith the baritone 
solo, “Bandelero.” Following th e
banquet th e  crowd w ent over to  
Lum ina, the  Beach en terta inm ent 
pavilion, where those who were so 
inclined were able to  trip  the  ligh t 
fan tastic  to  th e ir  h e a rts ’ content 
in th a t  portion of the  n igh t th a t  
still rem ained.
Saturday  m orning saw th e  busi­
ness of the  Association transacted. 
Discussion was had w ith  reference 
to suggested am endm ents to the  
by-laws which will be presented a t 
the  next annual m eeting. Mr. 
Adams, th e  chairm an of the  S tate  
Board of Accountancy, made a 
very in teresting  as well as p rac ti­
cal s ta tem en t to the  Association 
m em bers, showing th e  problems 
th a t  had been encountered by the 
S ta te  Board in adm inistering the  
regulatory  law passed in 1925. I t 
was apparent to everyone following 
his s ta tem en t th a t  the  board had 
m ade m uch progress in m atters, 
details of which had not been her­
alded broadcast. The decision was 
reached th a t  the  annual m eeting in 
the  fall should be held a t  Greens­
boro. L ast fall M ajor J . J . B ernard 
had  been elected P resident and on 
his untim ely death  W alter Charn - 
ley, Vice President, had au tom ati­
cally assum ed the  duties. I t  was 
decided th a t  it was hardly  neces­
sary  to  elect another d irector for 
the  rem ainder of the  year.
A t a  directors’ m eeting held fol­
lowing the  Satu rday  m orning ses­
sion, George E. Wood, who has 
been Secretary  of the  Association 
since its  organization in 1922, tend­
ered his resignation as Secretary  to 
take effect A ugust 31, and George
H. Em ery was elected to  succeed 
him  a t  th a t  date. Mr. Wood re ­
ta in s his m em bership on the  Board 
of D irectors. Mr. Wood has been 
one of th e  m ost pains-taking secre­
taries  which any s ta te  society has 
had. He has given unsparingly of 
his time, effort and money in the  
cause of the  accountancy profes­
sion. H e felt th a t  he owed it to 
him self to be in a position where 
he could devote m ore tim e to his 
p rivate  affairs w ithout seemingly 
neglecting his public duties and in
view of the  fac t th a t  there  was 
another George on the  board who 
could do the  work, he though t it 
w as tim e to “let th a t  George do it.” 
The pleasure of the  occasion was 
g reatly  enhanced by the  work of 
the  W ilmington Ladies’ Reception 
Committee which was generous in 
its  efforts a t m aking the v isiting 
ladies feel a t  home.
Ohio
Roy T. Bell, C. P. A., of Youngs­
town, Ohio, has been appointed to 
the  S ta te  Board of Accountancy of 
Ohio to succeed L. W. Blyth, whose 
term  has expired. E. S. Thomas 
has been appointed to another term  
of th ree  years which is his sixth 
te rm  of service on the  board.
Oregon
The annual m eeting of the Ore­
gon S ta te  Society of Certified Pub­
lic A ccountants was held on May 
27, 1927, a t which tim e the  Society 
had as banquet guests students 
and m em bers o f the  accounting 
fra te rn ity , B eta Alpha Psi, from  
both the  U niversity  of Oregon and 
the  Oregon A gricultural College. 
Professor C. L. Kelly, of the  Uni­
versity  of Oregon, spoke a t length 
to  the  Society on the  subject of 
in terest. Most of the  m em bers 
present and several of th e  guests 
were called on fo r sho rt talks. Mr. 
E. C. Collis, one of the  older mem­
bers of the  Society, gave several 
in teresting  reminiscences of the  
earlier days of the  profession.
Officers and directors of the So­
ciety elected fo r the  ensuing year 
a re  as follows: President, A. R. 
Saw tell; Vice-President, I. D. 
W ood; Secretary-Treasurer, M. D. 
W ells; D irec to rs: A. C. Ellis, Con- 
da J. Ham and E. E. Bosworth.
from  all sections of the  s ta te  were 
in attendance and actively partici­
pated in the  transaction  of the  rou­
tine business of th e  institu te . This 
included the  reports of officers and 
committees upon the  activities of 
the  In stitu te  during the  past y e a r ; 
the  election and installation of of­
ficers and m em bers of council and 
standing comm ittees on profes­
sional ethics and nom inations to 
serve during the  ensuing year. The 
following officers were elected: 
President, G ardner W. Kimball, of 
Philadelphia; Vice President, F rank  
A. Willison, of P ittsb u rg h ; Secre-
Pennsylvania
The Pennsylvania In stitu te  of 
Certified Public A ccountants held 
its T h irtie th  Annual M eeting a t the  
Penn A thletic Club, Philadelphia, 
Pennsylvania, on Tuesday a fte r­
noon, June 14th, following a  lunch­
eon. Some seventy-five members
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ta ry , Robert J. B ennett, of Phila­
delphia ; T reasurer, R ichard H. 
Mohler, of P ittsbu rgh . Elected 
m em bers of council to  serve fo r 
two years from  June 14th, 1927, 
were Joseph M. Pugh, of Philadel­
ph ia; H arry  B. Scott, of P itts ­
burgh  ; John R. Lynn, of Philadel­
phia. The following were elected 
to m em bership: W illiam T. B itting , 
F rank  P. Braverm an, Zell G. Fen­
ner and H. H. McConnell, of Phila­
delphia ; H arry  Margolis, of B eth­
lehem ; H arry  Ness, of Y ork; 
Joseph T. Alton, Gerald I. Collins, 
Jam es J. Dyer, A. C. Rall and 
Jam es H. Young, Jr., of P itts ­
burgh.
A t 7 o’clock in th e  evening, about 
two hundred and fifty, including
m em bers and th e ir personal guests, 
as well as guests of the  Institu te, 
gathered again in the  spacious ball­
room of the  Penn A thletic  Club to 
enjoy a banquet and program  a r­
ranged by a special comm ittee com­
m em orative of the  th ir tie th  anni­
versary  of the  founding of the In­
stitu te . The repast was pleasantly 
in terrup ted  from  tim e to tim e by 
en terta inm ent fea tu res including 
instrum ental music and the  render­
ing of operatic and o ther selections 
by a mixed quarte tte . Upon con­
clusion of the  dinner b rief rem arks 
were made by the  newly elected 
and re tiring  officers of the  Insti­
tu te , also by Mr. W illiam H. W est 
and Mr. A. P. Richardson, P resi­
dent and Secretary, respectively, of 
the  Am erican In stitu te  of Account­
an ts ; Mr. Jam es A. Councilor and 
Mr. D urand W. Springer, President 
and Secretary, respectively, of the 
Am erican Society of Certified Pub­
lic A ccountants; Dr. J . J. Klein, 
President of the  New York S tate 
Society of Certified Public Account­
ants, and Mr. W alter A. Staub, rep­
resenting  the  Society of Certified 
Public A ccountants of the  S ta te  of 
New Jersey. Mr. T. Edw ard Ross 
was toastm aste r of the  evening and 
introduced the  speakers w ith  pleas­
an t rem arks and w itticism s which 
added to the  general enjoym ent. 
The principal addresses of the 
evening were delivered by Mr. 
George W ilkinson and Mr. Joseph
E. S te rre tt. Mr. W ilkinson’s topic 
was “Who’s Who and W hen,” and 
in his inimicable m anner he re ­
viewed the  vicissitudes of p rac ti­
tioners in the  early days and the 
various steps which were taken to 
organize th e  A ccountants into a 
professional body. He interspersed 
his rem arks w ith  num erous anec­
dotes of some of the  old tim ers 
which held in te rest and a t times 
provoked laughter. The next ad­
dress was by Mr. S te rre tt, and in 
his topic, “R etrospect and P ros­
pect,” he, in a  delightful m anner 
and well chosen phrases, told those 
p resent of the  changes which he 
had observed in the  practice of the 
profession during the  past th ir ty
years and visualized the large 
sphere of service which the ac­
countants could look forward to in 
the future. A few remarks by Mr. 
William M. Lybrand, one of the 
original signers of the Charter 
of the Pennsylvania Institute, 
brought the happy occasion to a 
close.
On the morning of the following 
day, June 15th, a golf tournament 
was held on the West Course of the 
Merion Cricket Club and was par­
ticipated in by some twelve golfers. 
The trophy for the occasion was 
presented by several members of 
the Institute and consisted of a 
large silver cup designated as the 
“Thirtieth Anniversary Cup.” This 
trophy is to be competed for each 
year and to be presented until the 
next meeting to the one making 
the lowest gross score. Mr. Addi­
son R. Brown, of Philadelphia, was 
the happy winner and accordingly 
his name will be the first one to be 
engrossed upon the cup.
Virginia
The Virginia Society of Public 
Accountants held a special meeting 
a t the Cavalier Hotel, Virginia 
Beach, on May 20 and 21, 1927. 
Seventeen Fellows and seventeen 
Associates were present when the 
meeting was called to order at 
eleven o’clock Friday morning by 
President Guy M. Scott.
The following persons were 
elected to membership as Fel­
lows: Fred F. Ames, Norfolk; 
Geo. T. Abrahams, Lynchburg;
H. W. Bundy, Norfolk; A. S. 
Fitzgerald, Norfolk; G. C. Gruner, 
Norfolk; A. T. Hull, Bristol; A. N. 
Kemp, Richmond; A. Vernon Shef­
field, Norfolk; C. B. Talley, Dan­
ville ; A. F. Voke, Richmond; H. A. 
Wells, Lynchburg; F. L. Worcester, 
Richmond; O. E. Zacharias, Jr., 
Richmond.
The Committee on Legislation, 
through Mr. Goldston, its chair­
man, presented a report on the ef­
forts of the committee to secure an 
amendment to the Reorganization 
bill which was before the special
session of the General Assembly, 
and in which efforts the committee 
was successful. It was decided 
that the President should appoint 
a committee of three to draft a 
memorial to be presented to Gov­
ernor Byrd relative to the appoint­
ment of the State Comptroller, an 
officer provided for in the Reorgan­
ization bill.
The Committee on Constitution 
and By-laws, through Mr. Tolleth, 
its Chairman, presented its report 
and following the amendment of a 
few sections the revision was 
adopted.
Friday afternoon and evening 
were devoted to enjoying the pleas- 
ures of the Beach. Saturday morn­
ing the question of the adoption of 
a Code of Ethics was discussed. 
The codes adopted by the Ameri­
can Institute and The American 
Society had both been distributed, 
as well as some other suggestions 
which had been offered. It was 
ordered that a special committee be 
appointed to draft a report which 
should be presented for action at 
the annual meeting to be held next 
September. The following com­
mittee was appointed: Messrs. Pul­
len, Rawlings, Hilton, Sellers and 
Dickerson. B. A. McKinney, of the 
Royster Fertilizer Company, of 
Norfolk, and a former practicing 
C. P. A., read a paper on “A Few 
Points on Fixed Assets and their 
Treatment in Balance Sheets.” Mr. 
McKinney treated the subject from 
the standpoint of the business man 
who had a background of an ac­
counting training. The paper pro­
voked considerable discussion not 
only a t the meeting but in the ho­
tel corridors thereafter. At the 
afternoon meeting, in view of the 
fact that it was expected that a 
new accounting bill would be pre­
pared prior to the next meeting of 
the Legislature, the Legislative 
Committee was ordered increased 
from five to seven, the two addi­
tional members to be appointed 
from Associates. D. W. Springer, 
Secretary of The American Society 
of Certified Public Accountants,
discussed several professional and 
organization questions of interest 
to public accountants, using as a 
text for his remarks the two gen­
eral heads of “Impatience” and 
“Stick-to-it-iveness.” Following the 
talk several questions were asked 
and answered after which the mem­
bers adjourned to witness a his­
torical pageant commemorating 
the founding of Virginia.
Saturday evening was given over 
to the banquet. In connection with 
the same a very interesting illus­
tration of the power of memory 
training was given by a resident of 
Norfolk. Wm. H. West, President 
of the American Institute of Ac­
countants, brought the greeting of 
that organization and expressed 
his pleasure at having been per­
mitted to be present during the 
meeting. A. P. Richardson, Secre­
tary of the American Institute, 
gave a delightfully interesting ac­
count of the high spots in his re­
cent around-the-world trip.
ANNUAL MEETING
Preparations are being cared for 
at a rapid rate for the Sixth An­
nual Meeting of The American So­
ciety of Certified Public Account­
ants to be held at Pittsburgh, Sep­
tember 28, 29 and 30. All the com­
mittees are hard a t work and it is 
expected tha t each member of 
the Society has received some type 
of a notice from the Pittsburgh 
Committee to the effect that he 
will be welcomed at the annual 
meeting by a bunch of local enthus­
iasts.
The Business Exhibit which was 
so much appreciated by those who 
attended the meeting last year at 
Washington, will be repeated at 
Pittsburgh on a more extensive 
scale. Practically half of the 
booths have already been contract­
ed for and this will be an oppor­
tunity for visitors to obtain a prac­
tical demonstration of the work of 
the various types of mechanical de­
vices and office equipment which 
will be shown. If any of your 
clients are interested in bringing
to the attention of certified public 
accountants any devices which they 
are marketing, you could confer no 
greater favor upon them than by 
suggesting that they write to 
Frank A. Willison, Arrott Building, 
Pittsburgh, Chairman of the Com­
mittee having the exhibit in charge, 
asking for detailed information.
CONVENTION COMMITTEES
The General Executive Commit­
tee which is handling the local ar­
rangements in connection with the 
Sixth Annual Convention of The 
American Society of Certified Pub­
lic Accountants is officered by 
Frank Wilbur Main, Chairman; 
Harry B. Scott and Frank A. Wil­
lison, Vice-Chairmen; W. W. Col­
ledge, Treasurer, and Adrian F. 
Sanderbeck, Benedum-Trees Build­
ing, Pittsburgh, Secretary.
The General Committee is as fol­
lows: D. A. Allen, M. D. Bachrach,
E. A. Ford Barnes, Virgil E. Ben­
nett, A. H. Blass, W. W. Colledge, 
Ernest Crowther, J. M. Cumming, 
A rthur J. Farber, Ira G. Flocken, 
Wm. A. Hemphill, George F. Herde, 
Lawrence Jacobs, Park H. Kelso, 
Frank Wilbur Main, W. F. Marsh, 
Frank C. Miller, Richard H. Moh- 
ler, Otto G. Richter, W. T. Royston, 
Adrian F. Sanderbeck, H. B. Scott, 
Chas. C. Sheppard, H. Ivan Sloan, 
Irwin C. Snyder, Harry W. Wat­
kins, John Watt, Frank A. Willi­
son, J. E. Wilson, Wm. A. Wood.
The Ladies’ Committee is as fol­
lows : Mrs. Mae B. Colledge, Chair­
man; Mrs. Nellie S. Barnes, Mrs. 
Ada E. Cumming, Mrs. Eva P. 
Main, Mrs. Florence C. Scott, Mrs. 
Grace O. Willison.
Allan B. Mason, C. P. A., an­
nounces the opening of an office 
for the practice of general account­
ing at 416 Equitable Building, Bal­
timore, Maryland.
W. J. Miscally, C. P. A., an­
nounces the removal of his office 
to 508 Bank of Bay Biscayne Build­
ing, Miami, Florida.
Philip A. Klapman, C. P. A. and 
Attorney at Law, announces the 
opening of offices at 127 North 
Dearborn Street, Chicago, Illinois, 
for the general practice of account­
ing and law.
W. Albert Johnson, C. P. A., is 
now located on the Sixteenth Floor 
of the Hearst Tower Building, Bal­
timore, Maryland.
G. R. Foddy, C. P. A., announces 
the removal of his office to 40 East 
34th Street, New York City.
Howard Greenman, C. P. A., J. 
Burt Greenman, and Alexander M. 
MacNicol, C. P. A., announce the 
formation of the partnership of 
Howard Greenman & Co., succeed­
ing to the accounting practice of 
Howard Greenman, with offices at 
20 Vesy Street, New York City.
Announcement is made of the 
purchase by Mr. Frank C. Gorham 
of the accounting practice in the 
State of North Carolina of Freder­
ick B. Hill & Company, Certified 
Public Accountants, and of the 
opening of offices under the firm 
name of Frank C. Gorham & Com-
N. C. Associated with Mr. Gor­
ham in the new firm are J . Beverly 
Redford, C. P. A .; Edward R. 
Jones, C. P. A.; E. C. Morrissette, 
C. P. A., and Lawrence E. Skees. 
The firm will specialize in Munici­
pal and County Accounting.
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T O ALL CERTIFIED PUBLIC ACCOUNTANTS: In the Ju ly  issue of The Certified Public Ac­
countant appeared an article  presum ably inspired b y  
the Convention Committee and alleged to  be a  quota­
tion from  Bachrachs’ F ou rth  Reader, asserting  th a t  
P ittsb u rg h  has  finally been established as the  S ix th  
City of the  United S tates. The m odesty of th e  Com­
m ittee in claiming only six th  place is tru ly  commend­
able, bu t from  m y observations during a recent v is it 
to th a t  city, I  can say to  you w hat m odesty does n o t 
perm it the  Committee to say—th a t  P ittsb u rg h  is un­
doubtedly going to  take  first place in the  ranks o f  
convention cities.
Regular work in the  offices of the  Com m ittee mem­
bers appears to  have been suspended and everyone is  
devoting him self to  th e  job of m aking th is  convention 
the  best in  th e  h isto ry  of the  Society. We are  a ll 
well enough acquainted w ith  the  P ittsb u rg h  contin­
gen t to  know th a t  when they  undertake a task  i t  i s  
going to  be well done.
I  can take  only one exception to the  propaganda in  
the  July  issue. P ittsb u rg h ’s “ sons” receive honor­
able mention, bu t no reference is m ade to P ittsb u rg h ’s  
“daughters.” Perhaps one of h e r bachelor sons is  
responsible fo r th is.
From  recent indications, however, i t  is apparen t 
th a t  th is  omission has not dampened th e  enthusiasm  
of the  daughters and i t  is safe to predict th a t  noth­
ing will be left undone to  give to  the  v isiting  ladies 
a  full expression of th e  delightful hospitality  fo r  
which P ittsb u rg h  is famous.
The m eeting of S ta te  Representatives will be es­
pecially in teresting  th is  year. This is open to  all w ho 
wish to attend. The Committee is a rrang ing  fo r  
some splendid technical papers. The Business Show 
will be b igger and b e tte r  th a n  las t year. And, as to  
the  en terta inm ent—leave th a t  to P ittsb u rg h ’s sons 
and daughters, b u t take  a tip  from  me and come p re ­
pared fo r a strenuous th ree  days.
Cordially yours,
JAM ES A. COUNCILOR,
Presiden t,
THE CERTIFIED 
PUBLIC ACCOUNTANT
The Official Organ o f  
The American Society o f Certified Public Accountants
Published by The Accountants Publishing Company, Wood­
ward Building, W ashington, D. C.
Application for entry as second-class m atter is  pending.
Editor: D U R A N D  W. SPRINGER
Subscription price a year of tw elve issues, $2.00; tw enty  
cents the copy.
A ll communications should be addressed to the Editor. 
Printed by the Terminal P ress, Inc., 923 Eleventh Street 
N . W., W ashington, D. C.
COURAGE
COURAGE is a th ing  ordinarily associated w ith the  valor of a soldier in the  field of action or 
w ith  some valiant who has faced and conquered a 
sudden emergency requiring g rea t physical risk  and 
endurance. Courage is the  forem ost a ttrib u te  of our 
boyhood heroes and the  basis of our dream s of a 
rom antic fu ture .
E arnest scientists, seekers a fte r  tru th , tell us 
solemnly th a t  courage in common w ith o ther v irtues 
is often all a m a tte r  of physiology; th a t  certain  ele­
m ents poured into the blood-stream by the  ductless 
glands are  responsible fo r courage; th a t  the  adrenal 
gland supplies the  necessary m aterials to produce a 
berserk fu ry  th a t  conquers all physical odds and thus 
the  deeds of our heroes were m erely reactions of 
highly complicated chemicals and not the  resu lts of 
deliberate choice of red-blooded men. Again th e  m a­
terialistic  age in which we are  living has shattered  a 
beautifu l and consoling illusion and one more tone of 
drabness has been added to a th ing  already sa tu ra ted  
w ith  dullness.
We are  ju s t a little  b it old-fashioned. We believe 
th a t  there  is a  moral as well as a physical courage, 
aye, a  courage of the  soul fa r  beyond the  action of 
chemicals or o ther m aterialistic  things, or even the 
w eighted u tterances of learned men.
I t  was bu t yesterday th a t  m an’s thoughts were 
forced from  th e ir  usual channels, the  counting-room 
was, forgotten  and business deals of huge proportions 
were ignored; m en’s eyes were directed neither to 
land nor sea, bu t to a flash of silver in the  m orning’s 
sun as m an conquered the  spanning of a g rea t ocean 
in one flight. Does anyone believe th a t  the  heroism 
of th a t  deed was prom pted by the  peculiarities of th a t  
boy’s blood-stream a t  th a t  particu lar tim e? No, and 
again, No— it w as inspired by the  courage of the  sou l!
We do not know the  origin of moral courage; it m ay 
be an inherent tra it, or it m ay be spontaneous develop­
m ent, bu t we do know th a t  i t  can be developed 
th rough  discipline and proper tra in ing  in the  young, 
coupled w ith constant effort; th a t  it  m ust be used to
be retained as i t  is a v irtue which atrophies if  neg­
lected.
L et us not pu t too much fa ith  in th is  present day 
m aterialistic  philosophy. A re we not told th a t  in 
some obscure m anner the  mind itse lf can stim ulate 
the  action of the  very ductless glands said to be 
largely responsible fo r our emotions ? If th is be true, 
then  can not the  action of the  soul likewise stim ulate 
th e  mind ?
Courage of the  soul requires the  hab it of facing all 
issues squarely, deciding them  under the  guidance of 
an ethical concept of r ig h t and courageously adhering 
to the  decisions, be the  cost w hat it  may. In th is  day 
of education few lack an enlightened conception of 
r ig h t and wrong. The currently  accepted code of 
ethics is perhaps more th an  ever in the  h istory  of 
civilization based on altru istic  ra th e r  th an  selfish 
m otives and courage to follow is all th a t  is required.
Courage reaches its  h ighest exemplification in inde­
pendence of thought. M any are  uncom fortable when 
they  discover th a t  th e ir  thoughts are  not in accord­
ance w ith  th e  opinion of the  m ajority . They lack 
courage. Take courage and th ink  alone!
H. E. LUNSFORD.
ACCOUNTANTS’ WORKING PAPERS
I N the  A ugust, 1926, issue of The Certified Public Accountant, there  was published the  “Finding and 
O rder fo r Final Decree” of Alonzo R. Weed, Justice 
of the  Superior Court of the  Commonwealth of M assa­
chusetts, in regard  to the  bill in equity of th e  Ipswich 
Mills vs. William Dillon, e t al., the  said case pertaining 
to the  ownership of accountants’ working papers.
I t  was held by the  tria l judge in th is  case th a t  all 
accountants’ working papers resu lting  from  engage­
m ents which had been paid for, were the  property  of 
the  client and should rem ain w ith  the  client, bu t should 
any question arise as to the  in teg rity  of the  account­
an t or criticism  of the  service perform ed, he should 
have the  rig h t to examine the  working papers or to 
m ake photostatic  copies of them .
An appeal was taken  from  Judge W eed’s findings 
and the  case w ent to the  Supreme Judicial Court of the 
Commonwealth of M assachusetts, which is the  court 
of last reso rt in th a t  State.
Judge Carroll of the  Supreme Judicial Court of the  
Commonwealth of M assachusetts, has handed down 
his decision which reverses the  decision of the  tria l 
judge of the  lower court. In his decision it was held 
the  defendants were not the  agen ts or servants of the  
plaintiff (client), bu t th a t  they  were “Independent 
C ontractors” and th a t  the  accountants’ working 
sheets, papers, copies of letters, mem oranda, or any 
o ther m aterial assembled fo r the  purpose of preparing 
a report or otherwise, were the  property  of the  ac­
countant and th a t the  client has no rig h t to demand
of the accountant th e  surrender of his working papers 
or office copies of reports, etc.
This decision is of the  u tm ost im portance to all 
certified public accountants, or public accountants, as 
this decision establishes a  precedent.
I t  is also in teresting  to  note the  judge’s rem arks 
classifying the  accountant as an independent con­
trac to r or agency, and th a t  th e  gathering  and collect­
ing of w orking papers, etc., by th e  accountants, was 
done in the  course of th e ir  own business; th a t  they  
were not employed to  m ake these sheets, bu t th a t  
working sheets were m erely the  m eans by which the  
work fo r which they  were employed m igh t be accom­
plished.
The decision of Judge Carroll of the  Supreme Ju ­
dicial Court of the  Commonwealth of M assachusetts 
is prin ted  complete on page 228.
EDW IN L. PRIDE.
THE HUMAN SIDE
V ERY often it  is asked, “W hat do I get out of being a m em ber of a national association ?” The 
answers, p ro  and con, rarely  take in th e  hum an side. 
Aside from  everything else, i t  brings one into touch 
w ith a fellow -practitioner and an acquaintanceship 
in the  chosen profession is enlarged.
This is to express an appreciation of the  hum an 
side.
The w rite r went to a city, not his home, where he 
was interned in a  hospital fo r several m onths. On 
his arrival he called up a  m em ber of the  Society, 
whom he had gotten  to  know through m eeting him 
once in a while a t the  annual m eetings. This m em ­
ber and his wife, fo r a period of th ree  m onths, came 
weekly to call upon the  w rite r and to spend some 
pleasant hours w ith  him.
T hat is one th ing  which m akes a Society w orth 
while. I t  expresses the  devotional side, when men 
who are m ere acquaintances will give up th e ir  tim e 
to make the  tim e of another pass more leisurely and 
more happily.
Editor’s  N ote: From Charles Hecht, one o f our loyal m em ­
bers who had just returned home from  an extended hospital 
experience, we received a note two days after h is return in 
which he said: “I am back home and fee lin g  fine,” and ex ­
pressed such a fine sentim ent that W e are reproducing it.
THE SECRETARY EN ROUTE
On N orthern  Pacific 
Between Bism arck and Miles City,
Ju ly  20, 1927.
The Secretary, accompanied by his wife and her 
m other, le ft W ashington July  1 fo r a  trip , including 
th irty -e igh t stops in th e  ten  N orthw estern  States. 
His itinerary  was planned to  include cities where mem­
bers of s ta te  boards of accountancy, officers of s ta te
societies and of The Am erican Society resided. Inci­
dentally it  was planned to v isit each sta te  university, 
capital and chief commercial city.
Monday and Tuesday, July  11 and 12, were spent a t 
St. Paul and Minneapolis, where prelim inary plans had 
been made by C. H. Preston, president of the  Minne­
sota Society, and A. F . W agner, Representative of The 
Am erican Society. V isits were made to the  offices 
of H. M. Temple and  E. K roeger of th e  S ta te  Board. 
Considerable tim e was spent a t  the  S ta te  Capitol ex­
am ining the  system  under which they  have recently 
discovered a shortage. L. W. Hines and H. H. Bach­
mann, certified public accountants, are  now try ing  to 
find out how m uch was taken  by m aking an audit 
covering a period of seven years. P resident Coffman 
of the U niversity  of M innesota discussed w ith the 
Secretary some of th e ir  problems, and then  an hour 
was spent in an exam ination of the  accounting system  
of the  U niversity. In a chat w ith  Dean Stevenson, 
we discussed the  m ethod by which certain  advanced 
accounting students had obtained some practical ex­
perience during th e  past year in some of the  offices of 
accounting organizations in the  two cities.
M innesota has had an unusual experience w ith s ta te  
societies. Originally there  was a society of public ac­
countants and then  a group organized a society of cer­
tified public accountants. The la tte r  group disinte­
grated  so fa r  as the  s ta te  was concerned, bu t of course 
legally held the name. Some years ago the  society 
of public accountants was abandoned and a M innesota 
C hapter of the  Am erican In stitu te  established. This 
did not prove satisfactory , and last fall th e  s ta te  so­
ciety of public accountants was reorganized and steps 
taken to obtain possession of the  C. P. A. organiza­
tion, no m em ber of which now resided in Minnesota. 
Proxies were obtained and while the  Secretary was in 
Minneapolis a m eeting was held, a t  which enough per­
sons, now resident in M innesota and actually con­
nected w ith  the  M innesota Society, were elected so 
th a t  it  will be possible to have a genuine sta te  organi­
zation of C. P. A.’s.
The certified m en of the  Twin Cities had been in­
vited to a dinner a t the  A thletic Club fo r Tuesday 
evening, July  12, and th e  accounting offices were well 
represented. The Secretary  traced  the  development 
of the  public accountant in th is country and made a 
plea fo r united effort on the  p a rt of the  s ta te  board 
and s ta te  society to  secure a regulatory  law.
W ednesday afternoon and evening were spent a t  
Duluth, where arrangem ents had been made by Ja rl 
W. Hanson. Calls were m ade a t the offices of J . S. 
M atteson, chairm an of the  sta te  board, and of several 
other accountants. A t D uluth invitations had been 
extended to all public accountants, w hether certified 
or not, to  a ttend  the  dinner. Here the  Secretary 
stressed the  responsibility of the  public accountant to 
th e  unknown persons who m ight be called upon to
m ake decisions based upon the  inform ation received 
from  his reports.
Several days, including a Sunday, were spent in the  
Dakotas, in neither of which sta tes  has a  s ta te  so­
ciety been organized. H ere the  one topic th a t  was 
emphasized was the  value of s ta te  organizations. The 
M ichigan h istory  was cited as showing th a t  even a 
small group could exercise m uch influence. The first 
s ta te  accountants organization in  M ichigan was 
s ta rted  in the  fall of 1896 w ith  fou r members. By 
1906 it had secured a C. P. A. law and then  num bered 
only th irteen .
Bism arck and Fargo, N. D., have two accounting 
organizations w ith C. P. A .’s, Grand Forks has three, 
Jam estow n and M inot have one each. Accounting 
conditions appeared to  be good. The S ta te  F a ir  was 
being held a t  Grand Forks when we were there  and 
we chatted  w ith J. W. W ilkerson, Secretary  of the  
S ta te  Board, between the  auditing  of prize money re ­
ports. F . F . B urchard, Chairm an of the  Board, was a t  
Cincinnati a ttending  th e  E lks Convention, and T. 
Poole, the  o ther m em ber of the  board, was in Cali­
fornia, bu t in both cases we were able to discuss the
situation  w ith  certified m em bers of th e ir  organiza­
tions.
South Dakota has certified public accountants a t 
Aberdeen, Sioux Falls, W atertow n and W hite Lake. 
The adm inistration of the  law is placed in the  S tate 
D epartm ent of Finance, Division of A udits and Ac­
counts, the  m em bership of which a t  the  presen t con­
sists  of M essrs. E. U. Berdahl, E. A. Jones, and J. E. 
T ruran, w ith  office a t P ierre, in the  Capitol. The trip  
there  took a day and a  half, b u t the  Secretary found 
Mr. T ruran, the  m em ber who has served th e  longest, 
much in terested  in  th e  welfare of accounting legisla­
tion. He expressed the  opinion th a t  if the  certified 
men effected a s ta te  organization it  would be possible 
by the combined efforts of the  present board and the 
s ta te  society to  amend th e  p resent law by placing the 
adm inistration in the  hands of a  s ta te  board of cer­
tified men.
A t Aberdeen the  R epresentative of The American 
Society, G. A. Anderson, had arranged  fo r the  Secre­
ta ry  to speak before the  R otary  Club. One more stop 
in the  southern  p a rt of the  s ta te  will be made on the 
re tu rn  trip .
Accountant Owner of Working Papers
Reservation and report by W eed, J., 
of a su it in equity heard by him in  the 
Superior Court.
Carroll, J. The question involved in  
this su it in equity is  the ownership of 
certain papers. The plaintiff is  a m anu­
facturer o f hosiery. The defendants are 
accountants, father and son, who have 
been partners since January 1, 1921. In 
1912 or 1913 the father, and later the 
firm, were employed by the plaintiff as 
accountants to  make an annual audit, 
to prepare tax  returns, and to perform  
services on m atters o f bookkeeping, cost 
accounting and statem ents for  banks. 
This em ploym ent continued until Decem­
ber, 1925. In 1922 or 1923 the defend­
ants w ere employed to  conduct a  Fed­
eral tax  case before the bureau of inter­
nal revenue as attorneys in  fa c t for  the  
plaintiff. W hile a Federal revenue agent 
w as m aking an exam ination o f  the plain­
tiff’s returns for  the years 1922, 1923,
1924, he w as sent by the plaintiff to  the  
defendants to exam ine certain papers in 
their possession relating to the plain­
tiff’s affairs, more particularly the de­
fendants’ “work sheets” relating to the 
revaluation o f the plant assets and to  
certain adjusted inventories developed in 
their work on the tax  case. The defend­
ants refused the revenue agent access to 
these papers. On January 6, 1926, the  
plaintiff demanded o f the defendants “all 
papers in your possession belonging to  
Ipswich M ills.” N o papers w ere deliv­
ered and th is suit w as instituted.
Ipswich M ills vs. W illiam  Dillon & an­
other. Suffolk. Argued March 8, 
1927. Opinion filed July 5, 1927. Pres­
ent: R ugg, C. J., Braley, Pierce, Car­
roll, & W ait, JJ. Accountant, Owner­
ship of letters, work sheets, and mem ­
oranda. Agency, Independent contrac­
tor.
(Decision of lower court printed in the  
Certified Public Accountant, A ugust,
1926, p. 227.)
A ll the papers involved which were in 
the defendants’ possession w ere produced 
by them at the trial. They w ere examined  
by the parties, grouped, initialled and 
impounded, aw aiting the final decision of 
the case. Group A  consisted o f papers 
that originated in  the plaintiffs’ office or 
in the office o f its  selling agents, or of 
someone associated w ith them , including  
papers relating to the 1917 Federal tax  
return o f the plaintiff. The defendants 
conceded that the plaintiff is  the owner 
of these papers in  Group A , and entitled  
to possession o f them . Group B included 
copy of the amended Federal tax  return 
of the plaintiff for  the year 1918, and  
certain papers (not work sheets) relat­
ing thereto. In Group C there w ere cop­
ies o f the plaintiff’s tentative and amend­
ed tax return for  1919 w ith  work sheets 
and correspondence in  connection there­
with. In Group D w ere papers and 
work sheets o f the revaluation of the
plaintiff’s plant assets. The papers in 
group E w ere the defendants’ work 
sheets of their July, 1922, report. Group 
F included papers, reports, returns, cop­
ies, work sheets, data, correspondence 
and memoranda respecting the tax  case, 
together w ith some letters originating in 
the plaintiff’s office.
It w as found by the trial judge that 
work sheets m eant papers on which orig­
inal compilations, computations and 
analyses are made by accountants, which 
later are gathered together in a  sum­
m ary form  and the figures rendered in 
a schedule, exhibit, report or return upon 
which the accountant is  working. The 
judge ruled that the plaintiff w as the 
owner of the papers in  groups B, C, 
D and E , and entitled to  the immediate 
possession of them , the defendants be­
ing entitled to take and preserve such 
photostatic copies as they desired. With 
reference to the papers initialled F, the 
judge ruled that the parties were jointly  
interested in these particular papers, 
w ith the right in  the plaintiff to  take 
them tem porarily from  the defendants. 
An order for  a decree w as made. The 
case w as then reported to th is court.
Concerning the papers marked B, 
which consist of “copy of amended Fed­
eral tax  return o f the plaintiff for  1918 
and certain papers (not work sheets) 
relating thereto,” the judge found “the 
defendants w ere under em ploy as ac­
countants,—auditing, checking up and 
verify ing, and m aking a research for
the original costs o f the plaintiff’s plant 
assets then in  use and applying depre­
ciation figures decided upon by the di­
rectors w ith respect to the different 
classes o f property. I t  w as work o f a  
character requiring accounting skill and 
experience, and good judgm ent in  reach­
in g  sound and dependable conclusions 
where original entries w ere obscure or 
vouchers m issing. It w as fu lly  paid for  
by the plaintiff.” W e assum e that the  
original tax  return w as delivered to the 
plaintiff and the copy o f  th is return re­
tained by the defendants. The defend­
ants were not the agents or servants of 
the plaintiff, they w ere independent con­
tractors. In the m aking o f the docu­
m ents and papers and in collecting the 
information involved in them , the de­
fendants w ere independent accountants 
engaged in  their own occupation. See 
Pearl vs. W est End Street Railw ay, 176 
Mass. 177, 179; Leverone vs. Arancio, 
179 M ass. 439, 443. They had the right 
to make and retain copies o f the tax  
return. It m ight be necessary to have 
possession of the copies i f  the accuracy 
of their work w as questioned. There w as 
nothing in the contract o f employment 
which required the defendants to sur­
render this copy and in the absence of 
such an agreem ent they could not be 
compelled to surrender it. The other 
papers relating to the Federal tax  re­
turn of 1918, mentioned in Group B, we 
understand are office copies o f letters 
sent by the defendants. The defend­
ants could retain copies o f these letters 
as w ell as copies o f the schedules which 
are indicated by the evidence as being  
a part of the “papers . . . relating  
thereto.” This copy o f the return and 
the papers relating thereto m ay have 
contained inform ation o f importance to 
the plaintiff. The right o f the plaintiff 
to restrain its  publication is  not before 
us. Even i f  it  be assumed that the de­
fendants could be enjoined from  the pub­
lication o f the contents of these papers, 
the title  to  them w as in the defendants.
Group C consisted of (1 ) carbon cop­
ies of letters from  the defendants to  the 
plaintiff; (2) original letters from  the 
plaintiff to the defendants; (3 ) original 
letters to the defendants from  the plain- 
tiffs’ attorneys; and (4) carbon copies 
of letters from  the defendants to the 
collector o f internal revenue.
The carbon copies o f the defendants’ 
letters to  the plaintiff w ere the property 
of the defendants. The plaintiff did not 
own these copies and w as not entitled to 
their possession. The contract o f em ­
ploym ent did not require the defendants 
to furnish these copies to the plaintiff. 
The original letters from  the plaintiff 
to the defendants belonged to the de­
fendants. They w ere the recipients, and 
therefore owned them. I t  w as decided 
in Baker v s. Libbie, 210 M ass. 599, 606, 
after an exhaustive review of the author­
ities, that as a general rule the publi­
cation of letters m ay be restrained by
the author, but in  the absence of some 
special arrangem ent the recipient of the  
letter is the owner. “The author parts 
with the physical and m aterial elem ents 
which are conveyed by and in the envel­
ope. These are given to the receiver. 
The paper upon which the letter is  w rit­
ten belongs to the receiver. Oliver vs. 
Oliver, 11 C. B. (N . S.) 139. Grigsby 
vs. Breckinridge, 2 Bush, 480, 486. Pope 
vs. Curl, 2 Ark. 341. W erckm eister vs. 
American Lithographic Co. 142 Fed. Rep. 
827, 830. A  duty o f preservation would 
im pose an unreasonable burden in m ost 
instances. It is  obvious that no such 
obligation rests upon the receiver, and 
he m ay destroy or keep at pleasure.” 
The sam e principle is  applicable to  the 
letters sent from  the plaintiffs’ attorneys 
to the defendants. A s the defendants 
were the receivers of these letters, they  
were the property of the defendants.
The carbon copies of the defendants’ 
letters to the collector of internal reve­
nue did not belong to the plaintiff. W hat­
ever right it m ay have to exam ine these  
copies, or take copies o f them, which 
point w e are not called upon to  decide, 
the defendants’ copies did not belong to 
the plaintiff; they were owned by the 
defendants. The fa c t that the copies of 
these letters concern the plaintiff is  not 
a sufficient reason for  depriving the de­
fendants o f their property. In w riting  
the letters the defendants w ere not the 
plaintiff’s servants.
In Group C there are copies of Federal 
tax returns. These, as w e understand 
from  the record, w ere the defendants’ 
office copies. The record shows that 
copies o f all returns and schedules pre­
pared by the defendants for the plaintiff 
were sent to the plaintiff. Even i f  the 
plaintiff has a right to require further  
copies, a question not involved in  this 
suit, it  has no right to demand o f the  
defendants the surrender of these office 
copies. They were the property o f the 
defendants.
The work sheets, as defined by the 
trial judge, w ere the defendants’ prop­
erty. They w ere made by them  while 
engaged in their own business. The pa­
per on which the computations w ere 
made belonged to them . They w ere not 
employed to m ake these sheets. The 
sheets w ere m erely the m eans by which  
the work for which the defendants were 
employed m ight be accomplished. The 
title  to the work sheets remained in the  
defendants after the computations were 
made. In the absence of an agreem ent 
that these sheets were to belong to the 
plaintiff, or w ere to be held for  it, they  
were owned by the defendants. It m ay  
be that these papers contained inform a­
tion confidential in its  nature and o f im ­
portance to the plaintiff; but the defend­
ants did not receive th is inform ation as  
the plaintiff’s servants. It has been held 
that plans prepared by an architect em ­
ployed for  that purpose belong to the  
one for  whom they are made. W alsh
vs. St. Louis Exposition & Music H all 
A ssociation, 101 Mo. 534, 535. Gibbon 
vs. Pease [1905] 1 K. B. 810. See K utts 
vs. Pelby, 20 Pick. 65, 66. But it  has 
never been decided so fa r  as w e know  
that the prelim inary plans and sketches 
of an architect belong to the person by  
whom the architect is  employed, see in  
th is connection Rutan vs. Coolidge, 241 
(Continued on P age 253.)
PRACTICE RULING CON­
STRUED
Certified public accountants, gen­
erally, will be in terested  in th e  con­
struction which the  Committee on 
Enrollm ent and D isbarm ent of the  
T reasury  D epartm ent has placed 
upon sub-paragraph (d) of P a ra ­
graph  2 of the  revised Regulations 
of the  T reasury  D epartm ent. The 
following le tte r  from  the  Chairm an 
of the  Committee is in  answ er to  
an inquiry made by the  Secretary 
of The Am erican Society:
July 5, 1927. 
Mr. Durand W. Springer,
Secretary, The American Society of 
Certified Public Accountants, Wood­
ward Building, W ashington, D. C.
Sir: Reference is made to your letter  
of June 30, 1927, relative to sub-para­
graph (d) of Paragraph 2 of the regula­
tions of the Treasury Departm ent gov­
erning the practice o f attorneys and 
agents representing claim ants before the 
Treasury Department, in which you re­
quest a construction o f said sub-para­
graph.
You are advised that the purpose of 
this sub-paragraph is to prohibit enrolled  
agents from  drafting instrum ents by  
which title  to real or personal property is  
conveyed or transferred and construing  
such instrum ents as to their sufficiency 
to effect such conveyance or transfer. 
Such service is  clearly w ithin the line of  
professional work of an attorney and a  
service which only an attorney is  com­
petent to  p e r f o r m .  I f  a  Federal tax ­
payer intends to convey or transfer real 
or personal property for the purpose o f  
affecting h is Federal taxes, then he  
should em ploy an attorney to draft and  
construe such instrum ents as to  their  
sufficiency to transfer the title  to  such 
property to the grantees named in such  
instrument.
Accountants should accept such instru­
m ents as placing the title to  such prop­
erty  in the grantees named therein, and 
on that basis an accountant m ay state  
w hat the effect o f such transfer o f  title  
to such property is  or w ill be in  regard  
to Federal taxes.
Respectfully,
(S igned) S. R. JACOBS, 
Chairman, Committee on 
Enrollm ent and Disbarment.
How To Figure Your Percentage of Collections
The subject assigned me, viz: 
“How To Figure Your Percentage 
of Collections” is of vital impor­
tance. Especially is this true as 
related to any business extending 
credit. To discuss the subject from 
every angle would require consid­
erable time. In the few minutes 
allotted me, therefore, I deem it 
advisable to adhere strictly to the 
points in which you are perhaps 
most interested. 
The accounting profession, of 
which the speaker is a member, is 
exercising its efforts in the way 
of advocating more sound and 
practical business methods. If an 
institution is to be successful, it 
must be steered in the right path, 
and a prerequisite to proper steer­
ing is executive ability. An execu­
tive body cannot successfully 
function except it be conversant 
with true conditions. For bona 
fide information to be available, 
all facts must be placed upon the 
surface, and this can be accom­
plished through an adequate sys­
tem of accounting.
When computing the percentage 
of collections, the method used 
should be the one affording the 
most satisfactory results. In or­
der to arrive at the best results, 
the procedure must be sound. With 
this in mind, it is my hope to place 
before you a procedure that will 
provide information of value, and 
will furnish such data as will keep 
the executive fully advised as to 
how current collections compare 
with outstanding accounts receiv­
able.
Any business must pay some 
one for the use of capital it has 
invested in its accounts receivable; 
for borrowed capital it must pay 
interest, and for the amount stock­
holders have invested, it pays, div­
idends. Uncollected Accounts Re­
ceivable represent capital furn­
ished debtors gratis. This being 
true, it is evident the cost of such
By CADDIE H. KINARD, C. P. A.,
El Dorado, Ark.
Address delivered at meeting of Re­
tail Credit Men’s Association, May 26, 
1927.
capital must come out of the mar­
gin of profit resulting from sales. 
The amount of profit in a sale is 
limited at the time the deal is con­
summated. It matters not how 
long the account is permitted to 
run, the profit does not increase, 
but, on the other hand, the longer 
the account is unpaid, the smaller 
the return realized on the invest­
ment, the heavier the collection 
expense, and the greater the pos­
sibility for bad debts.
A good method for computing 
the percentage of collections is on 
the basis of turnover. The most 
effective way to compute the turn­
over of accounts receivable, is to 
divide the average daily sales into 
the average amount of the out­
standing accounts receivable a t 
the close of the fiscal period. For 
illustration:
the nominal credit period by use 
of the following formula. It mat­
ters not whether the terms are 
30. 60 or 90 days.
Outstanding accts. rec. 
at beginning of fiscal 
period
collected dur­
ing the current 
period.
In the first illustration the ini­
tial balance of accounts receivable 
is $30,000.00, the collections for 
that period being $15,000.00.
15000.
30000.
=  50%
This discloses tha t 50 per cent 
of the previous period’s accounts 
receivable have been collected dur­
ing the current period.
To obtain results of value, sight 
must not be lost of uniformity. In 
computing the percentage of col­
lections, you are seeking informa­
tion for comparison. The compar­
ative figures will not serve tha t 
purpose except the entire mem­
bership adopt the same method of 
computation.
The information for preparing 
these statements must, of course, 
(Continued on Page 249.)
Accounts receivable beginning
of month ...................................
Sale s  charged to accts. rec. 
during current mo............... .
Total .................................
Deduct: Accts. collected during
current mo................................
Accts. rec. outstanding close of
current mo....... ......... ............ .
Average working days per mo.
(30000. 35000.) 
( 2 )
$30,000.00
20,000.00
$50,000.00
15,000.00
$35,000.00
26
32,500.00
769.23
Days
42.24
From the foregoing, it is read­
ily seen it would require 42.24 
days to sell as much merchandise 
as would equal that consumed in 
uncollected accounts receivable.
As a means of judging the effi­
ciency of the credit department, 
the credit period is compared with
Accounts receivable at 
end of fiscal period
Sales for fiscal period
X  Months in fis­
cal period =  
average credit 
period.
Perhaps an illustration will be 
more easily understood.
Sales—Fiscal p eriod ................  $20,000.00
32500.
Ave. credit period--------- X 1 =  1.62 Mos.
20000.
This would indicate that the av­
erage credit period of accounts re­
ceivable outstanding is 1.62 
months, although the credit terms 
are 30 days.
Another method of computing 
the percentage of collections is on 
the basis of outstanding accounts 
at the close of the period immed­
iately preceding that under re­
view. This is obtained by the fol­
lowing formula:
Collections for fiscal 
period
---------------------------------=  % of accts. rec.
Monthly aver­
age accounts 
rec. 
Daily average charged (20000.)
sales. ---------
( 26 )
Daily average sales (32500.)
outstanding and not ---------
collected (769.23)
T H E Convention Committee fo r the  S ixth  Annual Convention 
of The Am erican Society which will 
be held in P ittsb u rg h  on Septem ­
ber 28-29-30 has been very much 
gratified w ith  the  R egistrations 
which have been coming in from  all 
parts  of the  United S tates. The 
Convention will be held a t Hotel 
Schenley in th e  beautifu l Schen­
ley Farm s residential and civic 
center of P ittsburgh .
On W ednesday, Septem ber 28th, 
the  annual Golf Tournam ent will be 
held fo r the  Springer and D istrict 
of Columbia cups. Practically all 
of those who have played in form er 
Tournam ents are  expected to  be 
present, also m any new entran ts. 
The Tournam ent will be held a t  the  
Longue Vue Golf Course, one of 
the  m ost difficult and picturesque 
in the  United S tates. A t th e  same 
tim e a Bridge Tournam ent will be 
held in the  Club House fo r the  vis­
iting  ladies. In the  evening a Din­
ner Dance will be held a t  Longue 
Vue, a t  which all visitors will be 
the  guests of the  P ittsb u rg h  Con­
vention Committee. The “Song 
Com m ittee” is arrang ing  fo r group 
singing a t  the  D inner Dance and is 
having special songs w ritten  fo r 
the  occasion.
On Thursday m orning the  m eet­
ing of S ta te  Representatives will be 
held a t  the  Hotel Schenley and a t  
the  same tim e the  v isiting  Ladies 
will be taken in charge by the  lo­
cal Ladies’ Committee. A Lunch­
eon fo r the  v isiting  Ladies will be 
held a t  Shanopin Golf Club, a fte r  
which they  will be taken on a 
sight-seeing trip  about P ittsburgh .
In the  afternoon, the  first Busi­
ness Session will be held and re ­
ports of the  President, Secretary 
and various Com m ittees will be 
presented. In  the  evening there  
will be held the  “A ccountants 
Horse Race,” one of the  sur­
prise fea tu res of th e  Convention. 
A t the  conclusion of the  Horse 
Race, The O rder of Twelve will go 
in session and a t  th e  same tim e The
By FRA NK  W ILBUR MAIN, 
General Committee Chairman.
Order of Thirteen, a  secret organi­
zation of the  Convention Ladies, 
will hold its  first conclave. Enough 
said.
On Friday  m orning and a fte r­
noon, business and educational ses­
sions will be held. The Program  
has not been entirely worked out, 
bu t will be of high order. The re ­
m aining Reports will be presented 
and the  regu lar business session 
held. Miss M yra Jones, Certified 
Public A ccountant of Verm ont and 
the  Chief Accountant of the  M etro­
politan Y. W. C. A. of P ittsburgh , 
will have a paper on “Young Wo­
men and  The Certified Public Ac­
countant Profession.” A paper on 
“The Genesis of The Certified Pub­
lic A ccountant Profession” will be 
presented by Mr. George W ilkin­
son, of Philadelphia. Mr. W ilkin­
son is one of the  best known Cer­
tified Public A ccountants in the 
United S tates and has been in ac­
tual practice fo r fo rty  years. Mr. 
W alter A. Coy, of Cleveland, the  
President of the  Cleveland C hapter 
of the  Ohio S ta te  Society, will p re­
sen t a  paper on “P resent Day Devel­
opm ent of S ta te  Chapters.” A dis­
cussion of th is  paper will be led by 
Mr. G ardner W. Kimball, P resident 
of the  Pennsylvania In stitu te  of 
Certified Public Accountants. Ten­
ta tive  arrangem ents are also being 
made fo r o ther papers of equal in­
terest. The annual Banquet will be 
held a t  the  Hotel Schenley on F ri­
day evening. A program  of special 
in terest is being arranged.
Following th e  practice of last 
year, a Business Show is being 
held, a t which show exhibits have 
been arranged  fo r by the leading 
equipm ent m anufacturers. A more 
complete account of th is  show will 
be found in ano ther p a rt of th is  is­
sue. This exhibit is one of the  
really educational fea tu res of th is  
convention. On W ednesday even­
ing, when the  guests will be very
largely a t Longue Vue, th e  m onth­
ly m eeting of the  P ittsb u rg h  Chap­
te r  of the  National Association of 
Cost Accountants will be held in 
connection w ith  the  business show. 
The staffs of the  various accounting 
firms in  P ittsbu rgh  are  being es­
pecially invited to  the  business 
show, also the  clients and friends 
of the  certified public accountants 
of P ittsburgh .
One of the  new fea tu res of the  
Convention will be “W ho’s W ho,” 
containing pictures of all v isiting  
Certified Public A ccountants, a  
copy of which will be presented to  
each v isitor upon arrival. The 
“Who’s W ho” Committee has been 
hard  a t  work fo r m any weeks. Not 
only the p ictures of v isitors and 
local accountants and the  program  
will be contained therein, bu t m at­
te rs  of historical and perm anent in­
terest.
While the  P ittsbu rgh  Committee 
is a very large and representative 
one, it  would not have been able to 
secure the  present advance regis­
tra tion  w ithout the  active help and 
cooperation of the  “On To P itts ­
bu rgh” Committee. This Commit­
tee has done and is rendering a 
m ost helpful service, which is m ost 
sincerely appreciated by the  P itts ­
burgh  accountants. The m em ber­
ship of th is  Committee a t  the  p res­
ent tim e is:
T. Coleman Andrews, Richmond, Va.; 
A lexander S. Banks, N ew  York City; 
Parry Barnes, K ansas City, Mo.; A . C. 
Clarkson, Columbia, S. C.; W alter A. 
Coy, Cleveland, Ohio; Jesse L. Cramer, 
Parkersburg, W. Va.; C. C. Croggon, 
Baltim ore, Md.; Lewis E. Crook, Merid­
ian, M iss.; Carl E. D ietze, M ilwaukee, 
W is.; Edw. S. E lliott, Memphis, Tenn.; 
Thomas H. Evans, Detroit, Mich.; Ed­
mund C. Gause, N ew  York City; J. S. M. 
Goodloe, N ew  York City; J. Pryse Good­
win, N ew  York City; A . H. Hammar­
strom, Clinton, Iowa; Arne S. Hansen, 
Seattle, W ash.; Wm. A. H ifner, Jr., L ex­
ington, Ky.; Jam es F. Hughes, Jersey  
City, N . J.; David A . Jayne, Charleston. 
W. Va.; Gardner W. Kimball, Philadel­
phia, Pa.; H. E. Lunsford, K ansas City, 
Mo.; John T. Madden, N ew  York City;
D. H. McCollough, Charlotte, N . C .; 
Henry J. M iller, N ew  Orleans, La.; R. J .
LeGardeur, N ew  Orleans, La.; Paul W. 
Pinkerton, Chicago, Ill.; Edwin L. Pride, 
B oston, M ass.; A . Lee R aw lings, N or­
fo lk , Va.; H. A. Roney, Indianapolis, Ind.; 
L ouis A. Searson, Columbia, S. C.; E. G. 
Shorrock, Seattle, W ash.; Archie M. 
Sm ith, N ew  Orleans, La.; J. B. Tanner, 
N ew  York City; A. C. U pleger, Waco, 
T exas; Robert Boone Vollum, Philadel­
phia, Pa.; Wm. Whitfield, Portland, Ore­
gon .
The “On To P ittsb u rg h ” Com­
m ittee  is no t complete and will be 
supplem ented between now and the  
firs t of Septem ber.
The General Convention Com­
m ittee  is m ost desirous, and anx­
ious to  have suggestions from  the  
various Certified Public Account­
a n ts  of the  Country, and in conclu­
sion of th is  b rief s ta tem ent of th is  
Convention, desires to pay special 
tr ib u te  to th e  very special and m ost 
valuable efforts of Mr. John B. 
T anner, who has been tireless in 
h is  efforts in assisting  th e  General 
Com m ittee.
W HO’S WHO AND WHAT’S 
W HAT AT TH E PITTS­
BURGH CONVENTION
B y GEORGE F. HERDE, C. P. A.
Pittsburgh, Pa.
In  the  course of tim e memories 
dim  and the  pleasures of associa­
tions or the  events of the  day pass 
from  our m ental vision, displaced 
b y  o ther th ings. I f  th is  is tru e  of 
p a s t  Conventions of The Am erican 
Society of Certified Public Ac­
countan ts i t  will no t be true , in the 
sam e sense or degree, of the  com­
in g  one to be held in P ittsbu rgh , 
Pennsylvania, on Septem ber 28th, 
29 th  and 30th.
Plans fo r the  Convention are  to 
include a new and unique fea tu re  
w hich will be of special in te rest to 
a ll who attend . An Editorial Com­
m ittee , consisting of  M. D. Bach­
rach , C hairm an; George F. Herde, 
S ecre tary ; Richard H. Mohler and 
W . W. Colledge, is busily engaged 
in  perfecting the plans fo r th is  fea­
tu re  of the  Convention.
Many plans of the  Convention 
w ill not be m ade known in advance 
an d  pleasant surprises are  in store 
f o r  those who attend , bu t th is  is 
one fea tu re  which requires th e  co­
operation of all who expect to be 
p resent fo r those th ree  eventful 
days.
The Committee proposes to  is­
sue a souvenir book covering the 
Convention and all of its  activities. 
I t  will contain the  photographs of 
all delegates, historical sketches 
and m uch valuable inform ation. A 
De Luxe Edition is to be prepared 
fo r all those who a ttend  th e  Con­
vention and th is  will serve as s 
constant rem inder of the  S ixth An­
nual Convention of the  Society.
D uring the  Convention new 
friendships will be form ed, old 
ones renewed, and a perm anent 
record of th is  character can not 
bu t have a lasting value and a place 
of honor in one’s library. The 
Convention itself will be one to be 
rem em bered and its memories will 
be perpetuated in th is  book.
If  plans mean anything, and as 
accountants we know th a t  they  do, 
the  S ixth  Annual Convention ap­
pears to  grow in im portance and all 
indications point to an event which 
will surpass any th ing  a ttem pted  
heretofore.
P ittsbu rgh  takes pride in point­
ing to the  m any achievem ents in 
its  h istory, and P ittsb u rg h  C erti­
fied Public A ccountants are  a t­
tem pting  to make the  coming Con­
vention an event which will long 
be an outstanding one in the  his­
to ry  of the  profession.
BUSINESS SHOW
W ith the  ever increasing im por­
tance of mechanical equipm ent in 
accounting and cost finding i t  is 
essential th a t  every accountant 
keep abreast of the  developments 
in th is field. U nfortunately, how­
ever, m any of us are  too busily en­
gaged in our routine tasks to be 
able to devote the  necessary tim e 
properly to  inform  ourselves along 
these lines, or, again, i t  is frequent­
ly inconvenient or im practicable to 
secure satisfacto ry  dem onstrations 
of th e  equipment.
W ith th is  though t in  mind, the  
comm ittee las t year arranged  fo r 
a Business Show in connection w ith  
the  Convention. This fea tu re  re ­
ceived so m uch favorable comment 
th a t  i t  is being repeated th is  year, 
bu t upon a la rger scale.
The Business Show Committee 
has made a happy selection of floor 
space, having arranged  to  place the  
exhibits on th e  first floor of the 
Schenley Hotel, a t  e ither end of 
the Convention and Banquet Hall. 
Each exhibit will be in charge of 
experts who will devote th e ir  en­
tire  tim e to dem onstrating the 
equipm ent on display.
The following concerns have al­
ready contracted fo r space and it 
is expected th a t  several additions 
will be made to th is  list of exhibi­
tors before the  tim e of the  Conven­
tion.
Powers Calculating Machine 
Corporation.
Rem ington Typew riter Company.
Commerce Clearing House.
W. C. Johnston  Company.
Duquesne U niversity.
F elt and T a rran t Mfg. Company.
A. H. M athias Company.
In ternational Business Machine 
Corp.
Monroe Calculating Machine Co.
McCloy Company.
National Cash R egister Com­
pany.
B urroughs Adding Machine Co.
Thomas A. Edison, Inc.
General Office Equipm ent Co.
W ith such a display of equip­
m ent and the  opportunity  which is 
offered fo r  its  convenient inspec­
tion, any accountant will be well 
repaid fo r coming to  the  Conven­
tion if  he does nothing more than  
to  v isit the  Business Show.
ARBITRATION
The Am erican A rb itra tion  Asso­
ciation decided a t  a recent m eeting 
of its  Executive Committee to  es­
tab lish  an A rb itra tion  Exchange 
Committee, consisting of two rep­
resentatives from  each of the  as­
sociations working w ith  the  Am eri­
can A rb itra tion  Association. Ho­
m er A. Dunn and D urand W. 
Springer were requested by the  
Executive Com m ittee to  represent 
The A m erican Society of Certified 
Public Accountants on such E x­
change Committee.
Government Accounting
ACCOUNTING FOR THE GENERAL FUND
T H E general fund is  the  one in which all revenues, th a t are 
not required by law, contract or 
executive order to  be set aside fo r 
some special purpose, are  placed. 
This is the  m ost active fund of a 
governm ent as i t  receives the  bulk 
of the  governm ent’s revenues and 
it is from  th is  fund th a t  the  an­
nual or biennial appropriations are 
made fo r carry ing  on the  curren t 
operations. I t  is alm ost univer­
sally the  case th a t  expenditures 
can not be made from  the  general 
fund except as provided by appro­
priation  ac ts  passed by the  legis­
lative body. If  economical and ef­
ficient adm inistration is to be a t­
tained, i t  is essential th a t  inform a­
tion shall be readily available which 
will reflect the  s ta tu s  of the  fund 
as  a  whole, such inform ation to be 
supported by the  details relative to 
each of its  subdivisions, namely, 
the  appropriation, asset, liability, 
income and expenditure accounts.
The General Fund Accounts will 
be discussed in th is  paper in the  
following order:
Budget Accounts—
1. The Balance Sheet.
2. The A ppropriation Accounts.
3. The A llotm ent Accounts. 
P roprie tary  Accounts—
1. The Balance Sheet.
2. The O perating S tatem ent.
The Budget Accounts
The accounts appearing in the  
Budget Balance Sheet are  as fol­
lows :
Resources—
Estim ated  Revenues.
Taxes Accrued and Uncollected.
Accounts Receivable.
Miscellaneous Revenues Accrued 
and Uncollected.
Available Cash.
Due from  O ther Funds. 
Obligations and Balances—
Unencumbered A ppropriations.
Unencumbered Allotm ents.
B y JOHN B. PA Y N E , C. P. A., 
W ashington, D. C.
Editor’s N ote: This article w as pre­
pared by Mr. Payne for  The Comptroller 
which is the organ o f the N ational A sso­
ciation of Comptrollers and A ccounting  
Officers. It follow s the article appearing  
in our May issue.
Unliquidated Encum brances.
Tem porary Loans.
Due to O ther Funds.
U nappropriated Surplus.
E stim ated  Revenues. The ac­
count, E stim ated  Revenues, nor­
mally has a  debit balance. I t  re ­
flects the  estim ated am ount of rev­
enues applicable to  the  General 
Fund to be received or to  accrue 
during the  period to be financed, 
fo r which no bills fo r collection 
have been rendered.
E stim ated Revenues
D ebit:
1. With estim ated amount o f revenues, 
to be received or to accrue during the 
period to be financed. (Contra: U n­
appropriated Surplus.)
C redit:
(a ) W ith amount o f taxes billed for  
collection. (Contra: Taxes Accrued and 
U ncollected.)
(b) W ith amount o f Accounts R eceiv­
able billed for  collection. (Contra: A c­
counts Receivable.)
(c) W ith amount of M iscellaneous 
Revenues billed for  collection. (Contra: 
M iscellaneous Revenues Accrued and 
Uncollected.)
(d) W ith amount of collections for  
which no bills were rendered. (Contra: 
Available Cash.)
Taxes Accrued and Uncollected.
The account, Taxes Accrued and 
Uncollected, norm ally has a debit 
balance. I t  represents the  am ount 
of uncollected taxes fo r which bills 
have been rendered.
T axes Accrued and Uncollected 
D ebit:
1. W ith total amount of tax  bills ren­
dered. (Contra: Estim ated Revenues.) 
Credit:
(a ) W ith amount of taxes collected. 
(Contra: Available Cash.)
Accounts Receivable. The ac­
count, Accounts Receivable, nor­
m ally has a  debit balance. I t  rep­
resen ts the  to ta l of the  am ounts 
outstanding on account of bills ren ­
dered fo r fees, services, sale of 
commodities, ren ts, assessm ents, 
etc.
Accounts Receivable
D ebit:
1. W ith total amount o f bills rendered 
for fees , services, sale o f commodities, 
rents, assessm ents, etc. (Contra: E sti­
m ated Revenues.)
Credit:
(a ) W ith amount of collection on ac­
count of fees , services, sale of commodi­
ties, rents, assessm ents, etc. (Contra: 
Available Cash.)
Miscellaneous Revenues Accrued 
and Uncollected. The account, 
Miscellaneous Revenues Accrued 
and Uncollected, norm ally has a 
debit balance. I t  represen ts the  
to ta l of the  am ounts outstanding 
on account of bills rendered fo r all 
miscellaneous item s not classified 
under taxes or accounts receivable.
M iscellaneous Revenues Accrued and 
Uncollected
D ebit:
1. W ith the total amount of b ills ren­
dered for  m iscellaneous revenues not in­
cluded under taxes or accounts receiv­
able. (Contra: E stim ated R evenues.) 
C redit:
(a ) W ith amount of Collections on 
account of m iscellaneous revenue not in ­
cluded under taxes or accounts receiv­
able. (Contra: A vailable Cash.)
Available Cash. The account, 
Available Cash, norm ally h a s  a 
debit balance. I t  represents the  
free balance of cash in the  General 
Fund. The am ount of “Available 
Cash” is usually not in  agreem ent 
w ith  the  actual am ount of cash in 
th e  General Fund. This is due to  
th e  fac t th a t  as soon as a  voucher 
is  passed a w arran t is draw n and 
“Available Cash” is im m ediately 
reduced by  the  am ount of such 
w arran t. The w arran t m ay not be 
paid by the  T reasurer fo r several 
days a f te r  i t  is drawn. Conse­
quently, the  am ount of “Available 
C ash” is less th an  the  am ount of 
actual cash by the  aggregate  of 
w arran ts  draw n which have not 
been paid by th e  T reasurer.
A vailable Cash
D ebit:
1. W ith all m oneys received into the 
General Fund. (Contra: Accounts R e­
ceivable, Estim ated R evenues, Due to 
Other Funds, or Temporary Loans.) 
C redit:
(a ) W ith amount of warrants drawn. 
(Contra: Unliquidated Encumbrances, 
or Due from  Other Funds.)
(b) W ith amounts transferred to other 
funds. (Contra: Unappropriated Sur­
plus.)
Due From  O ther Funds. The ac­
count, Due from  O ther Funds, nor­
mally has a debit balance. I t  repre­
sents the  am ount of money due to 
th e  General Fund on account of ad­
vances made to o ther Funds. Such 
advances m ay be e ither actual cash 
advances or they  m ay consist of 
supplies, m aterials, or services fu r­
nished to units operating under 
o ther funds.
Due From Other Funds
Debit:
1. W ith amounts advanced to other 
Funds from the General Fund. (Contra: 
Available Cash.)
C redit:
(a ) W ith Reimbursements from  other 
Funds on account of advances made 
from  the General Fund. (Contra: A vail­
able Cash.)
Unencumbered A ppropriations.
The account, Unencumbered Ap­
propriations, norm ally has a credit 
balance. I t  represents the aggre­
ga te  am ount of money available, 
standing to the  credit of the  appro­
priations made from  the  General 
Fund, against which no encum­
brances have been incurred. In 
o ther words, it  represents the  free 
balance against which additional 
liabilities m ay be charged. I t  is a 
control account and is supported by 
a  detail account. “Unencumbered 
A ppropriation” fo r each appropri­
a tion  made from  the  General Fund.
Unencumbered Appropriations
1. W ith amount of encumbrances ap­
plicable to General Fund Appropriations 
which are not subdivided into allotm ents. 
(Contra: Unliquidated Encumbrances.)
2. W ith amounts o f allotm ents made 
from  General Fund Appropriations. 
(Contra: Unencumbered A llotm ents.) 
C redit:
(a ) W ith the am ount o f appropria­
tions made from the General Fund. (Con­
tra: Unappropriated Surplus.)
Unencumbered Allotm ents. The
account, Unencumbered Allot­
m ents, normally has a  credit bal­
ance and represents the  aggregate 
am ount of money standing  to the  
credit of th e  allotm ents made out 
of the  appropriations of the  Gen­
eral Fund against which no encum­
brances have been incurred, or the  
free  balance in the  allotm ent ac­
counts against which additional lia­
bilities m ay be charged. I t  is a 
control account and is supported by 
a detail allotm ent account fo r each 
allotm ent th a t  has been made from  
the  appropriations of the  General 
Fund.
Unencumbered Allotm ents
D ebit:
1. W ith the amount o f encumbrances 
applicable to the allotm ents made out 
of the appropriations of the General 
Fund. (Contra: Unliquidated Encum­
brances.)
C redit:
(a ) With the amount of allotm ents 
made out of the appropriations of the  
General Fund. (Contra: Unencumbered 
Appropriations.)
Unliquidated Encum brances. The
account, Unliquidated Encum ­
brances, normally has a credit bal­
ance. I t represents the  am ount of 
encumbrances th a t  have been in­
curred fo r which no vouchers have 
been passed or w arran ts  drawn. In 
o ther words, the  balance of the  ac­
count represents the  ex ten t to 
which vouchers m ay be approved 
and w arran ts  draw n under existing 
encumbrances. I t  is a control ac­
count and is supported by a detail 
“Unliquidated Encum brances” ac­
count fo r each appropriation and 
allotm ent made from  the General 
Fund.
Unliquidated Encumbrances
D ebit:
1. W ith the amount of warrants drawn 
to liquidate encumbrances incurred un­
der the General Fund. (Contra: A vail­
able Cash.)
Credit:
(a ) W ith the amount of all encum­
brances incurred under the appropria­
tions of the General Fund. (Contra: 
Unencumbered Appropriations or U nen­
cumbered A llotm ents.)
Tem porary Loans. The account, 
Tem porary Loans, normally has  a 
credit balance. I t  represents the  
am ount outstanding  on account of 
tem porary  borrowings made in an­
ticipation of revenues to  be col­
lected. Such tem porary  borrowings 
are  sometimes made necessary by 
the  fac t th a t  there  is insufficient 
cash on hand w ith  which to  m eet 
the  curren t operating costs, p rior 
to the  due date of the  taxes.
Temporary Loans
D ebit:
1. With repaym ents of tem porary bor­
rowings. (Contra: Available Cash.) 
Credit:
(a) With the amount of tem porary 
borrowings. (Contra: A vailable Cash.)
Due to  O ther Funds. The ac­
count, Due to  O ther Funds, nor­
mally has a  credit balance. I t  rep­
resen ts  the  am ount owed to  o ther 
funds e ither as a resu lt of borrow­
ings, or as a resu lt of supplies, m a­
terials, or services having been fu r­
nished to units operating under the  
General Fund by organization units 
operating under o ther funds.
Due to Other Funds
D ebit:
1. W ith amount of paym ents made 
to other funds on account of borrowings. 
(Contra: Available Cash.)
2. W ith amount of paym ents made to 
other funds for the furnishing of sup­
plies, m aterials, services, etc. (Contra: 
Available Cash.)
Credit:
(a ) W ith amount of cash received on 
account of borrowings from  other funds. 
(Contra: Available Cash.)
(b) W ith value of supplies, m aterials, 
services, etc., furnished by other funds. 
(Contra: Unencumbered Appropriations 
or Unencumbered A llotm ents.)
U nappropriated Surplus. The ac­
count, U nappropriated Surplus, 
normally has a  credit balance. I t 
represents the  balance in the  Gen­
eral Fund which has not been ap­
propriated fo r any purpose by the  
legislature. I t  is the  balance re ­
m aining in the  General Fund a fte r
all appropriations have been made. 
Usually th is  balance is not avail­
able fo r expenditure and will be 
carried over to the  next fiscal 
period o r until such tim e as addi­
tional appropriation acts are  passed 
by the  legislature.
Unappropriated Surplus
D ebit:
1. W ith am ount of appropriations 
made from  the General Fund. (Contra: 
Unencumbered Appropriations.)
2. W ith amounts transferred to other 
funds. (Contra: Available Cash.)
C redit:
(a) W ith estim ated amount of reve­
nues to be received or to accrue to the 
General Fund during the period to be 
financed. (Contra: E stim ated Revenues.)
The Appropriation Accounts
The appropriation accounts are a 
division of the  budget accounts, 
which reflect the  condition of each 
of the  appropriations or g ran ts  
made by the  legislature for spe­
cific purposes. A ppropriations are  
sim ilar in some respects to  funds 
since they  represent definite 
am ounts which have been au tho r­
ized to m eet certain  expenditures. 
They are subsidiary accounts 
which are  controlled by the  fund 
accounts from  which the  appropri­
ations are  made. Since it  is alm ost 
universally the  case th a t  the  
moneys of a  s ta te  can not be w ith­
drawn from  the  treasu ry  except in 
accordance w ith  appropriations 
made by law, the  appropriation 
group of accounts becomes a very 
im portan t one. Money m ay be ap­
propriated by the  establishm ent of 
a special fund to  carry  out definite 
projects. The m ost common m eth­
od of m aking appropriations, how­
ever, is the  enactm ent of appropri­
ation acts by the  legislature pur­
suant to the  recom mendations con­
tained in the  budget. The appro­
priations fo r the  cu rren t expendi­
tu res of the  various departm ents of 
a  s ta te  are  usually made from  the  
general fund and constitu te the  
m ost active group of the  appropri­
ation accounts. The appropriations 
are  usually m ade available only 
during the  cu rren t fiscal year or 
th e  curren t biennium. However,
appropriations a re  sometimes made 
available until th e  purpose fo r 
which i t  was m ade has been accom­
plished, as fo r example, an appro­
priation  of a  definite am ount m ay 
be made fo r a  certain  construction 
project. This am ount would be 
available until th e  construction was 
completed even though the  con­
struction period ran  over in to  the  
next fiscal year or biennium.
The accounts necessary to  reflect 
the  inform ation required by the  
adm inistrative officials in charge 
of each appropriation are as fol­
lows:
Obligations and balances (Credit 
B a lances):
1. Unencumbered Appropriation.
2. Unencumbered Allotments.
3. U nliquidated Encum brances.
Unencumbered Appropriation.
The account, Unencumbered Ap­
propriation, normally has a  credit 
balance. I t represents the  am ount 
which is available for fu rth e r  allot­
m ent, or the  free balance which the 
adm in istra to r m ay apply to any of 
the  phases of the  purpose for which 
the  A ppropriation was made. This 
account is a subsidiary of the  “Un­
encumbered A ppropriations” ac­
count of the  fund from  which the 
appropriation was made. T hat is, 
th e  to ta l of the  balances in the  
“Unencumbered A ppropriation” ac­
counts under all of the appropria­
tions m ade from  a  fund will be in 
agreem ent w ith  the  balance shown 
in the  “Unencumbered Appropria­
tions” account of th a t fund.
Unencumbered Appropriation 
D ebit:
1. W ith amount of allotm ents made 
from  the appropriation. (Contra: U n­
encumbered A llotm ents.)
2. W ith amount o f encumbrances in­
curred if  appropriation is not allotted. 
(Contra: Unliquidated Encumbrances.) 
Credit:
(a ) W ith amount of appropriation. 
(Contra: Unappropriated Surplus of the  
fund from  which the appropriation w as 
made.)
(b) W ith subsequent increase of ap­
propriation. (Contra: Unappropriated  
Surplus.)
Unencumbered Allotm ents. The
account, Unencumbered Allot­
m ents, norm ally has a credit bal­
ance. I t  represents the  am ount of 
the  allotm ents which is available 
fo r fu rth e r  encumbrances. The 
balance of th is  account shows the  
adm in istra to r ju s t how m uch he 
has left against which he m ay en­
te r  in to  contracts, issue purchase 
orders, or employ additional per­
sonnel.
This account is a subsidiary of 
the  “Unencumbered A llotm ents” 
accounts of the  fund from  which 
the  appropriation was made. T hat 
is, the  to ta l of the  balances in the  
“Unencumbered A llotm ents” ac­
counts under all of the  appropria­
tions made from  a fund will be in 
agreem ent w ith  the  balance shown 
in the  “Unencumbered A llotm ents” 
account of th a t  fund.
Unencumbered A llotm ents
D ebit:
1. W ith the amount of encumbrances 
incurred. (Contra: Unliquidated En­
cumbrances.)
C redit:
(a ) W ith the total amount of allot­
m ents made from  the appropriation. 
(Contra: Unencumbered Appropria­
tions.)
Unliquidated Encumbrances. The
account, Unliquidated Encum ­
brances, normally has a credit bal­
ance. I t  represents the  am ount of 
encumbrances th a t  have been in­
curred fo r which vouchers have not 
been passed fo r paym ent. The bal­
ance of th is account shows the  ad­
m in istra to r the  ex ten t to which he 
m ay approve vouchers under ex ist­
ing encumbrances. This account is 
a subsidiary of the  “Unliquidated 
Encum brances” account of the  fund 
from  which the  appropriation was 
made. T hat is, the  to ta l of the  
balances in the  “Unliquidated E n­
cum brances” accounts under all of 
the  appropriations made from  a 
fund will be in agreem ent w ith  the 
balance shown in the  “Unliquidated 
Encum brances” account of th a t  
fund.
Unliquidated Encumbrances
D ebit:
1. W ith amount o f vouchers passed  
for payment. (Contra: A vailable Cash 
of the fund from  which the appropria­
tion w as made.)
Credit:
(a ) W ith amount o f encumbrances in­
curred. (Contra 1, Unencumbered allot­
m ents—if  appropriation is  allotted. 2 . 
Unencumbered appropriations i f  appro­
priation is not allotted.)
The Allotm ent Accounts
Allotm ent Accounts. W hen ap­
propriations of definite am ounts 
are  made to cover the  expenditures 
of a departm ent for the  curren t fis­
cal year or biennium it is good pol­
icy to  subdivide the  appropriation 
into am ounts which m ay not be ex­
ceeded during each quarterly  pe­
riod of the  fiscal year or biennium. 
Allotm ents are also m ade by set­
tin g  aside definite am ounts of the  
appropriation to cover the  cost of 
certain  subdivisions of the  work 
fo r which the  whole appropriation 
was granted. If  such a policy were 
not followed there  would alw ays be 
th e  danger of over spending during 
the first p a rt  of the  fiscal period, 
resulting  in a deficit in the  last p a rt 
of the  period.
The allotm ent accounts reflect 
the  operations and condition of 
each of the  allotm ents made from  
the  appropriations granted by the  
legislature. They are subsidiary to 
appropriation accounts and are op­
erated  in  a  sim ilar m anner. The 
purpose of the  allotm ent accounts 
is to  divide the  appropriations into 
sm aller un its in order to  secure 
more effective control and to  fix re ­
sponsibility fo r the  adm inistration 
of the  sm aller operating units.
The accounts necessary to  reflect 
th e  inform ation required by the  ad­
m inistrative officials in charge of 
the  allotm ents are  as follows:
Obligations and Balances (Credit 
Balances)
1. Unencumbered Allotm ent.
2. Unliquidated Encum brances.
The account, Unencumbered Al­
lotm ent, is the  same in principle as 
the  account, Unencumbered Appro­
priation, which has been described 
above and the  account, Unliquidat­
ed Encum brances, is sim ilar to  the  
account of the  sam e name de­
scribed above under appropriation 
accounts.
(To be continued.)
STATE BOARD
Kentucky.
A t a recent m eeting of the  S tate  
Board of Accountancy of Ken­
tucky the  following resolution was 
passed.
“W HEREAS, the State Board o f A c­
countancy of Kentucky receives applica­
tions from tim e to tim e from  non-resi­
dents o f the State for  reciprocal certifi­
cate based upon certificate from  some 
other State, and
“W HEREAS, it  is the opinion of th is 
Board that the issuance of a certificate 
to a non-resident of the State of Ken­
tucky who has no established place of 
business within th is state for the prac­
tice of accountancy can be of no possible 
benefit to the recipient and, i f  indulged  
in too freely, m ay prove derogatory and 
detrimental to this Board and the hold­
ers of certificates issued by th is Board, 
and,
“W HEREAS, practically all of the 
states w ith which th is Board has hereto­
fore established reciprocal relations re­
quire the applicant for a  reciprocal cer­
tificate to be either a resident o f such 
state and/or have an established place 
of business w ithin such state, now, There­
fore, be it
“RESOLVED, by the State Board of 
Accountancy of Kentucky, all future ap­
plicants for  a reciprocal certificate by 
this Board shall present evidence, sa tis­
factory to this Board, that they are bona 
fide residents of th e  State o f Kentucky, 
and /or have an established place o f busi­
ness for the practice o f accountancy 
within the State o f Kentucky and shall 
also present to th is Board a  certificate  
from  the State Board o f Accountancy of 
the State upon which such reciprocal 
certificate shall be based that such ap­
plicant is the legal, bona fide holder of 
a certificate from  such state and is  in 
good standing w ith the Board of A c­
countancy of such State.
“The qualifications hereinabove enum­
erated shall be construed m erely as a  
furtherance of all other qualifications 
expressly provided by law.
“IN  TESTIM ONY W HEREOF, the  
State Board of Accountancy of Kentucky, 
acting by and through its  President and 
Secretary, has hereunto subscribed its  
name and affixed its  seal, this the 16th  
day o f May, 1927.”
Louisiana
The following resolution was 
adopted by the  S ta te  Board of Cer­
tified Public A ccountants of Louis­
iana on June 6, 1927:
RESOLUTIONS
“W HEREAS, by special A cts of L eg­
islature o f the State of Louisiana this 
Board has been charged w ith the regu­
lation of the profession of Public A c­
countancy in  Louisiana, and,
“W HEREAS, it  has come to the knowl­
edge o f th is Board that certain individ­
uals and firms from  other jurisdictions 
have been m ore or less extensively  en­
gaged in the auditing business in this 
State though not qualified to practice 
under our law s and regulations, and,
“W HEREAS, the A ttorney General of 
Louisiana in  an opinion addressed to the 
State Board of Certified Public Account­
ants of Louisiana under date of May 
17th, 1927, has ruled that Section 5 of 
A ct 136 of the Louisiana L egislature of
1924 prohibits th e  practice as Certified 
Public Accountant in th is State by any  
Certified Public Accountant of another 
State, unless he is  registered in  accord­
ance w ith the provision of said Section 
5, therefore,
“BE IT RESOLVED that this Board 
hereby takes cognizance o f said trans­
gressions o f the law s o f Louisiana gov­
erning the practice of Public Account­
ancy and that henceforth the penal clause 
of A ct 136 of 1924 be invoked if  neces­
sary to prosecute any and all parties 
practicing Public Accountancy w ithin the  
State who have not qualified as provided 
by law.
“BE IT FUR TH ER  RESOLVED that 
th is resolution be given general public­
ity  and that copies thereof be sent to  
the American Institute o f Accountants 
for publication in  the Bulletin and 
‘Journal o f Accountancy’; to  The A m eri­
can Society of C. P. A .’s for publication 
in ‘The Certified Public Accountant’; and 
to the ‘American Accountant.’ ”
COST ACCOUNTANTS M EET
The E igh th  In ternational Cost 
Conference was held a t  the  Palm er 
House, Chicago, Illinois, on June 
13, 14, 15, and 16, 1927. M any de­
ligh tfu l en terta inm ent fea tu res  
gave pleasure to  those attending  
th e  conference. The m ornings and 
afternoons of the  14th, 15th and 
16th were devoted to  sessions on 
technical subjects.
Paul W. Pinkerton, Vice P resi­
dent of The Am erican Society of 
Certified Public A ccountants, was 
presen t and expressed the  best 
wishes and congratulations of The 
Am erican Society.
Interest on Investment, Rent, T axes and D epreciation on  Factory  
Buildings A re N o t Factors of Cost of Production
IN T ER E ST  P A ID
Basic Principles.— I t  is presum ed 
th a t a  person en tering  into any 
business has sufficient capital to 
m eet th e  requirem ents of such 
business. In  th e  event th a t  he 
has not th e  necessary capital and 
is obliged to  borrow money a t 
in terest, he to  th a t  ex ten t takes a 
pa rtn e r into his business and shares 
w ith  such p a rtn e r his income de­
rived from  th e  sam e.(1)
The partnersh ip  theory  of a busi­
ness in which those not m anaging 
th e  business invest as stockholders 
or bondholders is m ore or less firm­
ly established in the  public mind, 
so th a t  i t  is a common practice fo r 
corporations, whose stocks are  dis­
tribu ted  among the  public, to as­
se rt th a t  the  executives of such 
corporations are  only th e  m anag­
ers and tru stees of public funds and 
the  tru e  owners of th e  same are  
the  stockholders and the  bondhold­
ers whose in terests  should be safe­
guarded by the  executives thereof.
If, then, those who lend money to 
a business and draw  in te rest on the 
same are  p a rtn e rs  in the  business 
and share in the  income thereof, 
the  in terest paid to them  is a  share 
of the  income earned by the  busi­
ness and any in te rest paid is simp­
ly a distribution of income. Conse­
quently, in terest paid is a diminu­
tion of income rem aining to  the  
re s t of the  owners of th e  business 
and is properly a deduction from  
income and does not constitu te a  
production cost and has no place as 
a  charge in th e  cost accounts of a 
m anufacturing  concern.
H istoric T reatm ent.— T hat in te r­
est is not an elem ent of cost and is
(1) The partnership theory o f loans and 
the legitim acy o f interest thereon is  
very ancient canonist doctrine and oper­
ated as a w aiver o f the usury law, all 
in terest being by canon law  a t first held 
usurious.
By LOUIS ROTH, C. P . A.,
N ew  York.
This article was prepared in connection 
w ith testim ony presented before the U .
S. Tariff Commission on consideration of 
tariff rates to be fixed on plate glass. 
Only the more salient points are here 
reproduced.
purely an income paid by the  bor­
row er and received by the  lender 
on a  loan has had historic accept­
ance fo r m any centuries. If  it  had 
been regarded as constitu ting  an 
item  of cost, fo r which any constit­
uent of production is received by 
th e  borrow er and fo r which some 
tangible goods or commodities are 
given aw ay by the  lender never to 
be recovered, th e  paym ent and re ­
ceipt of in te rest would not have 
been condemned by the  church. 
The fac t is, however, th a t  fo r cen­
turies, th rough  the  Middle Ages, 
the  Catholic Church m ost em phat­
ically condemned the  exaction of 
in terest fo r th e  loan of money, say­
ing th a t  so long as the  lender was 
to receive back the  full am ount of 
the  money which he loaned, he was 
not entitled to  demand or receive 
any paym ent fo r giving the  use of 
the  same to him  who needed it and 
could use it, while in the  hands of 
the  owner it m ay rem ain idle and 
serve no purpose. In te rest was re ­
garded as demanding paym ent fo r 
doing nothing ju s t  because the 
lender of capital which another 
needed and did not have could de­
prive the  one who needed it  of the  
use of the  same. I t  was condemned 
as tak ing  advantage of the  m isfor­
tune of ano ther and receiving pay­
m ent w ithout perform ing any serv­
ices therefor. In substance, in terest 
on loans was fo r a long tim e consid­
ered as pure income w ithout rend­
ering any equivalent therefor, un­
like the  wages of labor, which was 
supposed to be an exchange of an 
equivalent fo r an equivalent. (2)
While w ith  the  reb irth  of civili­
zation during the  Renaissance, the  
discovery of new countries, th e  pro­
m otion of trade  and th e  beginning 
of m anufacture, capital as a  fac to r 
in economic activ ity  received social 
and gradually ecclesiastical recog­
nition as having an economic use, 
and perform ing a social function, 
and the  bans against in te rest pay­
m ent were lifted, nevertheless, in­
te re s t was still regarded not as a 
paym ent fo r  a service rendered di­
rectly  by the  lender, bu t by depriv­
ing him self of th e  use of his capi­
ta l which he m ight him self enjoy, 
and in consideration fo r such self- 
denial or damage (dam num ) he 
was adm itted  to be entitled to  a  
paym ent fo r the  use of th e  same, 
which paym ent was designated as 
a re n t fo r capital and is still so 
term ed by num erous economists, in 
the  same way as a paym ent made 
to  ano ther fo r  th e  ren t of land. (3) 
U nder th e  theory  of ren t of cap­
ital, in te rest paym ent was firmly 
established as legitim ate, bu t in 
contradistinction to the  paym ent 
m ade fo r exchange of commodities 
or fo r wages, it  was and still is re ­
garded as income and not as a pay­
m ent fo r  wages or fo r commodities, 
bu t simply a paym ent fo r th e  use 
of a commodity from  which the
lender thereof derives an income. 
In te rest paym ent is therefore  not
(2) W. J. A shley, Professor o f Com­
merce in the U niversity of Birmingham  
in  h is “Economic H istory and Theory,” 
G. P. Putnam ’s Sons, 1906, Book II, p. 
395-6, says: “The prohibition o f usury  
w as clearly the center o f the canonist 
doctrine. That prohibition, as i t  is ordi­
narily interpreted, and indeed as it  w as  
actually form ulated in  some few  pas­
sages by some o f the fathers, would have 
prevented every sort o f investm ent o f 
capital fo r  the sake of gain, except in  
the owner’s own business.”
(3) The German word “Zins” signifies 
both in terest and r e n t .
an  elem ent of cost b u t a deduction 
from  income and belongs in the  
income section of a profit and loss 
statem ent, and not in the  m anu­
fac tu ring  cost o r operating cost 
section of th e  same.
IN TER EST ON IN VESTM ENT NOT  
PA ID
I f  it  is, then, accepted th a t  in te r­
est paym ent is not an elem ent of 
operating cost, a fortiori, im puted 
in te rest on investm ent, which is 
not actually paid, as the  invest­
m ent is contributed by the  owners 
of the  business and not borrowed 
by them , cannot be an element of 
m anufacturing  cost, since it  is not 
an elem ent of cost of any kind. I t 
is entirely fallacious therefore  to 
charge m anufacturing  costs w ith 
im puted in terest on investm ent, 
which does not have to be paid out, 
and since such an in terest charge 
m ust, in any event, be again set up 
as an in terest income in the  in­
come section of th e  profit and loss 
statem ent, i t  is clear th a t  it  does 
not constitute a real cost and 
would not even constitute a  ficti­
tious cost if  it were again set up 
in the  same section as a credit in 
which it is se t up as a debit. For 
if  it  is proper to charge m anufac­
tu rin g  costs w ith im puted in terest, 
which is not paid out, why is i t  not 
equally proper to  credit m anufac­
tu rin g  costs w ith the  same in terest 
which is not received as an offset 
th e re to, and consequently one can­
cels the  other. T ha t th is is not 
m erely a facetious way of pu tting  
i t  is evidenced by the  fac t th a t  any 
benefit th a t  is derived by the  m an­
u factu ring  or production division 
of an industry  through  the  sale of 
cast-off and scrapped m achines or 
any o ther m anufacturing consti­
tu en t is usually entered as a credit 
aga in st the  charges to the  m anu­
fac tu ring  division, to  th a t  ex ten t 
dim inishing the  burden of the  m an­
u factu ring  costs. Similarly any 
charge th a t  m ay be made fo r the  
use of m achines or fo r the  use of 
buildings in the  m anufacturing or 
production division of a business 
should likewise be credited to the
same division of the  business. 
Since, however, a credit nullifies 
the  charge originally made, ne ith ­
er the charge nor th e  credit is of 
any significance and should not be 
made. There is no dearth  of au ­
thorities to support the  view th a t  
in te rest is an income deduction and 
not an element of cost.
In any event where not the  in­
te res t actually paid is taken  to  de­
term ine relative costs of competi­
tive plants, bu t im puted in terest is 
assigned as an elem ent of cost, the  
same in terest m ay not be taken  fo r 
different countries in which the 
competitive p lants are  located 
w here the  prevailing in terest ra tes  
are  different. I t  stands to reason 
th a t  ju s t as the  different ra tes  of 
wages paid in different countries 
effect differently the  labor cost of 
the  m anufactured product, so dif­
feren t ra tes  of in terest fo r capital 
borrowed in different countries 
m ust effect differently the  cost of 
capital where in te rest paid or im­
puted in te rest is included as an ele­
m ent of cost. Consequently, i t  is 
entirely  fallacious to assign the  
same ra te  of im puted in te re s t to 
capital used by countries w ith  vary ­
ing  prevailing ra tes  of in terest.
If, fo r instance, the  ra te  of in te r­
est paid by the Belgian Govern­
m ent fo r money borrowed or the  
bank discount ra te  in th a t  country 
were h igher during the  period un­
der consideration fo r com parative 
production costs, th an  th e  ra te  of 
in terest paid by the  United S tates 
Government o r the  discount ra te  of 
U. S. banks, then, of course, the  
ra te  of im puted in te rest to  be as­
signed to Belgian investm ent fo r 
those years should be proportion­
ately h igher th an  those assigned to 
Am erican investm ent.
RENT
Two principles have already been 
enunciated, nam ely: T ha t a  per­
son conducting a business is pre­
sumed to have sufficient capital fo r 
the  requirem ents of the  business 
and to  the  ex ten t th a t  he has not 
and borrows capital from  another, 
he takes such lender in to  his busi­
ness as a  partner. Also, th a t  in­
te re s t paid fo r the  use of capital 
borrowed has been accepted and 
designated as ren t paid fo r the  
same. From  these accepted p rin ­
ciples it follows th a t  th e  owner of 
a business is presum ed to own a 
p lan t required fo r the  operation of 
his business, and if he does not, 
and borrows money to secure the  
same and pays in te rest thereon, he 
practically pays a re n t in the  form  
of in te rest fo r the  use of such 
plant. Similarly, a person who does 
not own capital to procure a plant, 
nor borrows money to procure the 
same, b u t simply ren ts  a p lan t and 
pays ren t thereon, he also is prac­
tically paying in terest on money 
loaned or invested in such plan t fo r 
the  use of the  same.
In te rest and ren t are  therefore 
tw in brothers, having the  same ori­
gin, belonging to the  same fam ily, 
and receiving the  same trea tm en t 
by accountants, in th a t  both  are 
regarded as distribution of income 
and belong to and are  placed in the  
income section of a profit and loss 
statem ent.
TAX ES ON M ANUFACTURING  
PROPERTY
Rent charged fo r  th e  occupancy 
of any plan t is, we know, presum ed 
to cover in te rest on the  investm ent, 
taxes, and depreciation. If, then, 
ren t were a proper charge to m an­
ufactu ring  cost, taxes on land and 
building and depreciation on build­
ing owned and occupied by the  m an­
u fac tu rer would likewise be proper 
charges to m anufacturing  cost. 
Having, however, rejected  ren t as 
a charge to cost of production, fo r 
the  same reason as in terest on in­
vestm ent, we m ust apply the  like 
prohibition to  taxes on factory  
property. The rule applies to taxes 
even though th is  item  differs from  
ren t and in te rest in th a t  taxes 
m ust be paid by the  owner of fac­
to ry  property, while ren t is not so 
paid and in terest m ay not be paid, 
if  there  be no indebtedness upon 
which to  pay in terest.
I t  need hardly  be said th a t  by 
specifically excluding taxes on fac­
to ry  property  from  cost of produc­
tion, i t  is not intended thereby  to 
include income taxes and sta te  
franchise taxes, which are in the 
natu re  of income taxes, or any 
o ther taxes, which, by th e ir  very 
name and character, are  precluded 
from  being charged to m anufactu r­
ing cost.
DEPRECIATION
M achinery.— While some ac­
countants place m achine deprecia­
tion in the  profit and loss section 
of a  profit and loss sta tem ent on 
the  theory  th a t  a  charge fo r de­
preciation is set up not as an ac­
tual expense incurred in the  busi­
ness, bu t m erely to safeguard and 
protect the  investm ent, neverthe­
less th a t  is done only because it is 
contended th a t  m anufacturing 
costs should include only expenses 
actually incurred in the  m anufac­
tu ring  division and it is difficult, 
if  a t  all possible, to determ ine ju s t 
how m uch loss has been suffered 
through the  use of the  m achinery.
Such technical difficulty should 
not be perm itted  to obscure the  
very obvious and recognized fac t 
th a t  every m achine wears out 
th rough  its  use in the  m anufac­
tu re  of commodities and th a t, while 
it  m ay not be easy to  determ ine 
ju s t  how m uch the  w ear and tea r  
in any year m ay be, nevertheless, 
reliable depreciation tables have 
been scientifically computed by en­
gineers fo r various units of m a­
chinery, establishing th e ir  life ex­
pectancy w ith  an alm ost complete 
degree of accuracy even as the 
m ortality  tables fo r life insurance 
established by life insurance ac­
tuaries. Based upon such m or­
ta lity  tables of m achinery a 
uniform  ra te  of depreciation has 
been arrived  a t  which, though not 
verified by the  experience of any 
one particu lar plant, is, neverthe­
less, verified by a large group of 
sim ilar plants.
Moreover, in two competitive 
p lan ts i t  m ay be th a t  one plant, 
b e tte r  financed, employs up-to-date 
and labor-saving m achinery, while
the  o ther plant, not so well fi­
nanced, employs more labor. I t  
would be obviously un fair to the  
weaker com petitor to compute the 
cost of production fo r the  purpose 
of fixing a ta riff  ra te  w ithout 
charging depreciation of m achin­
ery, th e  h igher depreciation charge 
of the  stronger com petitor being 
offset by the  h igher labor charge 
of the  w eaker competitor.
Since, then, m achinery is con­
sumed or used up in the  m anufac­
tu re  of commodities, not unlike raw  
m aterial, though only through 
gradual wear and te a r  of the  same 
in contradistinction to the entire 
consumption of raw  m aterial in 
one or few processes, by undergo­
ing a change in form , while the m a­
chinery rem ains fixed and perm a­
nent until it  is no longer usable 
and has to  be cast off. Consequent­
ly depreciation of m achinery a t a 
standard  ra te  belongs in the m anu­
fac tu ring  section of a profit and
THEORY OF ACCOUNTS
1. A  national organization o f bank 
credit men have made a detailed study of 
analytical credits and have developed 
seven ratios which should be considered 
by credit men generally in  extending 
credit based upon financial statem ents or 
balance sheets. The ratios so developed 
are as follow s:
1. Ratio o f receivables to  merchandise.
2. Ratio of net worth to fixed assets.
3. Ratio of total debt to net worth.
4. Ratio o f sales to receivables.
5. Ratio o f sa les to merchandise.
6. Ratio o f sales to net worth.
7. Ratio o f sales to fixed assets.
You are requested to discuss each of 
these ratios, stating  w hat data or sta tis­
tics they are expected to show and why.
2. Company A  has a plant investm ent 
of $50,000.00, the present reproduction 
cost o f which would be $100,000.00.
A s a m atter of conservative business 
policy it  m akes an annual charge of $2,-
500.00 for  depreciation, based upon a 40- 
year useful life  o f the present reproduc­
tive cost.
(a ) Is this company justified in mak­
in g  a charge for  depreciation based upon 
appreciated cost?
(b) I f  the charge is  proper, should it
loss statem ent. Any charge fo r de­
preciation or obsolescence in excess 
of the  standard  depreciation expe­
rience table ra te  is properly a profit 
and loss charge and does not be­
long to  the  m anufacturing section 
of the  profit and loss statem ent.
Buildings.—The same rule does 
not, however, apply to depreciation 
on buildings. Building deprecia­
tion is an element included in re n t 
on buildings, where ren t is paid. 
B ut since ren t, w hether paid o r 
not, is not a proper cost charge, 
neither, therefore, is depreciation 
on buildings a proper cost charge. 
Building depreciation is never off­
set by productive labor en tering  
into cost of production, as is m a­
chinery depreciation, hence depre­
ciation on building, being a substi­
tu te  only fo r a frac tion  of the  re n t 
charge of a  com petitor not owning 
his building, it  should not be 
charged as an elem ent of cost o f 
production.
be in the form  or name o f “deprecia­
tion” ?
(c) Nam e and explain the uses and  
purposes o f such additional accounts as 
should be set up or carried where such 
charges are made.
3. The balance sheet of the Blue Grass 
Company as of December 31st, 1926, w as 
as follow s:
A ssets
Accounts Receivable....$ 40,000
N otes Receivable..........  15,000
Inventories ...— ............  50,000
Real E state, P lant and
Equipment .................  100,000
Securities Owned..........  5,000
Total A ssets.............................. $210,000
Liabilities
N otes Payable ...............$ 60,000
Accounts Payable ........  45,000
Bonds Payable ............. 100,000
Capital Stock ...$25,000 ...............
Less: Deficit ... 20,000 5,000
Total Liabilities ......................$210,000
A ll of the capital stock, all of the notes 
payable and all o f the bonds w ere owned 
and held by the Hem stead Holding Com­
pany.
O f the accounts payable, $20,000.00 
w as to the Hem stead Holding Company 
for  m oney advanced.
C. P. A. EXAMINATION QUESTIONS, 
KENTUCKY, MAY 1 7 , 1 8 , 19, 2 0 , 1927
On January 1, 1927, the Hem stead  
H olding Company sold and transferred  
to  John Doe, an individual, all o f the 
capital stock in the Blue Grass Company, 
in  consideration o f the sum of $100,000.00 
in  cash. A s a condition o f said sale of 
the capital stock, the Hem stead Holding 
Company transferred and assigned to  
John Doe and he then canceled and sur­
rendered the follow ing:
Bonds of the Blue Grass Com­
pany of the face or par value 
of _ ________________ __________$ 50,000
N otes of the Blue Grass Com­
pany of the face value of ....  60,000
Account of the Blue Grass Com­
pany to the Hem stead Com­
pany o f the face value of ....  20,000
T otal Obligations canceled ........ $130,000
Prepare journal entries for the Blue 
Grass Company recording the above.
4. On January 1, 1927, the A  A m use­
m ent Company had assets of a total book 
value of $310,000.00; deficit of $90,-
000.00; 1,000 shares (par value $100.00 
per share) 8 per cent non-cum ulative 
preferred stock, and 3,000 shares (par  
value $100.00 per share) common stock.
Under a plan of reorganization it  is ­
sued $100,000.00 6 per cent bonds to the 
holders o f the preferred stock and the  
preferred stock w as thereupon surren­
dered and canceled. To the holders o f 
the 3,000 shares of common stock it  is ­
sued 30,000 shares (10 for  1 ) of no-par 
common stock, and the old common stock  
w as surrendered and canceled.
Make necessary journal entries for  the 
above transactions on the books of the 
A  A m usem ent Company.
5. On January 1, 1927, The K Coal 
Company issued $100,000.00 6 per cent 
gold notes, a t a discount of 5 per cent, 
m aturing a t the rate o f $20,000.00 per 
annum over a  period o f five years.
Show three different methods of w rit­
in g  off the discount w ith  the amount to  
be w ritten off each year under each  
method, and indicate which method is 
preferable.
6. A  departm ent store has 23 depart­
m ents, occupying varying amounts of 
floor space as follow s:
Basem ent ............ ..... ..........  3 Departm ents
F irst F lo o r ..........................  8 Departm ents
Second Floor ___________ 6 Departments
Third Floor ........... ...  4 Departm ents
Fourth Floor ...................... 2 Departments
Total ___________ ____  23 D epartm ents
Each departm ent is  in charge of a  
head salesm an, who is  also the buyer 
w ith  as m any salesm en assistants as are 
needed. The purchases, sales and inven­
tories for  each departm ent are kept sep­
arate. How would you distribute to  de­
partm ents the follow ing expenses, a s­
sum ing all expenses m ust be so distrib­
uted?
Salaries and w ages of:
Departm ent Heads
Salesm en
Office Force
Officers.
Rent
Depreciation on Store Equipment 
Depreciation on D elivery Trucks 
B uying Expense 
H eat and Light 
Telephone and Telegraph  
Office Supplies and Expense 
Insurance, Fire 
Taxes
Interest on Borrowed Money 
Donations and Contributions 
Bad Debts 
Legal and Auditing  
Janitor’s Service 
E levator Service
7. On January 1, 1924, Jam es E w ing  
gave and conveyed to Transylvania Col­
lege as an addition to its  endowment 
funds, a farm  of about 300 acres, on con­
dition that the College pay him an an­
nuity of $250.00 per month during his 
natural life.
The appraised fa ir  m arket value of 
the farm  as o f January 1, 1924, was 
$60,000.00.
On January 1, 1924, Mr. E w ing had a 
life  expectancy, according to standard  
m ortality tables, of 21 years.
The present worth value on January
1, 1924, of the annuity of $3,000.00 per 
annum, for 21 years, a t 6 per cent, w as  
$35,292.23. Thus a t the tim e o f the g ift, 
the value of the farm  received by the 
College w as $24,707.77 in excess o f the 
value of the annuity to be paid by the 
College.
Mr. E w ing died on January 1, 1927, 
and thereupon the annuity ceased.
A s the College had experienced some 
trouble in collecting its  rents, it  w as 
deemed advisable to dispose o f the farm  
and invest the proceeds in  m ortgage  
bonds. The farm  w as sold a t public 
auction on January 4, 1927, for  $50,000.00 
cash.
Prepare journal entries to cover the 
foregoing transactions. The m onthly an­
nuities paid during Mr. E w ing’s life  m ay  
be grouped as one item  of $9,000.00 and 
the accrued interest on the present value 
o f the life  right m ay be grouped as one 
item  o f $6,190.67.
8. (a ) W hat is  a budget system  and 
o f w hat benefit is  its  use ?
(|b ) The Accountants C ollege, oper­
ating on a budget system  has esti­
m ated its  revenues for a fiscal year as 
fo llow s:
M atriculation and Tuition F e e s ....$20,000
Interest on Investm ents .............. . 20,000
Room Rents ........... .................. -..........  6,000
Total estim ated revenue .........$46,000
Based prim arily upon past experience 
it  has apportioned the expenses as fo l­
lows:
A dm inistrative Expense ------------ $20,000
Instructional Expense ........ ...  26,000
Total estim ated expenses — $46,000 
Receipts and Disbursem ents for the 
first six  m onths of the year are as fo l­
lows:
M atriculation and Tuition F e e s ....$18,000
Interest on Investm ents ------------- 11,000
Room R ents ......... ............................ ...  2,000
Total Receipts ... ............. ........... $31,000
Adm inistration Expense ..... ......... 9,000
Instructional Expense .....................  15,000
Total D isbursem ents ...............$24,000
Show by journal entry or otherwise 
how the budget should be se t up on the 
books at the beginning o f the period and 
the entries appearing on the respective 
accounts at the end of the s ix  months 
period.
9. John Doe appoints you as his agent 
and turns over to you the follow ing  
property to m anage for him:
1 Farm  300 Acres.
100 Shares Capital Stock L. & N. R. 
R. Co.
$10,000.00 par value 5 per cent bonds 
Federal Land Bank.
Richard Roe dies testa te and it is 
found you are named as executor of his 
w ill, which directs h is debts be paid and 
the residue o f h is estate be divided 
equally between h is w ife  and daughter. 
It is  found the sole estate consists of
1 Farm 200 A cres.
100 Shares Capital Stock L. & N. R. 
R. Co.
$1,000.00 Cash in Bank.
$5,000.00 par value, 4th Liberty Loan 
4¼ per cent Bonds.
The debts and funeral expenses 
amount to $2,500.00.
(a ) W hat accounts would you keep as 
A gent o f John Doe, and w hat accounts 
would you keep as Executor o f Richard 
Roe.
(b) I f  you would keep any accounts as 
A gent that you did not as Executor, state  
why.
10. On January 1, 1920, A  obtained a  
patent on an autom otive device and im ­
m ediately leased it  to B on a  royalty  
basis for  a period o f 5 years.
B erected a factory for  the purpose of 
producing and m arketing the device and 
employed C as sales m anager on a com­
m ission basis.
The venture proved successful and  
during its  fifth year, A  earned, in roy­
alties, $20,000.00; B earned net profits 
o f $50,000.00, and C earned comm issions 
o f $25,000.00.
A  fe lt  that the success o f the venture 
was due to the excellence o f h is patent 
and refused to renew the license unless 
he received nearer one-third o f the prof­
its . C assumed the success due to his 
ability as a salesm an and also desired 
nearer one-third o f the profits. B  w as 
w illing to share the profits one-third 
each after he had been paid the sum of
$6,000.00 per year, being 6 per cent on 
his plant investm ent o f  $100,000.00.
It w as finally agreed they would form  
a new  organization, either a partnership  
or a  corporation, to which they would 
each contribute and receive the follow ­
ing:
A contribute h is services and the right 
to use (but not the title  to ) h is patent 
and receive one-third profits, a fter pay­
m ent o f the $6,000.00 per year to B.
B contribute h is services and h is plant 
to the business and receive $6,000.00 per 
annum plus one-third of the profits, but 
upon any dissolution o f the business B 
should first receive $100,000.00, and the 
remainder of the assets to be distributed  
equally between A, B and C.
C to contribute h is services and re­
ceive one-third of the profits a fter pay­
ment o f the $6,000.00 per annum to B.
You are consulted in regard to the 
new organization.
(a ) Would you advise the form ation  
of a corporation or a partnership ? W hy ?
(b) Show the opening entries for the 
business as a partnership.
(c) Show the opening entries for the 
business as a  corporation.
A UD ITING
1. In auditing the books o f a w holesale 
produce company you find the follow ­
ing books o f account: General ledger, 
cash receipts and disbursements book, 
general journal and individual accounts 
receivable ledger. The charges to the 
individual accounts are obtained from  the 
duplicates o f sales slips. A t the end of 
each month these sales slips are added 
and the total posted as a credit to the 
merchandise account. A ll receipts are 
handled by the Treasurer o f the company 
and turned over to the bookkeeper for  
entry on the cash book. The cash book 
is found to be in agreem ent w ith  the 
bank statem ent. No disbursements are 
made from  cash receipts. In m aking  
your audit you prove the totals as shown 
by the cash book and find that all ac­
counts in  the general ledger are in  bal­
ance, and that the control account is in 
agreem ent w ith  the accounts receivable 
ledger. W hat further investigation, if  
any, would you make in order to sa tisfy  
yourself that no shortage existed?
2. The President o f a  large banking 
institution presents to you a request 
which he has received from  the Comp­
troller of the Treasury for  inform ation  
as to the cost o f m oney to his bank. 
You are advised that the m oney about 
which the inform ation is  desired is  ob­
tained by selling  the institution’s five per 
cent ten-year bonds. These bonds are 
secured by first m ortgages on real e s­
tate and are sold to net the institution  
104. W hat would be your answer and 
how would you arrive a t it?
3. The X  Office Furniture and F ixtures 
Company em ploys you to install a  sy s­
tem  o f books suitable for  its  business. 
The m anager advises you that he de­
sires all purchases and expenses to be 
entered in  a purchase journal. He 
further says, however, that he does not 
think it  necessary that individual ac­
counts payable accounts be kept relative 
to the regular m onthly expenses such as 
rent, heat, telephone, etc. Outline the 
character o f purchase journal and cash  
disbursement book you would recom­
mend?
4. In auditing a sm all State bank you  
find a general ledger, an individual de­
positor’s ledger, a check register and a 
deposit register. The general ledger is  
kept by the cashier w hile the other rec­
ords are kept by the assistant cashier 
who also accepts deposits and pays 
checks. A t the close o f business for the 
day the assistan t cashier furnishes to  
the cashier for entry on the general 
ledger, the total o f the deposits received  
and the total o f the checks charged to 
the individual accounts during the day. 
You find the general ledger is  in  bal­
ance, the cash on hand is  correct and 
the control account in the general ledger 
is in  agreem ent w ith the individual de­
positor’s ledger. A  test check proves 
conclusively that all deposits have been 
correctly entered both on the deposit reg­
ister and the individual accounts. You  
find, however, that charges have been 
made to a number of individual accounts 
for which no checks are presented. These 
charges all appear to have been made 
on the day before you began your audit, 
and an exam ination of the check reg is­
ter shows that none o f them  w ere en­
tered on that record. These charges ag ­
gregate $25,000. I t  is evident that these 
fa lse  charges have been made to reduce 
the balances as shown by the individual 
ledger to agree w ith the control ac­
count. You are convinced that a short­
age ex ists. W hat steps would you take  
to ascertain when this amount of money  
w as embezzled?
5. The Blank Company is engaged in 
the retail merchandise business and em ­
ploys you to make an audit. You find 
from  the minute book that the President 
of the company is  entitled to draw a sa l­
ary o f $10,000.00 per year. You discover 
that he had drawn his fu ll salary prior 
to November 1st of the year under audit. 
The company m aintains a petty cash  
fund o f $200.00. In verify ing th is fund  
you find vouchers to  the extent of $800.00 
representing m oney drawn by the Presi­
dent during the months of Novem ber and 
December. You are advised by the Pres­
ident that the m atter has been handled 
in  th is manner to prevent his account 
show ing an overdraft, and he requests 
that in preparing your report you om it 
any reference to the fa c t that he has 
overdrawn his salary. Your audit report 
is to be subm itted to the Board o f D i­
rectors and to the bank. W hat would 
be your reply?
6. The M anager of a wholesale grocery  
company consults you w ith reference to 
the follow ing situation. During the past 
five years the average gross profit of the 
company has been ten  per cent; the va­
riance in gross profit for  each o f those 
five years has been less than one-half 
per cent. You are advised that a ph ysi­
cal inventory is  taken on June 30th and 
December 31st o f each year, and that 
when the inventory w as taken on June
30, 1926, the percentage o f gross profit 
for  the first s ix  months o f that year was 
practically the sam e as that shown for  
the preceding five years, but that when 
the inventory w as taken on December
31, 1926, the gross profit for  the la st six  
months o f that year w as approxim ately  
e igh t per cent. You are advised that no 
radical changes took place in  prices dur­
ing the la st six  m onths of the year 1926, 
and that the sales price of merchandise 
w as determined in the sam e m anner as 
in previous years. W hat suggestion  
would you make to him  as to the prob­
able cause o f the decline in gross profit?
7. The X R ealty Company has made 
application to the Y Finance Corporation 
for  a loan o f $275,000.00 to  be secured 
by m ortgage on an apartm ent house. 
You are employed by the Finance Com­
pany to make an audit o f the books and 
records o f the R ealty Company. Dur­
ing the course o f your audit you find 
th at the apartm ent house on which it  is  
desired to secure the loan, w as purchased 
from  the Z Construction Company, a sub­
sidiary o f the R ealty Company, at a cost 
of $275,000.00. W hat further inform a­
tion would you fee l it  your duty to  fu r­
nish your client, the Finance Company?
8. The Blane Corporation has an au­
thorized capital stock of F ive Thousand 
Dollars, represented by five thousand  
shares o f common stock o f a  par value 
of $1.00 each. A ll o f the stock is  out­
standing, and is held as follow s:
A  1280 shares
B 1280 shares
C 1280 shares
D 1160 shares
A , who is President of the corporation, 
fee ls  it  would be advantageous to sell to  
the em ployees a t least F ive Thousand 
Dollars worth o f stock in the company. 
He asks you to subm it to him  a  plan by  
which th is m ay be done, and tells you  
that the company now has a  surplus o f 
$15,000.00, but that i t  is not desired that 
any o f the capital now being used be 
withdrawn. He further te lls you that 
when your plan has been carried out 
and the stock is  sold to the em ployees 
the book value m ust be as nearly as pos­
sible equal to the par value. It is  furth­
er desired that the plan which you sub­
m it shall provide for an equalization of 
the stock holdings o f the present stock­
holders, such stock as is  required to ac­
complish th is to be issued to D as salary. 
Outline your plan in the form  of a le t­
ter to A, and make journal entries to 
record on the books the adoption of your 
plan.
9. You are employed to audit the books 
and records o f a Finance Company which 
is  engaged in  m aking loans to a class 
o f borrowers w ith moderate m eans. The 
audit discloses the follow ing basis used  
in' m aking all loans: A borrower desir­
in g  $100.00 is  required to sign a  note for  
$120.00 payable in tw elve m onthly in­
stallm ents of $10.00 each; the company 
retains six  per cent ($7.20) as interest, 
ten per cent ($12.00) as an investiga­
tion fee , and gives to the borrower the 
balance ($100.80). You are requested 
to consider the investigation fee  as in­
terest and then comment in your report 
upon the rate of interest which the bor­
rower is paying on the money. W hat 
rate of interest does the borrower pay, 
and w hat would be your comment ?
10. In connection with an audit which 
you are m aking for a corporation you 
find that it  owns a piece of real estate  
which cost $25,000.00 and on which there 
is a m ortgage payable to the bank for  
$20,000.00. This real estate has recently  
been appraised at $45,000.00. The real 
estate is  carried on the books of the com­
pany at the appraised value and the $20,-
000.00 is  shown as surplus from  appre­
ciation. You are requested to prepare 
a balance sheet to be used for  credit pur­
poses, and in  connection w ith this re­
quest, the President of the company asks 
that you show the net equity in the real 
estate as an asset and not show the m ort­
gage payable. He has no objection to 
the surplus by appreciation being shown 
as such. Would you comply w ith his 
request, and if  not, what reason would 
you give for  not doing so?
COMMERCIAL LAW  
Corporations
1. In opening a set of books for  a new  
corporation you find a number of un­
collected stock subscriptions. Attached  
to one of these subscriptions is a letter  
from  the subscriber which w as w ritten  
after the subscription w as made but be­
fore the corporation obtained its  charter, 
wherein the subscriber stated he desired  
to w ithdraw his subscription. The le t­
ter had not been answered. Would you  
treat this subscription as an asset of the 
company? If  so why, and if  not why  
not?
2. The law  relative to the form ation  
of corporations contains m any provisions 
requiring that various th ings be done in 
incorporating. Give illustrations and dis­
cuss some o f those provisions which are 
mandatory and some which are m erely  
directory.
3. John Smith subscribed to and paid 
for  ten shares of the capital stock of the 
Peoples State Bank o f Louisville, Ky.,
which bank w as organized under the 
banking law s of the State o f Kentucky. 
N o stock certificate w as issued to Smith, 
although h is name w as entered on the  
stock ledger as one of the stockholders. 
Later the bank became insolvent and an  
assessm ent w as made against all stock­
holders. D iscuss Smith’s liability  under 
such an assessm ent.
4. The directors of the Blank Corpo­
ration declared a dividend and set aside 
a specific fund for  the paym ent thereof. 
Before the distribution o f the dividend 
the corporation became bankrupt. Are 
the stockholders entitled to the fu ll 
amount of the dividend, or do they share 
equally w ith the general creditors for  
such unpaid dividend?
5. In m aking an audit for a corpora­
tion you find among the by-law s a pro­
vision to the effect that no stockholder 
shall transfer his stock to any person  
who is not already a stockholder of the  
corporation. In m aking your report 
w hat comment would you make relative  
to this provision in  the by-laws, and why  
would you make such comm ent?
6. W hat powers are im pliedly granted  
a corporation at the tim e a charter is 
issued ?
7. W hat steps m ust be taken before 
two corporations m ay effect a consoli­
dation ?
8 . D iscuss the rights and lim itations 
which exist relative to officers and stock­
holders entering into contracts w ith the 
corporation of which they are officers or 
stockholders ?
9. W hat m ust be done by a corpora­
tion after having completed its  organi­
zation before it m ay sell that part of its 
capital stock which has not been sub­
scribed for by the incorporators?
10. D iscuss the rights of a subscriber 
to capital stock o f a corporation who dis­
covers fraud or m istake in  connection 
w ith his subscription. Do the sam e rights 
prevail a fter insolvency of the corpora­
tion  and the rights o f creditors have in­
tervened ?
Contracts
1. A t a public sale of property John 
Smith made a bid o f Seven Thousand 
Dollars, under the belief that the prop­
erty w as being sold free o f a m ortgage  
for Three Thousand Dollars. D iscover­
in g  his error Smith retracted h is bid be­
fore it  w as accepted, but the auctioneer 
denying this right o f retraction knocked 
down the property to him. The auction­
eer, before the sale had prescribed cer­
tain  rules or conditions am ong which 
were that “no person shall retract his or 
her bid,” and that i f  a bidder failed to 
comply w ith all conditions of the sale 
“he shall pay all costs and charges.” 
Could Smith be compelled to accept the 
property, or could he be held liable for  
any costs or charges and why.
2. During the year 1924 A  purchased 
ice regularly from  B, but on January 1,
1925, A discontinued purchasing from  B 
and made a contract w ith  C to furnish  
him w ith ice. During the year 1925, and 
w ithout knowledge on the part of A  the  
business o f C w as sold to B, and B fu r­
nished ice to A  for six  months in the 
quantities called for  by the contract be­
tw een A and C, but w ithout n otify ing A  
that he had bought the business of C. 
Discuss the liability  o f A  for  the ice 
furnished by B and used by A ?
3. Smith and Brown entered into an 
agreem ent whereby Smith, in consider­
ation of Four Thousand Dollars to be 
paid by Brown, w as to convey two lots 
on W illow Street in  the city of Louis­
ville. A fter  the execution of the deed 
Brown refused to make paym ent and 
proved that either by the fraud or m is­
representation o f  Smith, or by his m is­
take, the lots conveyed by the deed were 
not the lots which he bargained for, and 
that the lots which he agreed to purchase 
were in fact located on W illow Avenue. 
W hat general principle o f law  relative 
to  contracts is  involved, and should 
Brown be required to accept the deed 
and make paym ent?
4. During the year 1905 X made an 
agreem ent w ith Y, his nephew, whereby 
he promised Y  that i f  he would refrain  
from  drinking liquor, using tobacco and 
gam bling until he should become tw enty- 
one years of age he would pay him Five 
Thousand Dollars, to all o f which Y  
agreed. When the nephew arrived at 
the age of tw enty-one years he notified 
his uncle that he had performed his part 
of the agreem ent and had thereby be­
come entitled to the F ive Thousand Dol­
lars. The uncle received the letter and 
wrote the nephew acknowledging his le t­
ter and advising him that he should have 
the money. The uncle died w ithout hav­
in g  made payment. The executor of the  
estate of X refuses to pay the m oney to 
Y, claim ing that there w as no consider­
ation; that Y, by refraining from  the 
use o f tobacco and liquor w as not 
harmed but benefitted. D iscuss the ques­
tion of consideration.
5. Howell employed Buras to work for  
him and the contract o f em ploym ent pro­
vided that should B um s leave without 
giving two w eeks’ notice he should receive 
nothing for  his services. Burns w as ar­
rested and convicted of a crime and sen­
tenced to jail. The dam age to Howell by  
reason o f discontinuance o f work by 
Burns w as greater than the w ages due 
B um s. D iscuss the effect o f the failure  
of B um s to give the agreed notice upon 
his right to recover for  the services ren­
dered?
Partnership
1. W hat is  a partnership?
2. Can a  minor who has entered into a 
partnership agreem ent w ith an adult 
repudiate the partnership relation and 
withdraw such m oney as he has invested
in the business to the prejudice o f cred­
itors o f the partnership?
3. W hat steps should be taken by a re­
tiring partner in order to release him ­
self from  liability  on account o f debts 
of the partnership created before his re­
tirem ent ?
4. A s between them selves, w hat u s­
ually governs in regard to the powers 
and authority of each member of a part­
nership ?
5. W hat is  the rule as to  priority of 
firm creditors over separate creditors in  
regard to partnership property?
A gency
1. D iscuss the distinction between an 
agent and a servant?
2. How is  the relationship of princi­
pal and agent created?
3. A  employed B, an infant, as his 
agent to make a contract w ith C. The 
contract was made and later A  claimed 
it  w as not binding because of the in ­
fancy o f his agent. D iscuss the conten­
tion of A.
4. Upon the revocation o f  w hat class 
of agency is  notice from  the principal 
unnecessary unless the agent has a l­
ready entered upon the perform ance of 
his duty, and w hy is such notice not re­
quired ?
5. Under w hat circum stances m ay an 
agent act for both parties? Give an 
illustration ?
NEGOTIABLE INSTRUM ENTS
1. Is a  demand made by a notary over 
the telephone sufficient presentm ent to 
bind an endorser on a note?
2. Is a notice of dishonor required to 
be given to an endorser on a note when 
the instrum ent w as made for  his accom­
modation ?
3. Is a  note or check made payable to 
a fictitious person negotiable?
4. D iscuss the difference in the method 
of transfer o f an instrum ent payable to  
“order” and one payable to “bearer.”
5. D iscuss the question of negotiabil­
ity  of a note executed for  F ive Thous­
and Dollars which contains an agree­
m ent whereby the maker is  required 
to pay all taxes which m ay be assessed  
against the note.
PRACTICAL ACCOUNTING  
Problem No. 1
The John Doe Company, operates a 
store w ith four departm ents, all located 
on the street floor. Departm ents “B ” 
and “ D” occupy the sam e amount of 
space and departm ents A  and C twice 
as much. A  new  delivery system  has 
been in operation during the year just 
ended. The expenses of delivery de­
partm ent have averaged 8.303 cents per 
package on a total o f 76,840 packages, 
of which 37, 23, 16 and 24 per cent in 
number have been delivered respectively  
for  departm ents A , B, C and D.
The expense for advertising space dur­
in g  the year has amounted to $12,270, 
covering 1,635,000 lines. The m easure­
m ents for departm ents are:
A ...................................................576,000 Lines
B ...................................................268,000 Lines
C ...................... ............................348,000 Lines
D .................................................. 384,000 Lines
The total operating expenses for the 
year are:
B uying .............................. -........... -... $ 17,730
Selling ................................................  43,340
A dvertising, space ..........................  12,270
A dvertising, other .......................... 7,880
Delivery ..............................................  6,380
Rent ......................................................  15,000
Maintenance and Operation of
P la n t ......................... ............ ............ 11,400
General and Adm inistrative ......  7,880
Total Operating Expense ....$121,880
The inventories at selling price a t the 
beginning o f the year and the percent­
a g e  of “mark-on” are:
Departm ent
A .............................. $50,800 50%
B .................... .........  42,500 40%
C ............................... 90,000 45%
D ...................... ........ 28,000 55%
The net purchases during the year at 
cost, and the total o f the original marked 
selling prices of these purchases are:
Original
Marked
D epartm ent Cost Price Selling Price
A  ........  $63,000 $125,000
B ........  40,000 73,000
C ......... 81,000 147,000
D ........  41,400 93,500
The sales, net of returns, the mark-ups 
and mark-down for the year are:
Mark- Mark-
Department Sales ups Downs
A  ........ $109,000 $1,200 $12,600
B ........  69,000 3,500 13,700
C ........  143,000 None 13,400
D ........  73,000 1,400 12,500
The transfers to and from  departm ents 
during the year have been:
Transfers Transfers 
from  to
A t A t A t 
Departm ent Selling Cost Selling
A  ............. $2,400 $1,600 $2,800
B .............  1,300 500 1,000
C ............. 3,600 1,800 3,400
D .............  4,500 1,000 2,100
The difference between the total o f the 
transfers from , and the transfers to, se ll­
ing departm ents represents the transfers 
to expense departm ents which have been  
included in the expense amounts m en­
tioned previously.
Prepare a departm ental statem ent of 
earnings and expenses, g iv ing gross prof­
its  by departm ents, distribution o f the 
expenses to departm ents as outlined in  
the text, and net profits by departments. 
Book inventories are to be used to ar­
rive a t the gross profits.
The follow ing inform ation should be 
subm itted supporting the statem ent of 
earnings and expenses:
1. Stock account, g iv in g  details of 
book inventory figures.
2. F igures used to prepare mark-ons.
3. Statem ent of method of distribution  
o f expenses over departm ents.
Prepare turnover figures for  the store 
as a whole and for  the departments.
A ll amounts are to be figured to the  
nearest dollar. Omit cents.
Problem No. 2
The Louisville R ealty Company begins 
business January 1, 1926. The trial bal­
ance o f the General Ledger December 
31, 1926, is  shown below. A  survey o f  
its  business transactions discloses the  
follow ing: The principle business of the 
Company is  the buying o f acreage, the 
im proving and subdivision o f it. The 
sale of its  lots are provided for  by con­
tracts w ith  Richard Roe, which contracts 
provide that Roe is  to sell the lots on a 
deferred paym ents basis, and that he is  
to receive a specified commission. For 
the sale of lo ts in Hi-Lawn he is  to  re­
ceive 25 per cent and that per cent o f  
the collections on principal on Hi-Lawn  
are to be paid him as collected. F or the  
sale o f lots in  South Grove he is to  re­
ceive 20 per cent and that per cent of 
the collections on principal are to be 
paid him  as collected.
Hi-Lawn is  subdivided into 300 lots o f  
equal size and value and 130 o f  these  
lots are sold during 1926. South Grove 
is subdivided into 150 lots o f equal size  
and value and 75 of these lots are sold 
during 1926.
Hi-Lawn w as purchased for  $30,000.00 
cash and two notes dated March 1, 1926, 
payable one and two years a fter date 
bearing 6 per cent in terest from  date 
for  $30,000.00 each. South Grove w as 
purchased for  $95,000.00 cash and four  
notes o f $20,000.00 each, dated June 30, 
1926, payable in one, two, three and four  
years w ith in terest at 6 per cent from  
date.
The Company itse lf  acts as selling  
agent for  Pleasure Ridge, receiving the 
comm ission shown and paying Roe as 
sub agent. It also purchased and sold 
two lots in Cherokee Villa. Purchase 
price $2,100.00, sales price $4,500.00.
Depreciate Office Equipment 10 per 
cent. The whole amount o f lot sales is  
charged to the Deferred N otes Accounts.
Required—Profit and Loss Statem ent 
and Statem ent of Earned and Unearned  
Income.
LOUISVILLE REALTY COMPANY, 
TRIAL BALANCE
December 31, 1926
Cash in Banks:—
F idelity  D e p o s i t  
Bank ................ .......$ 1,798 .... .............
F irst N ational Bank ........ ......  $ 10
P etty  Cash ................ . 50 .................
N otes Receivable —
Stock Subscriptions 15,000 ............ ....
Accounts Receivable—
E m ployees _______  500 ............ .....
Commissions —  P leas­
ure R id g e ........................... .........  365
985
2,400
5,000
25,576
Commissions R eceiv­
able —  Pleasure
Ridge ---------- --------  1,350
Commissions Payable ...............
Lots— Cherokee V illa ...............
Im provements— Chero­
kee V illa __________ 215
Commissions —  Chero­
kee V illa _____ ____ 210
T a x e s  —  Cherokee
V illa ..... .................-...  84
Interest —  Cherokee
V illa ................. .........  26
N otes Payable— Short
Term ............. ................................
A ccounts Payable ........................
A uditing Expense ......  375  
Insurance ........................  80  
Interest .........................  64  .........
P rinting & Stationery 225  
Office E xpense ........... . 415  ..................
Office Salaries ............. 1,250  .........
T axes —  General ......  51  
Office Equipment ........  2,000  .........
Cash over and short ... 20  
Hi-Lawn Subdivision—
Cost ......... ..................  90,000  .....
Im provem ents .......  60,000  .
Maintenance of
Streets & Parks 2,670  
General E xpenses ... 178  
Taxes 2,465
M ortgage Payable  .. ........ .......  .....60,000
Interest Income ........................  3,665
Deferred N otes Re­
ceivable .................  106,000 .................
Sales ........................................ ...... 130,000
Commission ...............  32,500 .................
Sales Commission
Payable ...................................  26,500
South Grove Subdivision—
Cost ... ........................ 175,000 .................
Im provements ......... 50,000 .................
M aintenance of
Streets & Parks 4,860 .................
General Expense .... 1,845 .................
T axes ........... ......... ..... 4,005 .................
M ortgage Payable ................ . 80,000
Interest Income ... . ....... . ........ 3,735
Deferred N otes Re­
ceivable ................  168,750 .................
Sales .................— .................... . 187,500
Commission ............. 37,500 .................
Commission Payable ................  33,750
Capital Stock ....... ............ ...........  200,000
N otes Receivable
(Company H ) ------- $ 10,000 ......
N otes Receivable D is­
counted ....................  10,000 .................
Inventories ................ ....................  88,000
Land .......... ........................................  40,000
Buildings ......................................... 75,000
Machinery .......................................  100,000
Deferred Charges ........................ 1,500
Investm ents—
Common Stock Com­
pany H .................  350,000 ............ .....
Preferred Stock
Company H .......... 50,000 400,000
Total A ssets ................
L iabilities
Accounts Payable ............
Accrued W ages 
Accrued Taxes 
Dividends Payable
Surplus ...............
Capital Stock, Common ...
. $870,750
..$ 51,500 
8,000 
6,000 
35,000 
70,250 
.. 700,000
Total L iabilities ......................$870,750
A N A LY SIS OF SU RPLUS  
December 31, 1925
Jan. 1, 1925 Balance ......................$ 10,000
Jan. 2, 1925 Dividend, Preferred
Stock, Company H ...............  1,750
Jan. 10, 1925 Dividend, Common
Stock, Company H .........  20,000
July 3, 1925, Dividend, Preferred
Stock, Company H ................   1,750
July 10, 1925 Dividend, Common
Stock, Company H ... ................  30,000
Dec. 31, 1925 Dividend, Preferred
Stock, Company H ............ -  1,750
Dec. 31, 1925 Dividend, Common
Stock, Company H ...................... 30,000
Dec. 31, 1925 N et Profits for  
1925 ................ ........ -................ -...... 45,000
$759,486 $759,486 
Problem  No. 3
On February 1, 1924, Company E pur­
chased on the open m arket 1,000 shares 
o f the common stock (par value $100.00) 
of Company H for  $150.00 per share. On 
A ugust 1, 1924, Company E purchased  
500 shares o f the preferred stock (par 
value $100.00) of Company H a t par. 
On January 2, 1925, Company E acquired
1,000 shares o f the common stock of 
Company H giv ing in  exchange 2,000 
shares o f its  own Common stock (par 
value $100.00). The rights to dividend, 
payable January 10, 1925, on the stock  
o f Company H acquired, w as transferred  
to Company E.
BALANCE SHEET, December 31, 1925 
Company E.
A ssets
Cash .... ............... ........................... . $ 49,500
Accounts Receivable ......... ......... 85,000
Dividends R eceivab le ...................  31,750
$140,250
June 30, 1925 —  5%
dividend declared ....$ 35,000 ..................
Dec. 31, 1925 —  5% 
dividend declared ....  35,000 70,000
Balance— Dec. 31, 1925 ........  $70,250
On Jan. 2, 1925, Company H purchased 
900 shares o f the common stock (par  
value $100.00) of Company M for  $125.00 
per share, w ithout rights to dividend of 
Company M of December 31, 1924, pay­
able January 10, 1925.
BALANCE SHEET, December 31, 1925 
Company H 
A ssets
Cash .................. ............... .....................$ 46,100
Accounts Receivable ...................... 66,500
Dividends Receivable ................. ..... 5,400
Inventories ... ............................ .........  47,500
Land .................................................... 25,000
Buildings ...........................................  50,000
Machinery ...................— ................. 75,000
Deferred Charges ........... ....... . ........ 800
Investm ent (Company M Stock) 112,500
Total A ssets .......................... ...$428,800
Liabilities
Accounts Payable ......................... .$ 36,500
Accrued W ages ............ .............. ...  3,000
Accrued Taxes .................................  2,000
Dividends Payable ____ __ ...........  33,500
N otes Payable (Company E ) .... 10,000
Surplus ................................ ................  43,800
Capital Stock—
Common Stock ........ $200,000
Preferred ............. ........ 100,000 300,000
Total L iabilities ................... $428,800
A N A LY SIS OF SU R PLU S  
December 31, 1925
Jan. 1, 1925— Balance ________ $ 65,000
June 30, 1925— Dividend Com­
pany M, 6% ------------------------- 5,400
Dec. 31, 1925— Dividend Com­
pany M, 6% .............................. 5,400
Dec. 31, 1925— N et Profits for
1925 ........................................... ....... 35,000
$110,800
June 30, 1925— D ivi­
dend Common 15% ...$ 30,000 
June 30, 1925— D ivi­
dend Preferred 3.5% 3,500 
Dec. 31, 1925—D ivi­
dend Common 15% ... 30,000 
Dec. 31, 1925— D ivi­
dend Preferred 3.5% 3,500 67,000
Balance— Dec. 31, 1925 ......  $43,800
BALANCE SHEET— December 31, 1925 
Company M 
A ssets
Cash .................................................. ...$ 28,000
Accounts Receivable ...................... 46,500
Inventories ............... .......................... 34,000
Land .......... ..........................................  10,000
Buildings ............................................ 15,000
M ach inery .......................................-— 20,000
Deferred Charges ..........................  500
Total A ssets ...............................$154,000
L iabilities
Accounts Payable ................ .........$ 32,500
Accrued W ages ....................... ......... 1,500
Accrued Taxes .... ...........................  1,000
Dividends Payable ... ......................  6,000
Surplus ........................ .....................  13,000
Capital S to c k .....................................  100,000
Total Liabilities ......................$154,000
A N A LY SIS OF SU RPLUS  
December 31, 1925
Jan. 1, 1925— Balance ................... $ 15,000
Dec. 31, 1925— N et Profits for
1925 ..................................................  10,000
$25,000
June 30, 1925— D ivi­
dend declared 6% ....... $6,000
Dec. 31, 1925— D ivi­
dend declared 6% .... ...  6,000 12,000
Balance— Dec. 31, 1925 ...............$13,000
Required —  W orking Sheet showing  
Consolidated Balance Sheet, December
31, 1925, g iv ing m ajority and m inority  
interests.
Problem No. 4
During the month o f July, 1925, the 
Kentucky R ealty Company w as organ­
ized as a  subsidiary o f the State Finance 
Company. The R ealty Company is  en­
gaged in purchasing land and erecting  
houses and then selling the real estate. 
The Finance Company closes its  books 
on a calendar year basis, w hile the books 
o f The R ealty Company have been closed 
on June 30, 1926, for  the first tim e. You 
are employed by the officers of these com­
panies to prepare a  consolidated profit 
and loss statem ent for  the calendar year
1926, and a consolidated balance sheet as 
o f December 31, 1926. In  order to pre­
pare these consolidated statem ents, it  is  
of course, necessary that you first de­
term ine the profit of The R ealty Com­
pany for the calendar year, 1926.
An exam ination o f the books o f The 
R ealty Company discloses that the trial 
balance as of December 31, 1925, the  
trial balance as o f December 31, 1926, 
and the closing entries as o f June 30, 
1926, are as follow  below:
You are advised that th e  selling price 
of the real estate is  arrived at by adding 
a fixed percentage to the cost of the 
property sold. The sam e percentage has 
been added to the cost o f all property  
sold as w as added to the cost of that 
property sold prior to June 30, 1926.
KENTUCKY REALTY COMPANY  
Trial Balance December 31, 1925
Accounts Payable ......
Accounts Receivable ...
A dvertising ..................
Auto Expense ...............
A uditing Expense ......
Building Perm its ........
Cash ............................. ...
Capital Stock ...............
Commission on Real
E state Sales .............
Construction C o s ts ......
F e e s ..........-.......................
General Expense ........
In te r e s t .............. .............
Jefferson Building and
Loan A ssociation ....
Legal Services ... .........
Machinery ......................
N otes Payable ............
N otes Receivable ........
R e n t ........... .......................
Real E state Purchases
Real E state Sales ......
Street W arrants P ay­
able ...............................
T axes ..............................
W ages and S a la r ie s__
State Finance Co.........
3,000
200
300
300
950
2,800
$ 3,000
50,000
1,000 .................
88,600 .................
5,000 .................
150 .................
300 ................
............... 2,000
800 .................
400 .................
............... 5,000
40,000  
600 .................
55,000  
.............. 45,000
............... 600
W ages and sa la r ie s ....  8,000 -------------
State Finance Co...........................  215,000
Inventory Real E state 120,000 -------------
$637,800 $637,800
Closing E ntries as of June 30, 1926
Dr. Cr.
Real E state Sales ......$100,000 ...................
Inventory, Real E state 120,000 .................
Real E state  Purchases .............. . $ 80,000
Construction C o s ts ........................ 100,000
A dvertising ............. ........................  400
Auto Expense ............ .................... 600
A uditing ............................................  500
Building Perm its .......................... 1,500
Commission on Real
E state Sales ............................... 1,800
F e e s ....................................................  7,000
General Expense ..........................  300
Insurance ... ......................................  400
Interest ............................................ 600
Legal Services ............................... 1,000
Rent .................................................. 1,000
T a x e s .... ............................................ 400
W ages and Salaries ...................  12,000
Surplus .............................................. 12,500
From the inform ation given you are 
requested to submit:
(1) A  work sheet showing a trial bal­
ance o f the books as it  would have ap­
peared had a closing been made as of 
December 31, 1925, and had the closing  
of June 30, 1926 not been made.
(2) Profit and loss statem ent for the 
year ending December 31, 1926.
(3) Balance sheet as of December 31,
1926.
200
6,000
BOOK REVIEW
100,000
3,800
50,000
2,000
$205,600 $205,600
KENTUCKY REALTY COMPANY
Trial Balance December 31, 1926
Accounts P a y a b le ..................... -...  $ 6,000
Accounts Receivable ... $ 9,000 .................
Acme Bldg. & Loan
A ssociation .... ............................
Auditing Expense ......  500
Cash ........... .....................  2,400
Capital Stock ............................. ...
Commission on Real
E state Sales ............. 16,000
Construction Costs .... 200,000
Discount ............................................
Expense o f procuring
loans _ ___ _________  2,000 .................
F ees ................................. 14,000 .................
General Expense ____  400 ________
Insurance ........................  1,100 .................
Interest ... ...................... 900 .................
Investigation ... .............. 200 .................
Jefferson Bldg. & Loan
A ssociation .................................  4,000
Legal Services ............. 400 .................
Machinery ...................... 1,200 ________
N otes Payable ........... ...................  20,000
N otes Receivable ......... 200,000 _____ ____
Rent ................................. 900 .................
Real E state Purchases 60,000 .................
Real E state Sales ........................  324,100
Street W arrants P ay­
able ....................... ........................ 400
Surplus ..............................................  12,500
Taxes .............................. 800 ________
AUD ITING  PROCEDURE
B y Castenholz.
(Published by La Salle Extension U ni­
versity, Chicago, Ill.)
This, the m ost recent work on audit­
ing procedure, w ill be refreshing reading 
for the accountant. It w ill rank high, 
for the subject m atter is  treated in a 
practical and scientific manner. The 
author has produced a  volum e which 
m erits the attention of the auditor who 
elects to be more than a checker. Its 
content g ives evidence of high scientific 
attainm ent, as w ell as practical under­
standing o f the problems confronting the 
professional accountant. The book con­
tains 430 pages o f text, exclusive of 
illustrated model working papers. The 
work covers the follow ing subjects: 
C lasses of A udits and Exam inations, 
A udit o f Balance Sheet Accounts, 
Audit of Income Accounts,
Audit of Expense Accounts,
A nalysis of Accounts,
Mechanical side o f Audits,
Audits and Investigations for Differ­
ent Types of B usinesses,
W orking Papers, Illustrated,
A uditor’s Report.
The author, in  h is introductory section, 
visions the professional accountant as an  
individual w ith  a  cultural background  
possessing a broad knowledge of com­
merce and industry, and of h igh scientific 
attainm ent; in short, one capable of being  
consultant and adviser to his client.
The subject m atter follow s the catholic 
form  of the balance sheet and operating  
statem ent, each elem ent thereof being  
discussed w ith precision.
A  consideration of prepaid expenses, 
and the author’s reasons for  including  
them  among the current assets, inject a  
new thought on th is subject. He differ­
entiates sharply between item s of “pre­
paid expense” and “deferred charges,” 
and their respective locations in the bal­
ance sheet.
The chapter on the vexatious question  
of inventories deals with the need for  
determ ining, where “overhead expense” 
is an addition to cost, that due allowance 
is made in  cases where 100 per cent of 
capacity is not attained, the author indi­
cating its  effect on taxation. The con­
cept o f inventory records, which w ill aid  
the auditor in verify ing their correct­
ness, is ideal, but rarely encountered in  
actual practice. In consequence, the dis­
cussion is  of a theoretical nature.
In dealing with the subject o f financ­
ing and capital structure, an in teresting  
discourse on the several types of securi­
ties is  injected. The effect which vary­
in g  types of securities m ay have on the  
financial success or failure of an enter­
prise, and the accountant’s duty w ith  re­
spect to advising the client, are the out­
standing features in this chapter.
The mechanics of an audit, although  
treated separately, are interrelated to 
the discussion o f the balance sheet and 
operating accounts. Some o f the tests  
for verification of accounts and records 
therein outlined, w ill prove new  m aterial 
for “footers” and “checkers.”
A ccountants m ay differ as to the clas­
sification of working papers commended 
by the author. H is discussion, w ith re­
gard to the selection of accountants for  
the task  in  hand, and the definition of 
their respective duties, is  tim ely  and 
meritorious.
P lacing one’s se lf for  the m om ent in 
th e  position of the client who receives 
the auditor’s report, it  can be fa ir ly  said  
that a new note is  sounded. The narra­
tive form , rather than the form al, is in­
voked. The client, as w ell as the audi­
tor, benefits from  the inform ation ad­
duced as a result of the audit.
The book should find a place in the  
w orking bag of every accountant, for  
its  perusal w ill result in a better knowl­
edge o f auditing procedure and applica­
tion of the ideas in  better work.
CHARLES HECHT, C. P . A .
The Accountant’s Millennium
A H ! A h !-h-h-h-h-! ! ! A t last it  is come. Ze title  fo r ze ac- 
count-ant. I t  is b e tte r  every day, 
th e  world. Ze sublime happiness he 
m ultiply and ze happiness of ze 
account-ant ez exquisite.
A h! The discoverer of th is  new 
happiness. Again th a t  g rea t City 
of iron, steel, coal and everything, 
comes to the  fore a t the  eighteenth  
hole, in the  personage of Senior Mi­
chael David Bachrach, C. P. A. 
W hy did we not th ink  of i t  before. 
Easy. We couldn’t. Nobody bu t 
Mike could th ink  of such a scream ­
ing delight. To Accountants it  will 
be the  quintessence of joy. No 
doubt Michael has though t of it 
ever since he passed the  exam, but 
he did not like to  say anyth ing  
about i t  until somebody pushed 
him. I wonder if  A drian had any­
th in g  to  do w ith it. I t  would be a 
sham e to shoot the  wrong man.
W hat a line-up it m akes in Mike’s 
case. Senior, S pan ish ; Michael, 
I r is h ; David, W elsh ; Bachrach, 
Jewish, and C. P. A., United S tates 
or Pennsylvanian. I t  is ju s t  the 
same. Sounds like a m eeting of 
the  League of Nations. I f  th a t  
combination cannot handle a set of 
books; why, the  books simply A in’t.
Now, to get along w ith our story. 
Lady A ccountants could be called 
Seniorita, if they  are  young and 
p re tty . If  old maidish, cranky and 
ill-looking, well— Seniorette, will 
do. And how nicely it  would fit 
in to  the  Moving P icture game. Se­
nior, Seniorita, Seniorette, and Se- 
nario. Then again, the  birds who 
are  loafing in the  bull pen of large 
accounting organizations could be 
called Centaurs, spelling i t  w ith  a 
capital S to  m ake i t  uniform . Note 
th e  blend all the  way through. W ith 
such title s  our na tu ra l trend  to­
w ard movie stardom  would be in­
evitable. W hat a  fine rasp ing  lot 
of accounting sheiks could be de­
veloped. A t last the  sands of the
By JA M ES E. LAMB, C. P. A., 
St. Louis, Mo., form erly of 
Harrisburg, Pa.
desert grow cold, and th e  ocean’s 
m ighty  waves are  stilled into the 
everlasting n igh t of tim e.
Of course the Old Boys, who have 
sons in the  game, bearing the  same 
given name could be easily taken  
care of. They could sign as Senior 
John Sm ith, Sr., thereby  gaining 
credit both as a classy accountant 
and a bewailing F a ther. The son 
would sign as Senior John Sm ith, 
Jr., thereby  giving him  and his 
profession a Mayflower touch. He 
could say, in the  way of selling 
argum ent; “A h! b u t I am  an ac­
countant of 100 per cent variety . 
My F a th e r  was a Senior, he came 
over in the  B achrach Ark. So, you 
see, I m ust be good.” Occasionally 
one would be able to say “my 
M other was a Seniorita.”
W hat could be sw eeter th is  side 
of Heaven or Hades. Especially to 
the  New England m em bers of the 
profession, or the  F. F .’s of V ir­
ginia, to say nothing of the  F. I.
F .s of New York.
A m em ber of a firm could be 
Lord Senior, if you liked him. If 
you did not like him, then  you m ay 
call him  w hat you th ink  would be 
m ost suitable fo r the  occasion. 
Think of it, fellow Balance-sheet- 
ers, try  it, see how i t  sounds. Lord 
Senior Michael David Bachrach, 
Lord Senior F rank  W ilbur Main, 
or Lord Senior A. E. Ford Barnes. 
Ye Gods! Gentlemen, ecstacy is 
mine. As a t the  M arriage of Cana, 
we are  about to sip the  choicest 
wines of life. L ife’s honeymoon 
will soon commence and we shall 
sip its  m ost delicious nectar. A 
pedestal, yea a pedestal of gold fo r 
th a t  fruc tify ingest dream er of 
dream ers th a t  ever m used; Senior 
Michael David Bachrach.
I can readily visualize the  las t­
ing effect it  would have on a client. 
W hen you are introduced to  him  as
Senior So-and-So, you’ve got him. 
He will be entranced like the  poor 
little  bird gazing into the  ra ttle ­
snake’s eye. You have him  flab­
bergasted and can leave him  gasp­
ing in th e  gu tte r. Before he re­
covers consciousness you will have 
completed the  audit. Then you m ay 
give him  your bill, and he does an­
o ther flabbergast. He won’t  bother 
you fo r another year.
N othing could p u t the  Rip-Van- 
W inkle on a first-class client quick­
er th an  th a t  little  old title  “Sen­
ior.”
Of course w ith  such a title  one 
m ust go fu rth e r  and provide him ­
self w ith  a cane. I do not mean a 
short thick one such as the  police­
m en carry, b u t a cane sim ilar to 
the  one carried by Doc MacLeod, 
the  H igh Lord Senior of the  Cost 
Accountants. There are  tim es 
when an accountant feels m ilitant 
and w ants to fight a wind-mill. In 
such cases a cane would have util­
ity . However, th is  would make it 
necessary fo r Doc to  carry  two 
canes in order to  m aintain  his dis­
tinctiveness.
As luck would have it, w hilst our 
friend Mike was m using over the  
new cognomen, our glorious 
Adrian, Senior Adrian, I should 
say, has been dream ing about some 
kind of a pin to  stick into his pro­
fessional colleagues. “G reat minds 
run  in the  same channel.” Of 
course, we ought to  have a  pin to 
pu t on our vest. I ’m in favor of 
it. We s ta r t  th is  life all pinned up, 
why not end it th e  same way. Or, 
a t  least have a pin on our vest. Yes 
S ir! I ’m  fo r it. No accountant 
should be perm itted  to work unless 
he has a  pin on h is  vest. F ine! 
A ccountants, then, would not work 
in ho t w eather, because they  do not 
w ear vests in the  sum m er time. 
Lady accountants could w ear the 
pins on th e ir  garte rs . This sug­
gestion would not be so good a few  
years ago, bu t i t  is all r ig h t now.
Besides, i t  m ight help fo r the  con­
tinuance of sho rt sk irts. This sug­
gestion would certain ly  be wel­
come to some of the  P ittsbu rgh  
Accountants I know. F o r th is  rea­
son. If  they  should be caught gaz­
ing, as th ey  frequently  are, w hat 
a fine alibi th e  existence of the  pin 
would furn ish . The dear old jolly 
A ccountant could say to the  
Judge: “Yer Honor, I was looking 
for the  badge of pre-em inence; the  
hall m ark  of distinction worn by 
the  fem ale of th e  Accounting spe­
cies.” Obviously the  case would be 
dismissed. The Honorable Judge 
could do none other.
Senior A drian suggests a 
“W inged Checking Pencil.” Not 
so good. W ings ought to be on the  
heels unless the  accountant hap­
pens to be an angel playing a harp. 
Now Adrian, ge t serious about the  
m atte r  and suggest a  golden 
book. I’ll say he is serious. He 
talks sense. E very  C. P. A .’s name 
or num ber should be w ritten  in the 
Golden book. I know now w hat is 
going to  happen to Saint P e ter 
when some of these accountants 
get up to th e  Golden Gate. Poor 
old P e te r will be system atized, sure
as------ fate . T h a t boy A drian knows
his Sermons. He was not asleep 
when the  colored preacher was on 
the pulpit. He knows all about the  
golden book a t  the  top of the  gol­
den sta irs.
A h! If  we could only w rite  on 
a golden book. There m ay be a 
few pages m issing here and there, 
but w ith  a  good first-class pin we 
could interpolate those missing.
O i! And w hat an inscription! 
Engraved in gold. Shakespeare 
and Satan, get ye behind me.
A nice big golden book, wide 
open, its  magnificent pages open 
to the  world, th a t  all m ay see.
On the  left— Our duty  to public, 
client, profession.
On the  rig h t—A. S. of C. P. A.’s.
On the  quill— Our cell number.
No kidding—th a t is an inscrip­
tion w hat is an inscription. How­
ever, th e  com m ittee would have to 
keep a close eye on the  designer, 
fo r therein  exists a g rea t tem pta­
tion. He m igh t in sert an S too 
m any on the  rig h t and omit a  cou­
ple of periods.
To avoid th e  possibilities of 
such an error, let me suggest one.
On th e  left—You add ’em up.
On the  rig h t—V’y should I.
On the  quill— I t ’s the  client who 
pays.
If  we are  going to have a pin 
w ith w riting  on it, le t it be classy.
Then again, in case we w ant to  
be rig h t up to the  m inute, and 
every accountant should, we m ight 
use the  following design.
On th e  left—A picture of a Sen­
ior climbing into his step-in.
On the  r ig h t—A picture of a 
Junior climbing in to  his black-bot­
tom trousers.
On the  Quill—A picture of a des­
e rt w ith an Oasis in the  middle.
I t  would be necessary th a t  the  
Oasis be exactly in  the  middle in 
order to keep the  golden book in 
balance. A color scheme could also 
be used on such a pin in so fa r  as 
the  Seniors are concerned. Each 
accountant could have indicated 
thereon, his own favorite  step-in 
color. I t  would help the  Ladies 
when doing th e ir  C hristm as shop­
ping.
H a il! Senior M ichael!! H a il! 
Senior A d rian !! Let them  step to 
the  F ro n t—Center. They shall be 
knighted. H enceforth Sirs! Sign 
your full name and title. W ear 
your pin and the m ysteries of the 
Journals shall not prevail against 
ye.
W ith apologies to William Cullen 
B ryant, now th a t  I have done, I 
m ust accept my fa te  and offer re ­
tribu tion  :
“To him  who in love of na tu re  
holds,
Communion w ith  her visible form s, 
she speaks 
A various language; for his gayer 
hours
She has a voice of gladness, and a 
smile
And eloquence of beauty, and she 
glides
Into h e r darker m usings, w ith  a 
mild
And healing sym pathy, th a t  steals 
away
T heir sharpness, ere he is aw are.” 
Therefore, “Like one who w raps 
the  drapery  of h is couch 
About him, and lies down to pleas­
a n t dream s.”
I shall aw ait th e  call o f th e  record­
ing angel, who will undoubtedly in­
scribe m y name in th e  golden book.
FROM OUR READERS
Fargo, N . D., Dec. 28, 1926.
The m onogram  used on the Christmas 
card sent out by the President and Secre­
tary has suggested  an idea which I am  
transm itting. Would it  not be a good 
idea for  all members o f the society to  
adopt th is monogram or a sim ilar mono­
gram  and use it  on their stationery, 
business cards and professional cards in  
the newspapers ? It seem s to m e it  
should have the result of fam iliarizing  
the public, gradually of course, w ith a 
significance connected w ith  the title  C. 
P. A. and come to stand for a guarantee  
of efficiency in accounting service. It 
occurs to me that if  the Society would 
put out cuts and supply the members, 
exacting a charge if  necessary, that it  
would constitute very good business.
J. A . CULL.
Roanoke, Va., April 12, 1927.
L et me heartily  endorse the sugges­
tion advanced in  a recent issue of the  
“Certified Public Accountant” for  a so­
ciety pin. I t’s a very worthy suggestion  
and I hope it  w ill be adopted.
Yours respectfully,
J. J. SELLERS.
Seattle, W ash., M ay 12, 1927.
I read w ith interest the article by Geo.
E. Dement, entitled “A  Proposal R elative 
to an Accepted Term inology,” and the  
general principles outlined seem  to agree  
quite closely w ith plans heretofore  
adopted to secure a uniform term inology, 
all o f which have failed to retain the  
interest of the members of the profes­
sion and hence were discontinued.
In lieu thereof, I w ish to propose that 
a Supreme Court on Accounting Termi­
nology be organized w ith three members. 
When questions affecting term inology  
arise, the equivalent of a brief w ill be 
prepared by the parties who are inter­
ested, and th is brief w ill be subm itted to  
the court; also w ill be published in The 
Certified Public Accountant. Parties  
tak ing exception thereto w ill then be 
perm itted to subm it briefs in answer. 
The court then will pass upon the infor­
m ation forwarded to them and w ill ren­
der a decision. This method w ill have 
the advantage o f exciting interest o f not
only the professional accountants but 
also o f the numerous student bodies, and 
in  th is w ay w ill promote a unity of inter­
e st that should prove invaluable to the 
accounting profession.
Yours very truly,
S. F . RACINE.
Philadelphia, Pa., May 16, 1927.
I w as more than interested in your le t­
ter to  the membership covering the pro­
posed plan o f procedure of the Joint Con­
gressional Committee on Internal Rev­
enue Taxation. Isn’t  th is plan som ewhat 
sim ilar to the idea which I have ex ­
pressed relative to centralizing thought 
along accounting lines?  This comm it­
tee realizes that it  has a b ig  problem on 
its  hands and w ishes to find out how  
taxpayers are thinking along taxation  
lines. They intend to circularize repre­
sentative bodies in order to get first­
hand knowledge from  those who are in 
position to know w hat should be done 
relative to form ulating the best tax  law s 
possible.
The outline o f the plan for  centralizing  
the best thought along accounting lines 
has the sam e tenor. I am sincerely hop­
ing  that w e m ight have some further  
discussion relative to the m atter for  I 
believe that the execution of some such 
plan would bring forth developm ents 
that are only visionary at the present 
tim e.
Very truly yours,
GEO. E. DEM ENT.
N ew  York, N . Y ., A pril 11, 1927. 
The Editor, Certified Public Accountant, 
Woodward Bldg., W ashington, D. C. 
Dear Sir:
A  sad commentary on the so-called  
“Business Efficiency” of our American  
business men is  revealed in a study of 
the 1925 Corporation Income Tax R e­
turns published in  the newspapers a  few  
days ago.
Of 414,461 corporations which filed re­
turns for  the year 1925 more than 40 
per cent of the total not only reported no 
net income but a total deficit of $1,739,- 
107,755.
In other words the 169,917 corpora­
tions which reported no net income in­
curred an average loss of more than  
$10,000 each.
A re these losses due to ignorance o f  
business principles or are they due to  
incom petence ?
W aste and m ism anagem ent should 
have no place in American business life.
Y et 40 per cent of American business 
corporations testify  under oath that not 
only did they not m ake any m oney in
1925 but on the contrary incurred net 
losses which add up to the grand total of 
$1,739,107,755.
A s an accountant with m any years o f  
experience in the public practice o f m y  
profession I am a t a  loss to account for
such gross stupidity in the business 
world.
One thing is  certain—the accountancy 
profession is  ever ready, able and w ill­
in g  to a ss ist business concerns, from  the  
sm allest to the largest, to so conduct 
their businesses that they m ay be of 
profit to their owners and of service to 
the public.
May I su ggest to owners of businesses 
that the old adage still holds true. “The 
man who is his own law yer has a fool 
for his client.”
Very truly yours,
SAM UEL NEW BERGER.
SIM PLIFICATION
The Secretary had an oppor­
tun ity , on June 10, of a ttending  the  
general Conference on Hospital, 
Hotel and Institu tional Textiles, 
held under the  auspices of the  Di­
vision of Simplified Practice of the 
U. S. D epartm ent of Commerce. 
F ifty  persons were registered, rep­
resenting various governm ental, 
m anufacturing, m ercantile and na­
tional organizations, all of which 
were in terested  in the  topic under 
discussion. U nder the  direction of 
the  Am erican H ospital Association, 
following a careful study and sur­
vey of th e  requirem ents of its  
members, covering a  period of two 
years, certain  simplification recom­
m endations had been prepared and 
a t  its  request th is  general confer­
ence of m anufacturers, d istribu­
to rs and users of th e  item s under 
consideration was called. U nder 
the  rules adopted by the  D epart­
m ent of Commerce, no recommen­
dations are  concurred in except by 
unanim ous vote. T hirteen  differ­
en t types of hospital textiles were 
considered. The survey showed 
th a t  575 different sizes were now in 
use in hospitals and the  conference 
recommended th a t  the  num ber of 
sizes should be reduced to  tw enty- 
six. This action, it  is believed, if 
concurred in, will b ring  about 
g rea te r economies fo r th e  in stitu ­
tions in m aking fu tu re  purchases. 
These recommendations, following 
the  conference, a re  subm itted to 
th e  industry  fo r  acceptance. W hen 
organizations representing  more 
th an  80 per cent of the  output have
subscribed to  th e  same they  will be 
prin ted  and m ade available for 
general distribution. These recom­
m endations will be subjected to an 
annual revision following th e  sug­
gestions of a  com m ittee which was 
appointed to  function, said com­
m ittee representing  the  American 
Hospital Association, Associates 
fo r Government Service, Associa­
tion of Cotton Textile M erchants, 
Cotton Textile Institu te , General 
Federation of W omen’s Clubs, and 
the  Association of Employed Of­
ficers of Y. M. C. A.’s. This result 
is sim ilar to th a t  obtained in prac­
tically all of th e  conferences held 
under the  auspices of the  Division 
of Simplified Practice. The sav­
ings effected by reason of the 
sm aller am ount of capital tied up in 
stock necessarily carried by the 
wholesalers and jobbers has been 
very  pronounced in every case.
ACCOUNTANTS CLUB 
EN TERTAINED
One hundred and fifty members 
of the  A ccountants Club of A m er­
ica, Inc., accepted the  cordial invi­
ta tion  of its  president, Colonel 
M ontgomery, to  spend the  entire 
day of May 18th, a t  his country 
home, “Wild Acres,” near Green­
wich, Connecticut.
A ccountants who had not seen 
each o ther fo r m onths were given 
an  opportunity  to  m eet and chat 
w ith each o ther in surroundings 
th a t  made th e  work-a-day world 
seem fa r  away.
Those who liked to  walk were 
lured by the  hundred or more acres 
of hills, ravines, w andering roads, 
small lakes and stream s. Colonel 
M ontgomery conducted several 
groups th rough  the  grounds, de­
scribing points of in terest.
Those who wished to  play golf 
had th e ir  wishes gratified a t  the 
several golf courses near “Wild 
Acres.” Tennis players were given 
an  opportunity  to  display th e ir 
skill a t  a tennis court close by. A 
num ber of th e  visitors played cards 
and o thers ju s t  enjoyed visiting
w ith friends and being a  p a rt  of 
the great, restfu l outdoors.
Out of town m em bers from  
W ashington, Boston and Philadel­
phia were there .
The sp irit of the  day was one of 
comradeship and enjoym ent, a 
spirit which is typical of the  mo­
tive which anim ated the  organizers 
of th is club.
The m em bership has now 
reached a to ta l of 574, of which 
num ber 449 are  resident m em bers 
and 125 are  non-resident m em bers.
HOW TO FIGURE YOUR PE R ­
CENTAGE OF COLLECTIONS
(Continued from  P age 230.)
be taken from  the  accounting rec­
ords. To procure these results 
does not require th a t  the  system  
be elaborate, bu t modern. The of­
fice is the  pulse of any business, 
and, unless i t  is organized on the  
proper basis, reliable da ta  is not 
available. The h isto ry  of business 
organizations is filled w ith  in­
stances of companies which come 
to g rief largely because of not hav­
ing been fully advised as to  the  
different phases of cost.
INCOME TAX STATISTICS
Under date of June 26, David H. 
Blair, Commissioner of th e  Bureau 
of In ternal Revenue, transm itted  
a le tte r  concerning sta tis tics  of in­
come to Honorable Andrew W. Mel­
lon, Secretary  of the  Treasury. 
From  th a t  le tte r  we quote the  fol­
lowing w ith  reference to the  num ­
ber of re tu rn s  filed:
“The income tax returns for  1925 were 
filed under the provisions o f the revenue 
act of 1926.
“The number o f returns of individuals 
filed w as 4,171,051, the aggregate net 
income $21,894,576,403, and the net tax  
$734,555,183. A s compared w ith the re­
turns filed for  the calendar year 1924, 
the returns for  1925 show a decrease of  
3,198,737 or 43.40 per cent, also a de­
crease in  total n et income am ounting to  
$3,761,577,051, or 14.66 per cent, but an 
increase of $30,289,793 or 4.30 per cent
in the total tax . The average n et income 
is  $5,249.16, the average amount o f tax  
$176.11, and the average tax  rate 3.35 
per cent. For the preceding year the  
average net income w as $3,481.26, the  
average amount o f tax  w as $95.56, and 
the tax  rate 2.74 per cent.
“In com paring the number of indi­
vidual income tax  returns and the in­
come reported therein for 1925 w ith 1924, 
it  should be noted that the provisions 
concerning individuals required to file 
returns are so revised in the revenue act 
of 1926 that any individual whose net
PROCEDURE OF SOLUTION
A  problem involving a holding corpor­
ation w ith three subsidiary corporations 
obviously requires a working sheet. In  
order to keep this working sheet w ithin  
reasonable lim its of width it  is  necessary  
to assign  the upper portion to debits and 
the low er portion to credits, except for  
the adjustm ents which are given  debit 
and credit columns.
The handling o f the intercom pany ac­
counts is  greatly  facilitated in th is prob­
lem by the form  in w hich the trial bal­
ances are prepared, the accounts w ith  
the affiliated com panies being shown 
separately and not included in “Accounts 
and N otes Receivable.” This latter ac­
count therefore requires no adjustment.
The first adjustm ent to be made is  in  
“R aw M aterial Purchases,” and “Sales” 
which include merchandise costing W est­
ern M anufacturing Company $500,000, 
sold to Eastern M anufacturing Company 
at a profit of 25 per cent or for  $625,000. 
The follow ing entry (N o. 1) accomplishes 
the necessary adjustment.
(1) Sales ____________ $625,000
Raw m aterial purchases .... $625,000
To elim inate sa les of W estern to 
Eastern o f goods produced at $500,- 
000 cost, sold a t profit of 25 per cent.
The next adjustm ent necessary is to  
correct the inventory of the portion o f  
this merchandise rem aining unsold a t 
December 31, 1926. This is stated to be 
$125,000, which therefore includes $25,- 
000 o f intercom pany profit. This is 
elim inated by m eans of adjustm ent No.
2, as follow s:
(2) Intercompany profit $25,000 
R eserve for  intercompany
profit ......................... .............  $25,000
To elim inate profit o f $25,000 on 
inventory unsold of goods purchased 
from  W estern by Eastern.
income for  the taxable year is  less than  
his personal exem ption as revised in that 
act is not required to file a  return unless 
his aggregate gross income for  the tax ­
able year amounts to $5,000 or more.
“The number o f corporations filing in­
come tax  returns w as 430,072, o f which  
252,334 reported net income amounting 
to $9,583,683,697 and income tax  o f $1,- 
170,331,206. For the calendar year 1924 
the number o f corporation returns w as 
417,421, o f which 236,389 reported net 
income totaling $7,586,652,292 and tax  
aggregating  $881,549,546.”
The next account requiring adjustm ent 
is plant and machinery, which the prob­
lem  states includes $25,000 o f profit to 
the Southern M anufacturing Company on 
machinery sold to the Eastern Manu­
facturing Company. A s the holding com­
pany owns only 80 per cent of the com­
mon stock o f the Southern M anufactur­
in g  Company it  is necessary to elim inate 
only 80 per cent of the profit resulting  
from  th is sale or $20,000. This is ad­
justed by the follow ing entry:
(3) Profit on sale of
m achinery ............. $20,000
Plant and machinery ______  $20,000
To elim inate 80 per cent o f in ter­
company profit on sale of machinery, 
from  plant and machinery account.
Entries (4 ) and (5) m erely close out 
the old inventories and set up the new  
ones and entry (6 ) elim inates the inter­
company accounts as follow s:
(4) A djustm ents o f in­
ventories (debit) $550,000
Inventory ......... .......................  $550,000
To close out beginning inventories.
(5 ) Inventory ........  $1,075,000
A djustm ent of Inven­
tories (credit) ............. ...  $1,075,000
To set up closing inventories.
(6 ) Due to  U . S. Hold­
in g  C om pany__ $100,000
Due to W estern  
M fg. Company... 130,000 
Due from  Eastern M fg.
Company ............ ..................  $230,000
To elim inate intercompany ac­
counts.
The only rem aining adjustm ents neces­
sary are those elim inating the invest­
m ents in stock o f subsidiaries and cor­
recting the capital stock, surplus (and 
deficit) and goodwill accounts accord­
ingly.
In the case of the stock o f the W estern  
M anufacturing Company the U . S. Hold-
SOLUTION OF PROBLEM 1 (PRACTICAL AC­
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in g  Company paid $1,750,000 in cash and 
acquired 100 per cent or $1,000,000 of  
common stock of the W estern Manu­
facturing Company. The amount of sur­
plus acquired depends upon the rights of 
preferred stockholders. This preferred  
stock is obviously nonparticipating and 
has no arrears of cumulative dividends 
accrued as a common dividend o f 30 per 
cent has been paid, and these facts jus­
tify  the assum ption that all surplus as of 
January 1, 1926, w as acquired by pur­
chase of the entire common stock. It 
follow s from  this that the balance of the 
purchase price of $1,750,000 represented  
goodwill. The follow ing entry makes 
these adjustm ents:
(7) Goodwill .... ........ $435,000
Capital stock
common ........  1,000,000
Surplus ............. 315,000
Investm ents ( W e s t e r n
M fg. Company) ............. $1,750,000
To adjust surplus and set up good­
will involved in purchase of W estern  
Mfg. Company stock.
In the case of the Eastern Manufactur­
ing Company there was a deficit a t Janu­
ary 1, 1926, and the earnings during
1926 were not sufficient to wipe it  out. 
Hence there has been no surplus in which 
the preferred stock could participate, 
and it  is  assumed that in conform ity 
w ith common current practice the pre­
ferred stock has a preference as to prin­
cipal so that all of the deficit is  borne by 
the common stock. The purchase of 
$500,000 of common stock for $320,000 at 
a tim e when there w as a deficit o f $145,- 
000 accordingly resulted in negative  
goodwill of $35,000 as indicated in the 
follow ing adjusting entry:
(8 ) Capital stock
common ............. $500,000
Investm ents (Eastern Mfg.
Company) ..........................  $320,000
Goodwill ....................... ...........  35,000
Deficit, January 1, 1926 .... 145,000
To adjust goodwill and deficit in­
volved in purchase of Eastern Mfg. 
Company stock.
In the case o f the investm ent in the 
Southern M anufacturing Company there 
is no preferred stock to be considered, 
but only 80 per cent of the common stock  
w as acquired. Hence only 80 per cent of 
the surplus of $400,000 w as acquired, 
and the balance of the price of $1,280,000 
w as goodwill. The necessary adjustm ent 
is  as follow s:
(9) Goodwill ............. $320,000
Capital stock
common ........  640,000
Surplus ...............  320,000
Investm ents (Southern
M fg. Company) ............  $1,280,000
To adjust surplus and goodwill in­
volved in purchase of Southern M fg. 
Company stock.
W ith the foregoing adjustm ents ap­
plied to the consolidated trial balance 
figures the completion of the working  
sheet and the preparation o f the state­
m ents called for  present no difficulty.
U. S. Holding Company and Subsidiaries 
W estern M fg. Co., Eastern M fg. Co., and Southern M fg. Co.
CONSOLIDATED BALANCE SHEET  
December 31, 1926
A ssets
Current A ssets:
Cash ... ................................................................. $480,000
Accounts and notes rece ivab le .................  1,410,000
Inventories ............................................... ....... $1,075,000
Less—Reserve for intercompany profits 25,000 1,050,000
Total current a s s e t s ............................
F ixed A ssets:
Plant and machinery ....... ...........................
Other A ssets:
Goodwill .................................... ......................
Total assets .................................. .........
L iabilities
Current L iab ilities:
N otes and accounts p a y a b le ......................
N et Worth
Preferred stock of subsidiaries ...................  $1,300,000
Minority Interest:
In subsidiaries common stock .................  $160,000
*In su rp lu s .........................................................  87,000 247,000 $1,547,000
Capital Stock and Surplus:
Capital stock—p referred ............................  1,500,000
Capital stock— com m on ..............................  2,000,000
Total ......................................................... 3,500,000
*Surplus .............................................................. 398,000 3,898,000
Total net w o r th .....................................
Total liabilities and net w o r th ........
*Subject to Federal Income Tax.
U. S. Holding Company and Subsidiaries 
W estern M fg. Co., Eastern M fg. Co., and Southern M fg. Co.
CONSOLIDATED INCOME A N D  E X P E N SE  STATEM ENT  
For the Year Ending December 31, 1926
Sales .................................................... -.................
Cost of Goods Sold:
Inventory, January 1, 1926 ...................... $550,000
Raw m aterial purchases ............................  1,480,000
2,030,000
Inventory, December 31, 1926 .................  $1,075,000
Less— Intercompany profits ...................... 25,000 1,050,000 $980,000
Labor .................................................................. 1,160,000
M anufacturing expense ............................  640,000
Cost of goods sold ...............................
Gross profit on s a l e s .............. .........................
Selling expenses ................................................  260,000
A dm inistrative e x p e n se s ...................-............  120,000
*N et profit for  year .............................
*Subject to Federal Income Tax.
U. S. Holding Company and Subsidiaries 
W estern M fg. Co., Eastern Mfg. Co., and Southern M fg. Co.
STATEM ENT OF CONSOLIDATED SU RPLUS  
December 31, 1926
U . S. W estern Eastern
Holding Co. M fg. Co. M fg. Co.
Surplus, January 1, 1926 ... ..........................  $315,000 *$145,000
N et profit for y e a r ............................................  450,000 130,000
765,000 *15,000
Dividends received ............................................  $460,000
460,000 765,000 *15,000 
Dividends p a id .....................................................  290,000 360,000
170,000 405,000 *15,000
*Deficit.
$2,940,000
2,380,000 
920,000
6,240,000
$795,000
5,445,000
6,240,000
$3,950,000
2,780,000
1,170,000
380,000
790,000
Southern 
M fg. Co. 
$400,000 
210,000
610,000
610,000
200,000
410,000
DIVISION OF SURPLUS BETWEEN MAJORITY AND 
MINORITY INTERESTS
Majority Interests:
U. S. Holding Company:
Surplus ...................................................  $170,000
Western Manufacturing Company:
Surplus ...................................................  $405,000
Surplus purchased upon acquisition
of interest .........................................  315,000
------------ 90,000
Eastern Manufacturing Company:
Deficit .....................................................  15,000
Deficit assumed upon acquisition of 
interest ...................................... ........  145,000
Surplus acquired .................................  130,000
Southern Manufacturing Company:
Surplus ...................................................  410,000
80 per cent th e reo f............................... 328,000
Surplus purchased upon acquisition 
of interest .........................................  320,000 8,000
Total majority in te re s t...........  398,000
Southern Manufacturing Company:
Surplus ................................................... 410,000
20 per cent th e reo f...............................  82,000
Add—Minority profits on sale of 
machinery .........................................  5,000
Total minority in te re s t...........  87,000
Total surplus for consolidated
balance sheet .....................  485,000
D ebits
Cash ............................................................
Accounts and notes receivable . . . .
R aw  m aterial purchases ...................
Labor ..........................................................
M anufacturing expense .....................
Selling expense ......... ...........................
A dm inistrative expense .....................
P lan t and m achinery ..........................
D ividends p a id :
P referred ..............................................
Common .................................................
Inventory ................................................
Due from  E astern  Mfg. Co................
Investm ents in common stock  of  
subsidiaries (C ost) :
W estern Mfg. Co.— 10,000 s h r s . . 
E astern  Mfg. Co.— 5,000 sh rs. . . 
Southern Mfg. Co.— 6,400 sh r s ..  
Goodwill ..................................... .............
Deficit, January 1, 1926 .....................
Intercom pany profits . . . . ................
A djustm ent of Inventories (d e b it) .
Total debits ..............................
Credits
N otes and accounts p a y a b le ............
D ue to U. S. H olding Co....................
Due to W estern Mfg. Co....................
Sales ..........................................................
Profit on sa le  o f m a c h in e r y ............
D ividends received ..............................
Capital stock :
Preferred ..............................................
Common ................................................
Surplus, January 1, 1926 ................
R eserve for intercom pany p r o f its .. 
A djustm ent o f inventories (cred it)
Total profit and loss cred its.
N et profit for year ..............................
T ota l surplus cred its ............
Surplus December 31, 1926 ..............
U. S. Holding Company and Subsidiaries 
Western Mfg. Co., Eastern Mfg. Co., and Southern Mfg. Co. 
CONSOLIDATED WORKING SHEET 
For the Year Ending December 31, 1926
Trial B alances— Dec. 31, 1926
$220,000 $150,000 $50,000 $60,000 $480,000 $480,000
850,000 210,000 350,000 1,410,000 1,410,000
840,000 775,000 490,000 2,105,000 (1 ) $625,000 $1,480,000
560,000 250,000 350,000 1,160,000 1,160,000
350,000 130,000 160,000 640,000 640,000
100,000 60,000 100,000 260,000 260,000
50,000 30,000 40,000 120,000 120,000
1,000,000 600,000 800,000 2,400,000 (3 ) 20,000 2,380,000
90,000 60,000 150,000 $150,000
200,000 300,000 200,000 • 700,000 700,000.
250,000 150,000 150,000 550,000 (5)$1,075,000 (4 ) 550,000 1,075,000
100,000 130,000 230,000 (6 ) 230,000
1,750,000 1,750,000 (7)1,750,000
320,000 320,000 (8 ) 320,000
1,280,000 1,280,000 (9)1,280,000
200,000 200,000 (7) 435,000 (8 ) 35,000
(9 ) 320,000 920,000
145,000 145,000 (8 ) 145,000
(2) 25,000 25,000
(4 ) 550,000 550,000
3,960,000 4,640,000 2,400,000 2,900,000 13,900,000 4,235,000 850,000 6,265,000
200,000 120,000 475,000 795,000 795,000
100,000 100,000 (6 ) 100,000
130,000 130,000 (6 ) 130,000
2,125.000 1,250,000 1,200,000 4,575,000 (1 ) 625,000 3,950,000
25,000 25,000 (3 ) 20,000 5,000
460,000 460,000 460,000
1,500,000 1,000,000 300,000 2,800,000 2,800,000
2,000,000 1,000,000 500,000 800,000 4,300,000 (7 ) 1,000,000
(8 ) 500,000
(9 ) 640,000 2,160,000
315,000 400,000 715,000 (7 ) 315,000
( 9) 320,000
(2 )  25,000 
(5)1,075,000 1,075,000
5,025,000
80,000
25,000
790,000 790,000
1,335,000
485,000 485,000
Total credits 3,960,000 4,640,000 2,400,000 2,900,000 13,900,000 6,265,000
U. S.
H olding Co.
W estern  
Mfg. Co.
E astern  
Mfg. Co.
Southern  
Mfg. Co. Total
A djustm ents 
Dr. Cr.
Consol’d 
Prof. & Loss
Consol’d Bal. Sheet 
Surplus Oth’r It’m s
ANNOUNCEMENTS
C. B. Adams & Co., Certified 
Public A ccountants, announce the  
removal of th e ir  office to Suite 1309 
Am bassador Building, 411 N orth  
Seventh S treet, St. Louis, Mo.
Frederick B. Hill, C. P. A., and
E. P. Dallas, C. P. A., announce the  
form ation of a co-partnership fo r 
the  practice of accountancy in all 
its  branches under th e  firm name 
of Frederick B. Hill and Company 
w ith offices in the  Law Building, 
Norfolk, V irginia.
F o rrest E. Ferguson & Co., Cer­
tified Public Accountants, announce 
the  consolidation of th e ir  account­
ing and auditing practice w ith  
Knapp & Knapp, Home M uskingum 
Bank Building, Zanesville, Ohio. 
Charles H. Knapp, C. P. A., will be 
in charge of the Zanesville practice.
Charles E. Di Pesa, C. P. A., an­
nounces the  opening of offices a t 
1208 Carney Building, 43 Trem ont 
S treet, Boston, Mass., where he 
will practice accounting under the  
firm nam e of Charles E. Di Pesa 
& Company.
Edw ard Collins Robinson, C. P. 
A., form erly of New York City, is 
now located a t  409 Union Street, 
Springfield, Mass.
David Schoolman, C. P. A., and 
Irv ing Schoolman, C. P. A., under 
the  firm nam e of Schoolman & 
Schoolman, Certified Public Ac­
countants, 511 F ifth  Avenue, New 
York City, will continue th e  ac­
counting practice heretofore con­
ducted under the  nam e of David 
Schoolman.
Sidney W. Forem an, C. P. A., an­
nounces the  opening of offices fo r 
th e  practice of accounting a t  1417 
Penobscot Building, D etroit, Mich­
igan.
Graenum  Berger, C. P. A., is now 
located a t  1440 Broadway, New 
York City, where he will be en­
gaged in the  general practice of 
accountancy.
L. R. McGee & Company an ­
nounce th e  removal of th e ir  offices 
to 607 P o rte r Building, Portland, 
Oregon.
Clarence A. N iquette, C. P. A., 
announces the  removal of his of­
fices to 3006-3008 Plankinton Build­
ing, Milwaukee, Wisconsin.
Announcem ent is m ade of the  
consolidation of the  practices of 
Brash, B lanchard & K nust of H a rt­
ford, Connecticut, and Otto F. Tay­
lor and Norm an E. W ebster of New 
York City, under th e  firm name of 
W ebster, B lanchard & Taylor, Cer­
tified Public A ccountants, 50 
Broadway, New York City, and 43 
Farm ington Avenue, H artford , 
Connecticut. Norm an E. W ebster 
and Otto F. Taylor will be in the  
New York office and M aurice L. 
Blanchard, H enry K nust and Paul
H. Elsdon will be in the  H artfo rd  
office. The firm is associated w ith 
R. S. M arshall Co., Corporation 
S tate  Taxes, 50 Broadway, New 
York City.
The firm of Theodore K rohn and 
Company has moved its  offices to 
the  Union Building, 9 Clinton 
S treet, Newark, New Jersey.
F. W. Buff, C. P. A., is now lo­
cated a t  1711 L. C. Sm ith Building, 
Seattle, W ashington.
O. F. W eber, C. P. A .; F . L. Hoff­
man, D. M. Mulholland and J. H. 
L asry  announce the  form ation of a 
partnersh ip  under the  name of 
W estern A udit Company, fo r  the  
general practice of accountancy a t 
Miami and F o rt Lauderdale, Flori­
da. The Miami office is tem pora­
rily  located a t  269 Halcyon Arcade, 
w ith  O. F. W eber, C. P. A., in 
charge, and the  office a t  F o rt 
Lauderdale is located a t  212 B ryan 
Court Building, w ith  F. L. Hoff­
m an in charge.
John G. Bellamy, C. P. A., and 
H arry  C. Curtis, C. P. A., announce 
th e ir association to practice under 
the  firm nam e of Bellamy & Curtis, 
Certified Public Accountants, w ith 
offices a t  Benton, Illinois, in charge 
of Mr. Bellamy, and a t  Carbondale, 
Illinois, in charge of Mr. Curtis.
C. B. Mount, J r., C. P. A., fo r­
m erly of the  firm of M ount & 
Wells, New York, and Allen W. 
Clapp, C. P. A., of A tlan ta, Georgia, 
have form ed a partnersh ip  under 
the  firm name of Mount & Clapp, 
w ith offices a t  50 Church Street, 
New York City, 7 De Kalb Avenue, 
Brooklyn, and Candler Building, 
A tlanta.
Announcem ent is made of the  
dissolution of the  firm of Councilor, 
Phagan & Company. Mr. Counci­
lor will continue in practice in 
W ashington under the  firm name 
of Jam es A. Councilor & Company 
w ith New York office a t 25 W est 
43rd S treet. Associated w ith  him 
as special partners  are  Thomas R. 
Lill, C. P. A., Mr. John  E. Brown 
and Mr. Jam es N. Bobbitt. Mr. 
Phagan  will continue in practice in 
New York under the  firm name of 
Phagan, Tillison & Tremble w ith  a 
W ashington office in the  Woodward 
Building. Associated w ith  him 
will be Robert F . Tillison, C. P. A., 
and Mr. Roland N. Tremble.
John  H erbert Hedley, A ttorney 
a t Law and Certified Public Ac­
countant, and F rank  D. Byrne, A t­
torney a t  Law and Certified Public 
Accountant, announce th e  form a­
tion of a  partnersh ip  fo r the  gen­
eral practice of accounting under 
the  firm nam e of Hedley, Byrne & 
Co., Certified Public Accountants,
208 South La Salle S treet, Chicago, 
Illinois.
Main and Company announce 
the appointm ent of Thomas L. 
Keaney, C. P. A., form erly of the ir 
P ittsbu rgh  office, as M anager of 
th e ir  Chicago office, 208 South La 
Salle S treet.
Jam es W alton, C. P . A., is now 
located a t  524 Bakewell Building, 
P ittsburgh , Pa.
Announcem ent is made of the  
change in firm nam e of Gibbs, Les­
lie & Company to  George R. Gibbs
Alabama— Mayer W. Aldridge, C. P. 
A., P. O. Box 695, Montgomery.
Arizona—Jam es M. Lawton, Box 597, 
Tucson.
Arkansas— No election.
California— Reynold E. B light, C. P. 
A ., 1228 C. C. Chapman Building, Los 
A ngeles; R. W. E. Cole, C. P . A ., Van  
N uys Building, Los A ngeles; W illiam  
Dolge, C. P. A ., 369 Pine Street, San 
Francisco.
Colorado— Louis C. Linck, C. P . A., 
U. S. N ational Bank Building, Denver.
Connecticut— Charles F. Coates, C. P. 
A., 750 Main Street, Hartford.
Delaware— A lfred H. Coe, C. P. A ., 
Du Pont Building, W ilmington.
D istrict o f Columbia —  C. Vaughan  
Darby, C. P . A ., M unsey Building; W. L. 
Harrison, C. P. A ., M unsey Building.
Florida— Hubert V. Foy, C. P. A ., 
Tampa Theatre Building, Tampa.
Georgia—Jam es L. R espess, C. P. A ., 
A tlanta N ational Bank Building, A tlanta.
Haw aii—N o election.
Idaho—Jerem iah W. Robinson, C. P. 
A ., 420 Empire Building, Boise.
Illinois— George P. E llis, C. P. A ., 30 
North LaSalle Street, Chicago; David 
Himmelblau, C. P. A ., 942 F irst N ational 
Bank Building, Chicago; George W. Ros- 
setter, C. P. A ., 111 W est Monroe Street, 
Chicago; John B. Tanner, C. P . A., 3411 
South M ichigan A venue, Chicago.
Indiana— H. A. Roney, C. P. A ., State 
Life Building, Indianapolis.
Iowa—A. H. Ham marstrom, C. P . A ., 
208-9 W eston Building, Clinton.
K ansas—V incent A. Smith, C. P . A ., 
316 W heeler, K elly, H agny Building, 
Wichita.
Kentucky— M. B. McMullen, C. P. A ., 
824 Inter-Southern Building, Louisville.
Louisiana—A rchie M. Smith, C. P. A., 
Hibernia Bank Building, N ew  Orleans.
Maine— E llen Libby Eastm an, C. P . A ., 
176 Main Street, Sanford.
Maryland— Raymond E. North, C. P. 
A ., 1803 Lexington Building, Baltimore.
M assachusetts— Frederick Bond Cher- 
rington, C. P. A ., 185 Devonshire Street, 
Boston; Jam es J. Fox, C. P . A ., 752 L it­
tle  Building, Boston; Herbert F . French,
& Company, Certified Public Ac­
countants, T ransportation  Build­
ing, D etroit, Michigan.
H enry A itkin, Jr., C. P. A., is 
now located a t  307 W est 49th 
S treet, New York City.
C. P. A., 100 Summer Street, Boston; 
Daniel B. Lewis, C. P. A., Suite 960, Park  
Square Building, Boston.
Michigan— Thomas H. Evans, C. P . A., 
Dime Bank Building, D etroit; W. T. Mc­
Connell, C. P . A ., 2230 F irst National 
Bank Building, Detroit.
M innesota— H. C. J. Peisch, C. P. A., 
716 McKnight Building, Minneapolis.
M ississippi—N elson E. Taylor, C. P. 
A., 218 E ast Jefferson, Greenwood.
M issouri—J. H . O’Connell, C. P. A ., 
408 Pine Street, St. Louis.
Montana— D ouglas N. W ilson, C. P. A ., 
529-31 Ford Building, Great Falls.
Nebraska— Samuel H. Lesh, C. P. A ., 
P. O. Box 1263, Lincoln.
Nevada— E. S. La Tourrette, C. P . A., 
Box 30, Reno.
N ew  Ham pshire—J. Ben Hart, C. P. A., 
875 E lm  Street, Manchester.
N ew  Jersey—Jam es F. Hughes, C. P . 
A., 104 Fairview  A venue, Jersey City; 
Jam es F . W elch, C. P. A ., 129 M arket 
Street, Paterson.
N ew  York— A lexander S. Banks, C. P. 
A., 7 D ey Street, N ew  York City; 
W illiam H. Bell, C. P. A ., 30 Broad 
Street, N ew  York City; Hom er A. 
Dunn, C. P . A ., 35 W est 64th Street, 
N ew  York City; Paul Joseph Esquerre, 
C. P. A ., 20 V esey Street, N ew  York  
City; Charles Hecht, C. P. A ., 292 Madi­
son A venue, N ew  York City; Joseph J. 
Klein, C. P. A ., 19 W est 44th Street, N ew  
York City; Martin Kortjohn, C. P . A ., 15 
Park Row, N ew  York City; Wm. M. Ly­
brand, C. P . A ., 110 W illiam  Street, N ew  
York City; John T. Madden, C. P. A., 
N ew  York U niversity, W ashington  
Square, N ew  York City; W alter A. Staub,
C. P. A ., 110 W illiam  Street, N ew  York  
City; Norman E . W ebster, C. P. A ., 50 
Broadway, N ew  York City.
North Carolina—John B. McCabe, C. P . 
A., P . O. B ox 1243, W ilmington.
North Dakota— Floyd F . Burchard, C. 
P. A ., 29 Clifford Building, Grand Forks.
Ohio— W alter A. Coy, C. P. A ., 723 N a­
tional C ity Bank Building, Cleveland; W.
D. W all, C. P. A ., 44 W est Gay Street, 
Columbus.
Oklahoma—L. E. Cahill, C. P . A ., Cos­
den Building, Tulsa.
Oregon— A lfred R. Saw tell, C. P . A ., 
218 Chamber o f Commerce Building, 
Portland.
Pennsylvania— Horace P. Griffith, C. P. 
A ., Franklin Trust Building, Philadel­
phia; Edward P. M oxey, Jr., C. P. A., 
Real E state Trust Building, Philadelphia; 
W. W. Colledge, C. P. A ., Farm ers Bank  
Building, Pittsburgh; E rnest Crowther, 
C. P. A ., 1311 F irst N ational Bank  
Building, Pittsburgh.
Philippine Islands—No election.
Rhode Island—John J. W all, C. P . A ., 
H ospital Trust Building, Providence.
South Carolina— H. E. Gooding, C. P. 
A ., 1329½ Main Street, Columbia.
South Dakota— Frank L. Pollard, C. P. 
A ., W atertown.
Tennessee— Edward S. E lliott, C. P. 
A., Bank of Commerce & Trust Building, 
Memphis.
Texas— A. C. U pleger, C. P . A ., F ir st  
State Bank Building, Waco.
U tah—Lincoln G. Kelly, C. P . A ., 
W alker Bank Building, Salt Lake City.
Vermont— Orris H. Parker, C. P. A ., 16 
State Street, Montpelier.
V irginia— A. W. Burket, C. P . A ., 725 
American N ational Bank Building, Rich­
mond.
W ashington—A rne S. H ansen, C. P . 
A., Leary Building, Seattle.
W est Virginia— Frank J. Glass, C. P.
A., Strong Building, Parkersburg.
W isconsin— Carl E. D ietze, C. P . A ., 
209 W isconsin Avenue, M ilwaukee.
W yom ing—A. D. Lewis, C. P. A ., P. O. 
Box 2001, Casper.
ACCOUNTANT OWNER OF 
WORKING PA PERS
(Continued From P age 229.)
M ass. 584; nor has it  been held so far  
as we are aware that the prelim inary  
sketches and drawings o f an artist em ­
ployed to paint a portrait belong to the 
sitter; or that memoranda made by a 
physician of h is exam ination of a  pa­
tient, or the notes and records of a  law ­
yer, his prelim inary drafts o f lega l doc­
um ents or h is m inutes o f testim ony, be­
long respectively to the patient or client. 
See Anonymous Case, 31 Maine, 590; In 
re W heatcroft, 6 Ch. D. 97. A s to prop­
erty rights in a negative where a photo­
graph is taken for  pay in the usual 
course, see Boucas vs. Cooke, [1903] 2 K.
B. 227, 238; Pollard vs. Photographic Co. 
40 Ch. D. 345. The interest o f the plain­
tiff in the inform ation collected and cop­
ied by the defendants and the confiden­
tia l nature of th is inform ation do not 
give title  to the plaintiff o f the defend­
an ts’ working papers. They w ere made 
by the defendants solely  fo r  their own 
assistance in preparing the tax  returns.
W ith reference to Group F , the letters  
addressed to the defendants, copies o f  
letters w ritten by the defendants, copies 
of returns furnished to the plaintiff, and
STATE REPRESENTATIVES OF THE AMERICAN 
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work sheets relating to the tax  case, are 
the sole property of the defendants, and 
this is  true o f the papers and reports 
collected by the defendants in  the prepa­
ration o f the tax case. The plaintiff 
is  not jointly interested w ith the de­
fendants in  these documents. W e do 
not understand that any of these reports, 
papers and returns w ere property of the 
plaintiff which had been placed in the 
defendants’ custody by the plaintiff or 
m erely delivered to the defendants. If 
there are any papers belonging to the 
plaintiff which were lent to the defend­
ants, the plaintiff is  entitled to them ; but 
as we construe the record, the papers re­
ferred to in  Group F w ere gathered and 
collected by the defendants in the course 
o f their business, and w ere not papers 
o f the plaintiff placed by it in the de­
fendants’ possession.
On the record of the evidence disclosed  
in th is case, the defendants were under 
no legal obligation to surrender their  
working sheets or other papers to the  
plaintiff. The testim ony of Leonard and 
Dillon does not prove that the defend­
ants gave the plaintiff any right or title  
in  them. It is  apparent that at one 
tim e papers in the possession of the de­
fendants, including their working pa­
pers, w ere turned over to the plaintiff, 
for  which receipts were given by the  
plaintiff to the defendants. These pa­
pers w ere again returned to the defend­
ants. The plaintiff contends that by th is 
transaction the plaintiff’s rights of prop­
erty and possession of all these papers 
w ere settled, Dillon testified th at these  
papers were m erely lent to the plaintiff. 
An investigation  of the letters and re­
ceipts, and an exam ination of the record, 
do not sa tisfy  us that the defendants in  
placing these documents in the p osses­
sion o f the plaintiff intended to part w ith  
their title  and property in them.
It fo llow s that the papers in  Group 
A  belong to the plaintiff. The other pa­
pers and documents belong to the de­
fendants. A  decree is  to be entered for  
the plaintiff, directing that the plaintiff 
is  the owner and entitled to im m ediate 
possession o f the documents described 
in Group A.
Ordered accordingly.
R. G. Dodge, & J. H. Covington of the 
D istrict of Columbia, for the defendants.
John S. Stone, for the plaintiff.
S. Gordon o f the D istrict of Colum­
bia, by leave o f the Court, filed a brief 
as amicus curiae.
ILLINOIS LAW SIGNED
The Illinois Accountancy bill 
passed by the  Illinois Legislature 
has been signed by Governor 
Small. This bill, which now be­
comes a law, was published in full 
in our July issue.
FINANCIAL ARBITRATION 
COMMITTEES
Under date of May 17, 1927, the  
Am erican Bankers Association re ­
leased an announcem ent w ith  re­
gard  to th e  Financial A rb itra tion  
Committees from  which we quote:
“Three com m ittees of bankers for coop­
eration w ith students m aking investiga­
tions in the relation of commercial arbi­
tration to banking have been appointed  
by the American Institute of Banking, 
the educational branch of the American  
Bankers’ Association, and the American  
Arbitration A ssociation. This is the first 
step toward investigating the possibili­
ties of applying commercial arbitration  
to practical banking operations such as 
has already been established in many 
lines of trade and industry.
“A prelim inary outline of study by the 
institu te of the subject o f arbitration as 
relating to financial transactions points 
out that in the financial field arbitration  
has long been used by various stock and 
commodity exchanges of the country, but 
that this does not extend to the vast m a­
jority of financial transactions. The pur­
pose of the study is  to investigate the 
possibilities of extending arbitration into 
th is class of business. It is announced 
that for the study of ex istin g  use of ar­
bitration by financial institutions the 
American Arbitration A ssociation w ill 
make available inform ation concerning 
stock exchanges, curb m arkets and other 
institutions which it has gathered for  
the American Arbitration Y ear Book and 
w ill cooperate w ith those conducting 
studies in gathering supplem entary m a­
terial.
“Prelim inary surveys indicate that 
three classes of disputes arise in financial 
transactions. They are disputes between  
a bank and its customer or betw een a 
bank or some third party, arising out of 
some transaction o f deposit, collection, 
discount, or other type of banking func­
tion; disputes between two banking 
houses; disputes between customers of 
the sam e or of different banks, where the 
institution is itse lf involved or where it 
has a direct or indirect interest in the 
dispute, such as differences concerning 
securities, rates of interest, etc. An in­
vestigation into the legal aspects o f dis­
putes arising from  financial transactions 
shows that there are some disputes which 
are arbitrable under ex istin g  law s and 
some which m ay have to be excluded 
from  arbitration.
“ Specialized fields of research proposed 
in the investigation cover the question  
whether the fact that a borrowing com­
pany resorts to arbitration at every pos­
sible opportunity should have any effect 
on its credit rating in the eyes o f the
lending bank; the various problems in­
cident to the handling of security issues, 
including trust agreem ents, syndicate 
agreem ents and flotations; problems con­
nected w ith the financial instrum ents and 
the methods employed in  m aking possible 
installm ent sa les o f various types; fi­
nancial instrum ents and methods o f pay­
m ent used in the consummation of for­
eign trade transaction; the function of a 
financial institution in  the capacity of a 
trustee; various problems of internal in ­
dustrial m anagem ent w ith  which both the 
commercial and investm ent bankers must 
have close contact; the function of the 
banker, either commercial or investm ent, 
when companies in which he is interested  
find them selves in financial difficulties, 
and the valuation of assets.
OUR READING TABLE
Recently the  U nited S tates Bu­
reau of Census collected, as the  re ­
sult of the  census of reta il and 
wholesale trade  in the  City of Bal­
tim ore, a series of new and in te r­
esting facts. I t  was experim ental 
and it covers only one locality, bu t 
the  num ber of questions which are 
answered in the  report, entitled “A 
D istribution Census of Baltimore, 
M aryland,” is surprisingly large 
and a study of th is  report would be 
suggested fo r every public account­
ant. One hundred and fifty thou­
sand business establishm ents were 
carefully covered in the  study. By 
sending twenty-five cents to  Alvin 
E. Dodd, M anages of th e  Domestic 
D istribution D epartm ent of the  
Cham ber of Commerce of the  
United States, W ashington, D. C., 
you m ay receive a copy.
To accountants who are  in te r­
ested in the  question of Income fo r 
Public U tility  Companies, Bulletin 
No. 13, issued by the  Bureau of 
Research, College of Commerce 
and Business A dm inistration, Uni­
versity  of Illinois, Urbana, Illinois, 
will be extrem ely valuable. These 
m ay be secured by rem itting  fifty 
cents.
The Journal of Land and Public 
U tility  Economics, in its  February  
issue, had a valuable article on 
“The Cost of Railway Capital under 
the T ransportation  A ct of 1920.” 
This journal is published by  the
In stitu te  fo r Research in Land Eco­
n o m i c s  and Public U tilities, N orth ­
western U niversity.
The Am erican A ppraisal Com­
pany of Milwaukee has recently is­
sued a m onograph on “Accounting 
for Value as well as Original Cost,” 
being a discussion of th e  necessity 
and desirability of such type of ac­
counting w ith  a suggested pro­
cedure fo r its  accomplishment.
One of the  in teresting  mono­
graphs th a t  has recently come to 
our desk is a proposed order fo r the  
our desk is a  “Proposed O rder fo r 
the  Construction of R ural E lectric 
Lines,” prepared fo r Mr. C. A. Dy, 
er, Legislative A gent of th e  Ohio 
S ta te  Grange and Ohio F arm  Bu­
reau Federation, to be subm itted to 
the  Public U tilities Commission of 
Ohio. This m onograph was pre­
pared by Charles H. Hubbell, C. P. 
A., of Columbus, Ohio. Account­
an ts  especially in terested  in th is  
subject m ay secure a copy as long 
as they  last by w riting  Mr. Hub­
bell.
A t the  present tim e there  is 
much in terest being m anifested in 
a proposal to  secure Calendar re ­
form . George E astm an  of Roch­
ester, New York, has issued the 
m ost elaborate Bulletin on the  sub­
jec t th a t  has been sent out. The 
Board of D irectors of th e  National 
Association of Cost A ccountants 
expressed themselves, individually, 
a t  a m eeting held April 21, last, in 
favor of Mr. E astm an’s proposal to 
establish a calendar of th irteen  
m onths each of four weeks of seven 
days. Such a calendar would per­
m it accurate comparisons to be 
made in th e  business world which 
we are  not able to  ge t due to the  
unequal lengths of our present 
m onths. Mr. E astm an  would be 
glad to receive comments w ith  re f­
erence to  e ither advantages or dis­
advantages of such a calendar as 
it is contem plated m aking an  effort 
to secure needed action m aking 
such a calendar possible.
The Bureau of Business Re­
search of the  College of Commerce 
and A dm inistration, Ohio S ta te  
U niversity, has recently issued a 
m onograph on “Delivery Costs in 
the  Ohio Wholesale Grocery Trade, 
Y ear 1925,” which m onograph was 
prepared by Howard C. Greer, C. 
P. A.
In a twelve page m onograph pre­
pared by Chas. F. Miller, C. P. A., 
the  Technical Papers Corporation 
of Oklahoma City, Oklahoma, has 
provided a study of the  provisions 
of the  Revenue Act of 1926 rela­
tive to N et Losses and deductions 
thereof from  taxable income of 
subsequent years. The m onograph 
is priced a t $2.50.
The Am erican A rb itra tion  Asso­
ciation has prepared an Annual 
Y ear Book fo r 1927 containing a 
foreword by H erbert Hoover. This 
is the  first a ttem p t to offer such a 
publication. I t contains reports on 
the  a rb itra l activities of the  United 
S tates D epartm ents of Commerce 
and of A griculture, of 409 trade  
and professional organizations, 51 
cham bers of commerce and various 
o ther organizations which pro­
moted arb itra tion . I t  includes a r­
b itra tion  reports on about a hun­
dred trades and professions, of 
which accounting is one. I t  con­
tains 1152 pages and m ay be ob­
tained by rem itting  the  price of 
$7.75 to the  Am erican A rbitra tion  
Association, 342 Madison Avenue, 
New York City.
The M etropolitan Life Insurance 
Company has ju s t issued No. 7 in 
its  B usiness O rganization series on 
the “Functions of the  Purchasing 
A gent.” A ccountants in terested  in 
th is subject m ay secure a  copy by 
addressing R. W. Sparks, Deputy 
M anager, Policyholders Service Bu­
reau, M etropolitan Life Insurance 
Company, New York City.
A recent order by Secretary Mel­
lon m akes certain  rearrangem ents 
concerning work in the  Treasury, 
effective July  1st. U nder the  reas­
signm ent the  supervision over the  
Bureau of In ternal Revenue is 
tran sfe rred  from  the  office of the  
A ssistan t Secretary  in Charge of 
Public Buildings, Carl T. Schune- 
mann, to the  office of the  U nder­
secretary , Ogden L. Mills. The 
U ndersecretary  of the  T reasury  
a fte r  Ju ly  1st will be in charge of 
the  following bureaus and offices 
of the  T reasury  D epartm ent: (1) 
The F inances; (2) Commissioner of 
Accounts and Deposits; (a) Divis­
ion of Bookkeeping and W arran ts; 
(b) Division of Deposits; (3) F or­
eign Loans; (4) In ternal Revenue 
Service; (5) Section of Financial 
and Economic R esearch; (6) Gov­
ernm ent A c tu a ry ; (7) Chief Clerk.
The Cham ber of Commerce of 
the  United S tates has issued in 
pam phlet form  an address given by 
Joseph E. S te rre tt, C. P. A., on 
“The Dawes Plan in Operation.”
The United S tates Government 
P rin ting  Office has recently issued 
Senate Docket No. 213 fo r the  Sec­
ond Session of the  69th Congress, 
dealing w ith  the  control of power 
companies and containing a le tte r  
from  the  Chairm an of the  Federal 
Trade Commission tran sm itting  a 
report relative to the organization, 
control and ownership of commer­
cial electric power companies. This 
is the  m ost comprehensive report, 
covering 272 pages, which has ever 
been made on th is subject.
The June issue of THE CITI­
ZEN, published in New York, car­
ried an article on “Realty Tax E x­
emption —  A Growing Menace,” 
w ritten  by Robert A tkins, C. P. A.
CORRECTION
In our notice, last m onth, of the  
E igh th  Semi-Annual Convention of 
the  N orth  Carolina Association of 
Certified Public Accountants, the  
names of J . M. A rcher, of Char­
lotte, and C. B. Sparger, of the  
U niversity of N orth  Carolina, were 
om itted from  the  list of newly 
elected m em bers of th a t  Associa­
tion.
BOOKS RECEIVED FOR OUR 
LIBRARY
A UDITORS’ CERTIFICATES, by 
David Himmelblau, C. P . A ., Professor of 
A ccounting and head o f the Departm ent 
of Accounting a t N orthwestern U niver­
sity, and member of the firm of David 
Himmelblau and Company, Consulting  
A ccountants. Ronald Press Company, 
N ew  York. 153 pages. Price, $2.50. 
This volum e presents 92 certificates cov­
ering the conditions arising in  both an­
nual audits and refinancing investigations, 
and illustrating the practice in  the U nited  
States, Canada, Great Britain, India, 
Japan, Germany and Switzerland.
BAN K  SYSTEM A N D  ACCOUNTING, 
by Frank Loomis Beach, C. P. A ., Cashier 
Hibernia Commercial and Savings Bank, 
Portland, Oregon, member o f American  
Bankers A ssociation Committee on Bank 
Auditors. Ronald Press Company, N ew  
York. 373 pages. $6.00. This book is 
designed for  the banker who w ishes to 
know w hat methods found in  other banks 
could be usefu lly  applied in his. A ctual 
form s used by banks are reproduced in  
each o f the nineteen chapters.
B A N K  A U D IT S A N D  EXA M IN A ­
TION, by John I. M illet, C. P . A ., Ron­
ald Press Company, N ew  York. 490 pages. 
$6.00. It is  the hope o f the author that 
the volum e, which is  based on ten years’ 
experience and study of the present m eth­
ods o f exam ining financial institutions, 
w ill help to increase the efficiency of bank 
audits and exam inations to be made by  
directors, public accountants or federal or 
state bank exam iners.
FOREIGN EXCHANGE ACCOUNT­
ING, by Christian Djorup, B. C. S., C. P.
A ., specializing in foreign  exchange and 
foreign  trade, lecturer on foreign  ex­
change accounting in N ew  York Univer­
sity  School of Commerce, Accounts and 
Finance. Prentice-H all, Inc., N ew  York. 
406 pages. $10.00. Of special interest 
to the accountant o f today by reason of 
the increasing im portance o f th is country 
in the financing o f the foreign  commerce. 
Since becoming the principle money 
lender of the world w e are naturally  
interested in their m onetary system s and 
methods o f finance as w ell as a study of 
their borrowing power.
CREDIT A N A L Y S I S ,  by W. C. 
Schluter, Ph. D., A ssistan t P rofessor of 
Finance at W harton School o f Finance  
and Commerce, U niversity o f Pennsyl­
vania, and author of “Pre-W ar B usiness 
Cycles.” Prentice-H all, Inc., N ew  York. 
439 pages. $5.00. W ritten prim arily for  
bank and m ercantile credit men, business 
executives and students and teachers o f
commercial credit. A n attem pt is  made 
to em phasize the theory underlying, as 
w ell as practices involved in, the analysis 
of credit and financial statem ents for  the  
purpose of reaching a proper judgm ent 
on credit risks.
CORPORATIONS DOING B U SIN E SS  
IN  OTHER STATES, by H. A. Haring.
Ronald P ress Company, N ew  York. 302 
pages. $5.00. W ritten for  the purpose 
of answ ering as far as possible the in­
quiry as to how a nation-wide business 
m ay be conducted in v iew  o f the 48 sets 
of statutes which have been enacted for  
the purpose o f regulating “foreign” 
corporations.
ACCOUNTING, by Paul-Joseph Es- 
querre, C. P . A ., D irector of Post-Grad­
uate School of Accountancy, author of 
“Applied Theory of Accounts” and “Prac­
tical A ccounting Problem s.” Ronald 
Press Company, N ew  York. 369 pages. 
$4.50. An attem pt to em phasize the 
necessity  for greater and more effective 
understanding and cooperation between  
accountants and their clients or em­
ployers.
FRANK GOELET DuBOIS
M inute and resolution adopted 
by the  Board of Governors of The 
A ccountants Club of America, Inc., 
a t  its  m eeting held June 20th, 1927:
In the passing o f Frank Goelet Du­
Bois, to whom death came June 7th,
1927, a fter a brief illness, h is w ide circle 
o f friends and associates suffer a  distinct 
loss, and the profession o f accountancy  
is  deprived of the constructive thought, 
w ise counsel and gen ial optimism o f one 
who did yeom an service in building that 
profession and who had earned the re­
spect and admiration of all w ith whom  
he came in  contact.
Mr. DuBois w as one who, through his 
clear vision, decisive action, rugged hon­
esty , and upstanding character, early  
won the confidence o f h is brother prac­
titioners and o f the business public. In 
the pioneer days his strength, energy  
and enthusiasm  w ere invaluable contri­
butions to the great tasks in  hand. It
is  a source of satisfaction  to h is co­
workers and to  h is business associates 
that he lived to  enjoy in  some measure 
the fru its o f h is earlier labors.
BE IT RESOLVED, That the officers 
and members o f The Accountants Club 
o f Am erica, Inc., o f which he was a 
mem ber o f the Board of Governors at 
the tim e o f his death, and to which as to 
other organizations he had given  help­
fu l assistance and support, hereby ex­
press their deep sense of irreparable loss 
in the death o f their fe llow  member, and 
convey to h is fam ily  their sincere sym ­
pathy in  their bereavement.
ROBERT H. MONTGOMERY, 
President.
JAM ES F . HUGH ES,
Secretary.
C lassified  A dvertisem ents
ACCOUNTANT. —  Senior in charge 
6 years, U . S. Tax Bureau 2 years, 
corporation auditor and accountant 2 
years, excellent accounting and gen­
eral education, age 43, married, Prot­
estant. Salary $3,600. Connection 
w ith corporation or accounting firm 
desired. Box 174, THE CERTIFIED  
PUBLIC ACCOUNTANT.
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W HAT?
Sixth A nnual Convention
W HERE?
Pittsburgh , Pa.
W HEN?
Septem ber 28 , 29 , 30
JO IN  TH E CROWD! 
BRING TH E W IFE!
M EET TH E BOYS!
ENJOY TH E VACATION! 
RETURN HOME RESTED!
OUR NEW HOME
SEPTEM BER first found The Am erican Society lo­cated in  the  new building of the  National Press 
Club, com er F ourteen th  and F  S treets. The elevators 
are  near the  F ourteen th  S tree t entrance, across from  
the  New W illard. We are  occupying rooms 1202, 
1204, 1206 and 1298, ju s t  across the  hall from  the  ele­
vators. The latch  s tr in g  is out, even though we are 
not entirely  settled.
DIRECTORS, 1927-28
F irs t D istric t:
Frederick Bond Cherrington, C. P. A., 185 Devon­
shire S treet, Boston, Mass.
Second D istric t:
Hom er A. Dunn, C. P. A., 35 W est 64th S treet, New 
York City.
Jam es F. Welch, C. P. A., 129 M arket S treet, P a te r­
son, N. J.
Third D is tr ic t:
W ilbur L. H arrison, C. P. A., 1046 M unsey Build­
ing, W ashington, D. C.
F ourth  D istric t:
W alter A. Coy, C. P. A., 723 N ational City Bank 
Building, Cleveland, Ohio.
F ifth  D istric t:
John B. Tanner, C. P. A., 3411 South Michigan 
Avenue, Chicago, Ill.
S ixth  D istric t:
A. W. B urket, C. P. A., 725 Am erican Bank Build­
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H erm an C. J. Peisch, C. P. A., 716 M cKnight Build­
ing, Minneapolis, Minn.
E igh th  D istric t:
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Ariz.
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“ FOR TH E  GOOD OF TH E  ORDER”
CEN TU RIES ago a g ifted  w rite r penned th is s ta te m e n t:
“ T h e  l in e s  a r e  f a l le n  u n to  m e  in  p le a s a n t  p la c e s ;
Y e a , I  h a v e  a  g o o d ly  h e r i t a g e .”
In th is  same tenor m ight every professional man 
of today speak, since the  g rea test assets now his, 
have come to him  as a heritage, representing  the  vis­
ions, th e  labors, the  sacrifices of m en of o ther days. 
I t seem s a f a r  cry from  the  crude barber to the  mod­
em , specialized surgeon; from  the  humble herb  dig­
ger to  th e  practicing physician of today ; from  the 
traveling  m usicians who a te  and quartered  w ith  the 
se rvan ts to the  prim a donna and the  tem peram ental 
m usical a r t is t ;  from  the  plodding clerk of menial 
s ta tu s  to the  Certified Public Accountant of our gen­
eration. Y et these transform ations have come w ith 
th e  years  and professional men are  today benefiting 
from  th e  priceless heritage they  represent.
I t  is w orthy  of our tim e to  note th a t  the  changes 
in s ta tu s  did not m aterialize by m ere accident. R a the r 
only as those w ith  clearest understanding and keen­
est perception visualized the  fu tu re , and, banding 
them selves together, bu ilt fo r the  common good, did 
the  day come when m en began to speak of “the pro­
fessions.” W ithin our own lifetim e th is  has been 
tru e  of the  calling to which our abilities are  dedicated.
Accepting as we have th is  heritage of the  years we 
have thereby  placed ourselves under th e  m ost sacred 
of obligations—unw ritten  to be sure, unspoken in 
v/ords, b u t an obligation to  those who have labored 
and died and to those yet unborn. Ours is the  task  
of carry ing  on the  work so splendidly begun, of 
adding to  th e  dignity, th e  prestige, the  standing of 
the  m em bers of our profession. Any m an who does 
not have such a conception of his duty  is unw orthy 
of th e  honor of a  place am ong those whom the  world 
respects as “professional m en.”
I t  requ ires b u t little  though t to  realize th a t  any 
advance can be achieved only th rough  the  cooperative 
labors of all im m ediately concerned. The s treng th  
of one is as one, b u t the  s tren g th  of ten  is as a thou­
sand. F rom  the  m ost sordid, selfish, m ercenary busi­
ness standpoin t th is  is true, benefiting the  individual
participan t m aterially to an  unbelievable degree. 
From  the  standpoint of fulfilling our common duty in 
laying the  foundation fo r g rea te r achievements to ­
morrow it is doubly true.
Yet strange to  say there  are  men who eagerly seek 
the  distinction and benefits derived from  the  C. P. A. 
certificate who are not willing to evidence th e ir  appre­
ciation of the  value of the  standing thus acquired in 
the  sligh test fashion. O thers seek to balance th e ir  
account by “lip service,” ready, verbal assent to  every 
w orthy suggestion, unsupported by any actual par­
ticipation, quick w ith the  perfect alibi fo r failure  to 
serve on comm ittee assignm ents or in office, or, hav­
ing accepted appointm ent or election, dismiss a t  once 
all thought of responsibility.
W ith the closing of the  Society’s year would it not 
be in order fo r each of us to audit his own account 
w ith the  profession and to firmly resolve th a t  any 
debit balance will be prom ptly elim inated ?
W ith the  heritage th a t  is ours, facing as we do a 
new year—possibly the  g rea tes t of our professional 
life— it is well fo r us to rem em ber w ith  Kipling t h a t : 
“ T h e  s tr e n g th  o f  th e  p a c k  i s  th e  w o lf ,  an d  
T h e  s tr e n g th  o f  th e  w o lf  is  th e  p a c k .”
JAM ES A. COUNCILOR.
W. J. L. PATTON, Richmond, V a.
1926 W inner o f the Springer Golf Cup for low gross score.
Program—Sixth Annual Convention
A m e r ic a n  S o c ie ty  o f  C e r tif ie d  P u b lic  A c c o u n ta n ts
HOTEL SCHENLEY, PITTSBURGH, PA.
W ednesday, September 28
9.00 A . M . R e g is tr a t io n .
j 0 .00 A . M . M e e t in g  o f  P r e s e n t  B oard  o f  D ir e c to r s .
12.00 N o o n  B u s s e s  to  L o n g u e  V u e  C o u n try  Club.
1 .00 P . M . A n n u a l G o lf T o u r n a m e n t, S p r in g e r  an d  D is tr ic t  o f
C o lu m b ia  G o lf C ups.
2.00 P . M. A n n u a l T ra p  S h o o tin g  T o u rn a m en t, R ich m o n d  C up.
7.00 P . M . D in n e r  D a n c e , L o n g u e  V u e  C o u n try  C lub, A u sp ic e s
E n te r ta in m e n t , S o n g  and  R e c e p tio n  C o m m itte e s .
11.00 P .M . B u s s e s  to  C ity .
Ladies
9 .00 A . M. R e g is tr a t io n .
12.00 N o o n  B u s s e s  to  L o n g u e  V u e  C o u n tr y  C lub.
2 .00 P . M. B r id g e  T o u r n a m e n t.
7 .00 P . M. D in n e r  D a n c e , L o n g u e  V u e  C o u n tr y  C lub, A u sp ic e s
E n te r ta in m e n t , S o n g  an d  R e c e p tio n  C o m m itte e s .
11.00 P .M . B u s s e s  to  C ity .
Thursday, September 29
10.00 A . M . B u s in e s s  S h o w .
10.00 A . M . M e e t in g  o f  S ta te  R e p r e s e n ta t iv e s .
P a p e r — “R e g u la to r y  L e g is la t io n ,” J. S. M . G ood loe,
C. P . A ., N e w  Y o r k  C ity .
P a p e r — “ S ta te  and N a t io n a l S o c ie ty  R e la t io n s ,” 
H o m e r  A . D u n n , C. P . A ., N e w  Y o r k  C ity .
R e p o r ts .
12 .00  N o o n  M e e t in g  o f  N e w  B o a r d  o f  D ir e c to r s .
2 .00 P . M . C o n v en tio n  C a lled  to  O rder.
R e p o r t  o f  P r e s id e n t .
R e p o r t o f  S e c r e ta r y .
R e p o r t  o f  T r e a su r e r .
R e p o r t  o f  A u d ito r s .
A d d r e s s , “ T h e  G e n e s is  o f  th e  C er tif ie d  P u b lic  A c ­
c o u n ta n t  P r o fe s s io n ,” G eo rg e  W ilk in so n , C. P . 
A ., P h ila d e lp h ia , P a .
5 .00  P . M. A d jo u r n m e n t.
7 .30  P . M . E n te r ta in m e n t  F e a tu r e , A c c o u n ta n ts ’ H o r se  R a ce .
9 .30  P . M . E n te r ta in m e n t  F e a tu r e , V a u d e v ille .
11 .30  P . M . A n n u a l M e e t in g , “T h e  O rd er o f  T w e lv e .”
Ladies
11.00  A . M. S ig h ts e e in g  T r ip .
1 .00 P . M . L u n ch eo n , S h a n o p in  G o lf C lub.
2 .30 P . M . S ig h ts e e in g  T rip  C o n tin u ed .
4 .30  P . M . R e tu r n  to  S c h e n le y  H o te l.
7 .30  P . M . E n te r ta in m e n t  F e a tu r e , A c c o u n ta n ts ’ H o r se  R a c e .
9 .30  P . M. E n te r ta in m e n t  F e a tu r e , V a u d e v ille .
11 .30  P . M . A n n u a l M e e t in g , “ O rd er o f  S e c r e t  T h ir te e n .”
Friday, September 30
10.00  A . M . R e p o r ts  o f  C o m m itte e s .
B u s in e s s .
12 .00  N o o n  R ou n d  T a b le  D isc u s s io n , “I n te r e s t in g  In c id e n ts  in
M y E x p e r ie n c e  a s  a  C ertified  P u b lic  A c c o u n t­
a n t .” L e a d e r , E lm e r  E . S ta u b , C. P . A ., D e tr o it ,  
M ich .
1.00 P . M . A d jo u r n m en t.
2 .30  P . M . “ T h e  R e la t io n  o f  th e  C h a p te r  to  M o d e m  S ta te
S o c ie ty  O r g a n iz a t io n ,” W a lte r  A . C oy , C. P . A ., 
C lev e la n d , O h io; D isc u s s io n  L ed  b y  G ard n er W . 
K im b a ll, C. P . A ., P h ila d e lp h ia , P a .
3 .30  P .M . “ T h e  Y o u n g  W o m a n  an d  th e  C ertified  P u b lic  A c ­
c o u n ta n t  P r o fe s s io n ,” M yra  M. J o n e s , C. P . A ., 
P it t sb u r g h , P a .
4 .15  P . M . B u s in e s s  S e ss io n .
R e so lu t io n s .
5.30 P . M . A d jo u r n m en t.
Ladies
11 .30  A . M. B u s s e s  to  H . J . H e in z  C o m p a n y  P la n t .
12 .30  N o o n  L u n ch eo n  H . J . H e in z  C o m p a n y  P la n t .
1 .30 P . M . V is i t  T h ro u g h  H . J . H e in z  C o m p a n y  P la n t .
3 .00  P . M . R e tu r n  to  S c h e n le y  H o te l.
Banquet
6 .30  P . M . R e c e p tio n .
7 .00 P . M. D in n er .
8 .30  P . M . A d d r e s se s .
T o a s tm a s te r .
“T h e  S o v ie t  an d  th e  P r o fe s s io n a l M a n ,” M r. H . J .
F r e y n , C o n su lt in g  E n g in e e r , C h ica g o , I l l . 
In sp ir a tio n a l A d d r e ss .
E n te r ta in m e n t .
P r e se n ta t io n  o f  C u p s.
In tr o d u c tio n  o f  N e w  O fficers.
Pittsburgh Convention Committeemen
F R A N K  W I L B U R  M A IN  A D R IA N  F .  S A N D E R B E C K  W . W . C O L L E D G E
G e n e r a l C o n v e n t io n  C o m m itte e  C h a ir m a n  G e n e r a l C o n v e n t io n  C o m m itte e  S e c r e ta r y  G e n e r a l C o n v e n t io n  C o m m itte e  T r e a s u r e r
E R N E S T  C R O W T H E R  M. D . B A C H R A C H  G. P .  H E R D E
C h a ir m a n  R e c e p t io n  C o m m itte e  C h a ir m a n  W h o ’s  W h o  C o m m itte e  V ic e  C h a ir m a n  W h o ’s  W h o  C o m m itte e
H . B . SC O T T  
C h a ir m a n  F in a n c ia l  C o m m itte e
R . H . M O H L E R  
C h a ir m a n  B a d g e  C o m m itte e
F R A N K  A . W IL L IS O N  
C h a ir m a n  B u s i n e s s  S h o w  C o m m it te e
THE SECRETARY EN ROUTE
Leaving N orth  D akota on the  W estern trip , we 
stopped off a t  Miles City, the  home of A. J . Row­
land, Secretary  of th e  M ontana Board of Exam iners.
A t B utte, we discussed th e  accounting situation 
in the  S ta te  w ith  R. L. Thomas, P resident of the  
S ta te  Society and recently  appointed a m em ber o f 
the  S ta te  Board. Called on every certified m an in 
the  city  and in the  evening watched a baseball gam e 
between th e  C larks and the  M ontana Pow er ball 
team s w ith  W. D. M angam, one of the  th ree  C. P. 
A .’s holding responsible positions in th e  Clark E s­
ta te  organization.
A t Helena, was under the  general charge of W. A. 
Logan, P resident of th e  S ta te  Board. M et all the  
certified men who were a t  home. Had an extended 
conference w ith  Chancellor Brannon of th e  U niver­
sity  of M ontana, who, under th e ir  law, appoints the  
Board of Exam iners and has general supervision of 
the  Board. The Chancellor is a S ta te  official, w ith  
offices a t the  Capitol and has supervisory charge of 
all M ontana’s h igher educational institu tions. The 
M ontana B ankers' Association w as closing its  an­
nual session th a t  day and i t  was our privilege to 
m eet both re tirin g  and incoming officers as well as 
several of its  m em bers, being introduced by F. S. 
Jacobsen, C. P. A., who has been fo r some tim e the  
official accounting advisor to  the  association.
Sunday, Ju ly  24, and Monday m orning were spent 
a t  Missoula, where th e  S ta te  U niversity  is located. 
I ts  reg is tra r  and business m anager, J. B. Speer, was a 
m em ber of th e  class in accounting in th e  second sum ­
m er school course, given by th e  Secretary  a t  th e  Uni­
versity  of M ichigan some years since, and i t  was 
p leasant to renew old acquaintanceships. Had a very 
helpful discussion w ith  President Charles H. Clapp 
over accounting problems affecting the  U niversity.
The nex t stop was a t  Spokane, the  home of E. C. 
Daniel, m em ber of the  W ashington Board of Account­
ancy. Local arrangem ents had been made by Messrs. 
Langton and Reinhard. A t noon we spoke before 
over 200 m em bers of the  Cham ber of Commerce on 
th e  subject, “Knowing vs. Guessing.” In the  evening, 
following a dinner, a  m eeting had been arranged  fo r 
all certified m en under the  auspices of the  Spokane 
Chapter. This group m aintains regu lar weekly 
luncheons and has found them  very helpful.
The next day a  side tr ip  enabled us to v isit W ash­
ington S ta te  College a t  Pullm an and the  U niversity  of 
Idaho a t Moscow. We found P resident U pham  of 
Idaho in  his office and had a very in teresting  in te r­
view. I t  was the day th a t  Miami U niversity, Ohio, 
elected him, an alumnus, as its  president.
A telegram  from  A. R. Hoover, Yakima, had asked 
th a t  we add th a t  city  to  our schedule. U nder the  
auspices of the  R otary  Club, an open m eeting was held 
a t  noon, to which bankers and leading business men
had been invited and the  Secretary  spoke on “Account­
ing as a  Profession.” The Sigma Chi Alumni C hapter 
arranged  a b reak fast fo r the  Secretary  and sen t us 
on w estw ard w ith  an  abundance of f ru it  and flowers.
J . P. Robertson, President of the  W ashington S ta te  
Society, had charge of the  arrangem ents a t  Seattle. 
In  the  m orning we visited the  U niversity of W ash­
ington, m et newly elected President Spencer, Regis­
t r a r  Stevens, who has spent much tim e in endeavoring 
to  secure cost figures fo r h igher education, the  several 
professors in the  School of Business A dm inistration 
who were giving courses in the  Sum m er School, and 
then  addressed the  students in the  accounting course.
A t noon a three-hour conference was held w ith  the  
m em bers of the  S ta te  Board, officers of th e  S ta te  So­
ciety, Hom er A. Dunn of New York City, and Arne 
Hansen of Seattle, directors of The Am erican Society. 
This was in the  natu re  of a  round-table covering all 
phases of organization relationships.
The certified m en of the  city and the  accounting 
professors of the  U niversity  had been invited to a  
dinner which had been arranged  fo r th e  evening. The 
occasion was also graced w ith  the  presence of Judge 
A lbert P . S tark , of the  M ontana Supreme Court, an 
old tim e fra te rn ity  b ro ther of the  Secretary, and 
Hom er A. Dunn, both of whom were presented and 
responded w ith  brief rem arks. The Secretary  traced 
the  development of the  Certified Public Accountant.
The leader of the  accounting profession in the  
N orthw est, E . G. Shorrock, was in California and so 
we missed him. Each year when the combination of 
hay fever and asthm a arrives he has to take  a  vaca­
tion. The boys all w ished fo r him  m any of these 
vacations unless he succeeded in w earing out the  
cause which made them  necessary. A W ashington 
m eeting w ithout Shorrock is like Ham let m inus Ham ­
let.
The next day Messrs. Robertson and Hansen ac­
companied the Secretary  to  Tacoma, where E. J. Cal­
loway had m ade arrangem ents fo r a  noon luncheon 
w ith  a round-table discussion, to which the  certi­
fied accountants, practicing public accountants and 
governm ent field men had been invited. L a ter in the  
afternoon, a t  the  Tacoma Club, the Secretary  m et 
m any of the  leading business men of th e  city, includ­
ing representatives of the  different banks.
Sunday the  Calloway, Thorstenson and Springer 
fam ilies took the  tr ip  to R ainer P ark  and enjoyed the  
beauties of nature.
Monday m orning Geo. V. W hittle, Chairm an of the  
W ashington S ta te  Board, took the  Secretary  to 
Olympia. Governor H artley  gave us a  three-hour 
interview , including a luncheon engagem ent, during 
which tim e we discussed s ta te  accounting problems 
and the real necessity fo r regulatory  control of public 
accountants. The Secretary also spent an hour w ith  
Josephine Corliss Preston, S ta te  Superintendent of 
Public Instruction, discussing the need fo r more ac­
cura te  cost details in m atte rs  rela ting  to  education. 
We also m et Congressman Johnson, who was a t the  
Capital fo r the  day.
Over 80 per cent of the  population and wealth of 
Oregon is centered in Portland. Accounting problems 
of the  S tate, therefore, largely relate  to th a t  city. 
A. R. Sawtell, m em ber of the  S tate  Board, President 
of the  S ta te  Society and Representative-elect of The 
Am erican Society, directed our plans in the  State. 
W ednesday noon we addressed the  A dvertising Club, 
com paring the  development of the  professions of 
medicine, law and accounting. F riday  noon we spoke 
before the  Portland City Club on “Knowing vs. Guess­
ing.” Tuesday evening the  accountants had a dinner, 
a t  which the Secretary discussed regulatory  legisla­
tion as essentieal to  public welfare. S ta te  Senator 
Gus M osher was present and made a few rem arks 
a t  the  close. One luncheon was held w ith the  mem­
bers of the  S tate  Board. One day w as occupied w ith a 
trip  to Salem, Corvallis and Eugene, accompanied by 
M essrs. Roberts, Sawtell and Ham. A t Salem we had 
a conference w ith  the  Secretary  of S tate. A t Cor­
vallis we m et the  professors of business and com­
m ercial courses in the  S ta te  A gricultural College. A t 
Eugene we m et the  dean of the  business courses and 
the  professor of accounting. A nother half day was 
devoted to  calling a t  the  offices of M ayor Baker, S tate  
Senators M osher and Klepper, S ta te  Representative 
Lonergan and some business concerns.
Between o ther engagem ents we were taken  by A. J. 
Tourtellotte to his m ountain home near M ount Hood, 
by C. J. Ham on a trip  up the  Columbia River H igh­
way, by A. R. Sawtell to  A storia and Sea Side and 
were the  guests of Seth Roberts a t the  Alderwood 
Country Club. From  Portland we turned  our faces 
E astw ard.
W HAT PRICE GLORY
A  T r e a t is e  on  th e  T r ia ls  a n d  T r ib u la t io n s  o f  th e  W h o ’s  W h o  
C o m m itte e , p r e p a r e d , u n d e r  d u r e ss , b y  t h e  C h a irm a n .
If  there  is any accountant in the  United S tates who 
is tired  of leading a normal and happy existence, let 
him  accept the  task  of preparing  a publication having 
as p a rt of its  am bitious program  the  inclusion of over 
200 photographs gathered from  all p a rts  of th e  United 
S tates. The w rite r is in ju s t  such a position and w ith 
the  work about half finished he has already become 
estranged from  his fam ily and divorced from  his 
business. There rem ains nothing bu t the  hope th a t 
when the  smoke of ba ttle  has cleared away and the 
casualties of the  S ixth Annual Convention a t  P itts ­
burgh  are  counted i t  can a t  least be said th a t  the  ideal 
finally achieved was w orth  the  sacrifice. A nother 
young and prom ising career which has been ruined 
in the  same m anner is th a t  of Mr. George F . Herde, 
Secretary  of the  Committee.
The Who’s Who Committee (so-called because every
tim e the chairm an or the secre ta ry  w rote to  a mem­
ber of the  American Society a sk ing  fo r inform ation, 
the  la tte r  usually wrote back a s k in g : “Who in the hell 
w ants to know”), consists of M. D. B achrach, Chair­
m an; George F. Herde, S ecre tary ; R ichard H. Mohler 
and W. W. Colledge. The last tw o are  of absolutely 
no help to the  committee since Dick Mohler has all he 
can do as Chairm an of the  Badge Com m ittee on the 
one hand and a member of the  B usiness Show Com­
m ittee on the  other, whereas, Bill Colledge skipped 
town shortly  a f te r  the  com m ittee began its  work and 
has neither been seen nor heard  since. Accordingly all 
fu tu re  references to the  com m ittee apply to  the  chair­
m an and secretary.
The committee is charged w ith  th e  task  of preparing 
a booklet to  be presented to each m em ber of the  So­
ciety as he reg isters a t  the  convention. This booklet 
will contain a brief historic review  of the  American 
Society as well as of the  states, represented  a t the 
convention, together w ith  the photographs of all the 
m em bers who have signified th e ir  in ten tion  of a ttend­
ing and have subm itted photographs. Sufficient copies 
of th is  book will be published in order to  m ake it pos-
T. COLEMAN ANDREW S, Richmond, Va.
1926 Winner o f the Virginia Society o f Public Accountants’ 
Trap-Shooting Cup.
sible to m ail one to each m em ber of th e  Society, b u t 
the m ailed copies will no t be as p re tty  as those  handed  
out a t  th e  convention. Those handed  out a t  th e  con­
vention will be know n as th e  De Luxe edition, and will 
have th e  nam e of th e  recip ien t stam ped  in gold le tte rs  
upon th e  cover.
T hrough  some m isunderstand ing , an  erroneous im ­
pression w as created  am ong some of th e  m em bers to 
the effect th a t  th e  book would contain  in add ition  to  
p ic tu res of each individual a w rite-up  of h is career. 
The com m ittee shudders to  th in k  w h a t would have 
happened had  any  such stupendous a ssig n m en t been 
undertaken . As i t  is th e  p ic tu res  will be a rran g ed  
according to s ta te s  and  un d er each p ic tu re  will ap p ear 
no th ing  m ore th a n  th e  nam e of th e  individual and th e  
city  in w hich resides. Inasm uch as th e  o rig inal idea 
of p rep arin g  such a book w as to enable m em bers m ore 
readily  to g e t acquain ted  w ith  each o th er, an  a lp h a ­
betical index will be provided in  th e  re a r  of th e  book 
giving th e  nam e, s tre e t  address, c ity  and s ta te  as 
well a s  th e  page num ber on w hich th e  p ic tu re  m ay be 
found.
The W ho’s W ho C om m ittee is p lann ing  a fu r th e r  
unique fe a tu re  fo r  th e  com ing convention, b u t th e  
n a tu re  of th e  a ttra c tio n  is such th a t  fo r  th e  p re sen t it  
m ust be k ep t a secret. Suffice it  to say  th a t  i t  will be 
unlike an y th in g  else h ere to fo re  a ttem p ted  a t  any  con­
vention ever held anyw here. T his is a p re tty  broad 
sta tem en t, b u t i t  re lies fo r its  dependability  upon th e  
fam ous re m a rk  of S ir Jam es M cM anus, th e  well 
known E n g lish  acco u n tan t and econom ist, who said, 
“L et no t th y  r ig h t  hand  know w h a t th y  le ft hand  
doeth .”
In  closing th e  com m ittee w ishes to  ex tend  its  th an k s  
to Mr. Jo h n  B. T anner, whose heroic efforts to  ass is t 
th e  com m ittee a t  long d istance have been of in ­
estim able value.
LAST C ALL —  SIXTH A N N U A L  
CONVENTION
PITTSBU RG H , PA., S E PT E M B E R  28-29-30.
The B usiness Show, W ho’s W ho, E n te r ta in m e n t 
and On To P ittsb u rg h  C om m ittees have been busy 
fo r th e  la s t few  m o n th s a rra n g in g  fo r  exh ib ito rs, 
com piling th e  m a te r ia l w hich will ap p ear in “W ho’s 
W ho,” p lann ing  en te rta in m en t, and com m unicating  
w ith  th e  various m em bers of th e  A m erican  Society 
in connection w ith  th e  convention. O ther com m ittees 
have also done considerable w ork w hile som e com m it­
tees will only begin to  function  as th e  tim e of the  
convention approaches.
E v ery  certified public accoun tan t who has a tten d ed  
any  convention of th e  A m erican Society h a s  been 
com m unicated w ith . The G eneral E xecu tive  Com­
m ittee  h as  held freq u en t m eetings and th e  L ad ies’ 
C om m ittee h as  been h a rd  a t  w ork fo r  a long tim e.
The p re sen t re g is tra tio n  fo r th e  convention is con­
siderably  ahead  of th e  to ta l of any  previous A m erican
Society convention. A t th e  date  of th is  w ritin g , Sep­
tem b er 1st, re g is tra tio n s  have been received from  
th ir ty -fo u r  d iffe ren t S ta tes , w ith  very  good prospects 
fo r  a tte n d a n ts  from  a num b er of o th e r S ta tes.
W hile th e  various com m ittees have given u n sp a r­
ingly of th e ir  tim e, th e  success of th e  convention is 
going to depend very  large ly  upon those who a tten d . 
Ju d g in g  from  th e  sp irit of friend liness and good fe l­
lowship w hich has alw ays m an ifested  itse lf a t  all 
previous conventions, we are  safe  in assu rin g  all who 
will a tten d  fo r th e  firs t tim e no t only a w arm  wel­
come from  th e  P it tsb u rg h  certified public accoun t­
an ts  and th e ir  fam ilies, b u t fro m  all of th e  v e te ran s  
of p rio r conventions who will sh are  w ith  us th e  r e ­
sponsibility  of m ak ing  ce rta in  th a t  all new com ers a re  
properly  en te rta in ed  and cared  for.
A num ber of special fe a tu re s  have been prepared , 
including a de luxe b rochure  con ta in ing  no t only m uch 
orig inal h isto rical d a ta  in resp ect to th e  Certified 
Public A ccountan t m ovem ent in  th e  various S ta tes , 
a com plete lis t of officers of th e  A m erican  Society, 
th e  P ennsy lvan ia  In s ti tu te  of Certified Public A c­
coun tan ts , th e  P it tsb u rg h  C h ap ter of Certified Public 
A ccountan ts, and th e  p rog ram , b u t also th e  pho to ­
g rap h s of all who are  a tte n d in g  th e  convention and  
have reg is te red  up to S ep tem ber 1st.
The Song C om m ittee is busily  engaged in p rep a rin g  
special songs, th e  com m ittee on th e  A cco u n tan ts’ 
H orse Race prom ises a novelty  w hich will prove m o st 
en te r ta in in g  and enjoyable. O th er special e n te r ta in ­
m ent fe a tu re s  have been planned, including a D inner 
Dance a t  th e  Longue Vue C ountry  Club on W ednes­
day evening, S ep tem ber 28th , a b ridge to u rn am en t 
fo r  th e  ladies, etc.
M uch m ore m ig h t be said bu t, a f te r  all, T H E  CER ­
T IF IE D  PU B LIC  ACCOUNTA NT should no t give its  
en tire  S eptem ber issue to  th e  Convention, how ever 
im p o rtan t i t  is.
FR A N K  W ILB U R  M AIN, C hairm an, 
G eneral Convention C om m ittee.
E . A . F O R D  B A R N E S , P it t sb u r g h , P a .
1926 W in n er  o f  th e  D is tr ic t  o f  C o lu m b ia  I n s t i tu te  G o lf  Cup. 
fo r  h a n d ic a p  sc o re .
What The Constitution Should Mean To An 
American Citizen
Since the  dawn of h isto ry  m an 
has ever aspired to  freedom ; the  
desire fo r liberty  has been the  
g rea test u rge of the  hum an heart.
This aspiration was the  mov­
ing force in the  establishing of the  
tran sito ry  republics of Greece and 
Sw itzerland; it, later, w rested 
from  King John th a t  significant 
contribution to liberty, th e  M agna 
C harta.
The urge behind th a t  heroic 
handful of undaunted patrio ts, the  
Pilgrim  F athers , as they  braved 
th e  unknown dangers of a  track ­
less sea, w as to secure religious 
freedom ; they  dreamed, not of pelf 
and power, b u t of liberty, the  God- 
given b irth rig h t of all men. The 
fru ition  of th e ir  noble aspirations 
was the  inspired Declaration of In­
dependence. L ittle  did they  real­
ize th a t, under God’s guidance, 
they  were laying th e  foundation of 
universal democracy!
A fte r the  smoke of the  Revo­
lution had cleared, the  gaun t spec­
te r  of w ant and m isery was 
abroad in th e  land; chaos, alm ost 
to  anarchy, stalked about w ith 
ominous t re a d ; h ea rts  were heavy, 
bu t the  Ship of S tate  was destined 
to w eather the  storm . The fram ­
ers of our Constitution m et in 1787 
and, out of th e  confusion of the  
loosely bound confederation, to m  
w ith  dissension from  w ithin  and 
lack of support from  w ithout, 
these g rea t souls gathered  the 
scattered  forces of freedom  and 
crystallized them  into a Constitu­
tion— a Constitution dedicated to 
liberty—a Constitution th a t  has 
become not only the  corner stone 
of our liberty  b u t also a p a tte rn  
fo r liberty  loving people the  world 
over—a  Constitution whose new 
and dom inant note stressed the  
rig h ts  of the  individual.
Described as M asterpiece.
A m asterpiece of governm ent 
— unique, in th a t  it  contains, for
By DOROTHY CARLSON,
Salt Lake City, Utah.
Editor’s N ote.— In 1924 a  national ora­
torical contest w as established under the 
general guidance of Am erican newspa­
pers. The country w as divided into seven  
districts and through a process of elim i­
nation, as the result of city , county, state  
and district contests, there has been  
brought to the Capital o f the N ation each 
year the winner in each of the seven  
districts.
Such widespread study of problems cen­
tering around our Constitution cannot 
fa il to have its  effect in  years to come. 
This year two million students prepared 
them selves for the competition and they  
surely have gained a deeper insight into 
the significance of the fundam ental law  
of the land as the result of the neces­
sary preparation for  the local contest. 
We are printing the oration of the w in­
ner of the fourth national contest. It is  
the first tim e that a girl has captured 
the cup which is  annually awarded. We 
su ggest that it  w ill be valuable for  each 
o f our readers to note the points made by  
M iss Carlson. It is  interesting to find 
that the winners in 1924 and 1926 were 
from  California and the winner in 1927 
is from  U tah— all representing the ex ­
trem e w estern section o f our country, 
while the winner in 1925 w as a represen­
tative from  Alabama. E vidently the east 
and middle w est m ight observe w ith  
profit the one hundred and fortieth  anni­
versary o f  the adoption of the Constitu­
tion, Septem ber 17.
th e  first tim e in all history , a bill 
of r ig h ts  so comprehensive as to 
cover the  full gam ut of personal 
liberty ; a  Constitution providing 
fo r a representative form  of gov­
ernm ent; a  Government composed 
of sovereign S tates under strong 
central contro l; a Government hav­
ing a system  of checks and bal­
ances, whereby the  legislative, the 
executive and the  judical depart­
m ents each comprise an effective 
check on th e  others, culm inating 
in a well regulated balance of au­
th o rity ; and, lastly, m ust I m en­
tion those wise provisions w here­
by the Constitution is kept a liv­
ing force, capable of conforming 
to the  ever-changing conditions of 
national grow th— I re fe r to  the
power of am endm ent and to the 
more flexible power of judicial in ­
terp reta tion  through  decisions of 
th e  Supreme Court.
Was there  ever a Constitution 
like th is—a Constitution affording 
the  hum blest citizen equal r igh ts  
w ith  the  m ost powerful—a Con­
stitu tion  carry ing  out the  will of 
the  m ajority , ye t safeguarding the 
rig h ts  of th e  m inority?
This im m ortal document is a 
composite of the  genius and lofty 
idealism of i ts  creators, reflecting 
the  m ajesty  of W ashington, the  
wisdom of Madison, the  common 
sense of F ranklin  and the  bril- 
lance of H am ilton ; yet, it rem ained 
fo r the  m ighty  M arshall to breathe 
into th e  Constitution the  b rea th  
of life, m aking it a  living in stru ­
m ent.
I t  now rem ains fo r us to up­
hold th a t  sacred guaran ty  of lib­
erty . Our Constitution is strong  
only as we are  as s trong ; weak, 
as we a re  weak. We m ust guard  
against indifference to  civic and 
national issues and th e  neglect to 
exercise our r ig h ts  of franchise. 
How can our Government be tru ly  
representative if  we fail to vote? 
Is liberty  so cheap th a t  we value it  
so ligh tly? An intelligent, voting 
citizenry is the  N ation’s salvation 
— its  g rea tes t need!
Forem ost Among Nations.
Am erica stands today forem ost 
among th e  nations of the  earth . 
May it ever m ain tain  th is glorious 
p re s tig e !
Friends, Am erica’s fu tu re  res ts  
upon the  individual citizen. Oh, 
fo r a Lincoln, to fuse into our civic 
and national consciousness, in 
tim es of peace, th e  patrio tic  serv­
ice and fidelity of purpose so m an­
ifest in tim es of w ar! We need 
more leaders and teachers to in­
spire in us, and especially in the  
youth of our land, the  homely 
(Continued on page 287.)
Standard Cost Systems
USES OF STANDARD COSTSI AM glad to be here, not only 
because of th e  privilege of ad­
dressing you, b u t also because your 
Society has included th e  subject 
of “Cost Accounting” on its  pro­
gram . The subject does not appear 
often enough, in m y opinion, on the  
program s of professional account­
a n ts’ Societies.
The subject of standard  costs, in 
particu lar, has been beclouded by 
misconceptions of the  m eaning of 
the  phrase. F o r example, I  am  a 
m em ber of a technical comm ittee 
on standard  costs appointed by the 
President of th e  New York S ta te  
Society of Certified Public Account­
ants. W hen th is  com m ittee m et 
we found th a t  m ore th an  half of 
its  m em bers though t the  term  de­
scribed uniform  costs, and a f te r  we 
had discussed the  question I was 
not certain  in m y own m ind w heth­
er or not the  P resident m ight have 
m eant uniform  costs w hen the  com­
m ittee  was appointed, inasm uch as 
th a t  subject seemed to  have more 
in te rest fo r  th e  m em bers of the  
com m ittee th an  standard  costs.
This misconception of standard  
costs as m eaning uniform  costs is 
not unusual. I t  m igh t be well, 
therefore, to  s ta te  a t  th is point th a t 
m y rem arks today do not concern 
uniform  costs or uniform  system s 
of accounting.
There are, of course, o ther reas­
ons fo r th e  confusion in under­
standing  th is  subject and fo r the  
apparent lack of a tten tion  given to 
it  by practicing accountants. One 
of these, which m igh t as well be 
sta ted  frankly , is th a t  some are  in­
clined to  feel th a t  they  a re  more 
likely to  lose th an  re ta in  good 
clients th rough  a ttem p ting  cost ac­
counting or system  work. Conse­
quently, th is  fertile  field fo r con­
structive service is le f t alone by 
m any accountants th rough  fea r  of 
such experiences. Concerning th is  
idea i t  m igh t be m entioned briefly 
in passing th a t, if  m istakes have 
occurred, it  does not necessarily
By ERIC A . CAMMAN, C. P. A., 
of N ew  York City, Manager, System  D e­
partment, Peat, Marwick, Mitchell & 
Company.
Address before the annual conference 
of the M ichigan A ssociation of Certified 
Public A ccountants, H otel Statler, D e­
troit, M ichigan, M ay 27, 1927.
follow th a t  they  need continue to 
be made. The fac t th a t  a rem edy 
has proven fa ta l in some instances 
should no t lead to condemnation of 
the  science of medicine, or even re ­
jection of the  remedy. I t  m ay have 
been misapplied.
In these rem arks under the  gen­
eral head of Cost Accounting i t  
should be understood th a t  the  scope 
is by no m eans confined to  costs, 
b u t in reality  covers all phases of 
industrial accounting. Costs, a f­
te r  all, are th e  complements of 
profits, and the  subject is not divis­
ible into independent sections. The 
term  “Cost Accounting” is too re ­
strictive to define the  work th a t  is 
being done in its  name today, and 
th e  broader term  “Industrial Ac­
counting” would be more appro­
priate.
L et us take  ju s t five m inutes to 
review a few general conditions in 
the industrial world w ith which you 
no doubt are already fam iliar. One 
of these is the  complexity of the  
economic scheme under which our 
industries and commerce operate. 
Today we carry  raw  m aterial from  
its  source to a  converter, from  a 
converter to a m anufacturer, from  
a m anufactu rer to an assembler, 
from  an assem bler to  a distributor, 
from  a d istribu to r to a retailer, and 
from  th e  re ta ile r to  the  consumer. 
F u rth e r, in addition to the  distance 
from  source to  consumer, we have 
m any different phases of the  same 
functions. F o r example, in re ta il­
ing we have th e  various phases of 
th e  re ta il store, the  specialty shop, 
th e  chain store, the  departm ent 
store, th e  m ail order house, and the 
house-to-house canvass.
The economic net-work under 
which we m ust operate has grown 
trem endously under our own ef­
fo rts  to a point today a t  which we 
can ne ither comprehend nor con­
tro l it. This rem arkable grow th in  
th is country has taken  place w ithin 
one hundred and twenty-five years. 
In  1830 Stephenson had to send to  
England to  have rails made because 
there  was no t a  rolling mill in  th is  
country big enough to m ake them . 
The production of automobiles in­
creased in th ir ty  years (from  1895 
to 1925) m ore th an  ten  thousand 
fold, as is m ost strik ingly  brought 
out in an  article w ritten  by Clare 
E lm er Griffin in the  H arvard  Busi­
ness Review fo r July, 1926, on “The 
Evolution of th e  Automobile M ar­
k e t”. Sim ilarly extensive changes 
are  going on today in industrial 
development (and, incidently, in 
the  complexity of our industrial 
schem e), which we cannot visual­
ize because we are too close to  the  
events and because we are  usually 
too busy w ith our own puny affairs 
to  study them .
A nother general condition which 
applies widely today in all spheres 
of life is th a t  of speed. The hour 
is still composed of 60 m inutes and 
the  m inute of 60 seconds, bu t we 
crowd m any tim es the  activ ity  into 
them  th a t  we did form erly. We 
now send balance sheets across th e  
continent by radio-photography. 
We ta lk  w ith  England by radio­
telephone. In St. Louis recently, 
a t  th e  inauguration of a  new stree t 
ligh ting  system , th e  m ayor on the 
p latform  a t  the  ceremony spoke in­
to a microphone ordering the  lights 
to  be tu rned  on. His voice was 
carried to  P ittsb u rg h  over the  a ir  
and relayed by sta tion  KDKA back 
to  St. Louis, autom atically tu rn ing  
on the  ligh ts before th e  m ayor 
could resum e his chair.
A t th e  tim e of L indbergh’s re ­
cent wonderful accomplishment, a 
strik ing  incident to  m y mind was 
th a t  Lindbergh landed in P aris  a t
5 :24 p. m., New York tim e, and six 
m inutes la te r  (or 5:30) the  New 
York Times flashed the  news from  
its  windows in Times Square and 
the  presses began rolling on the  
story.
I t becomes clear th a t, under 
these conditions, m ethods of ac­
counting which were adequate as 
recently  as tw enty  years ago are  
quite inadequate today. In  my 
opinion, we are  on the  verge of 
some rapid advances in the  revolu­
tion  of industrial accounting m eth­
ods in order to  keep pace w ith  these 
changes in general business condi­
tions, and th a t  in some instances 
we will certainly change the  ac­
counting beliefs which we form erly 
held— in any event w ith  respect to  
m ethods employed.
I t  m ay be desirable a t  th is  point 
to  review th e  progress of develop­
m ent in accounting m ethods lead­
ing up to  the  use of standard  costs. 
In m y mind th is  progress stands 
out in certain  steps, each of which 
m arks an a ttem pt to improve upon 
th e  defects or m istakes of the  prev­
ious steps. I t  m ay possibly give 
offense to  some to  name these steps 
as involving defects— I hope not. 
Please bear in mind th a t  it  is easy 
to look back from  a van tage  point 
and pick ou t defects in form er ac­
complishm ents of substan tia l 
w orth. There is a constructive 
value to  th is  searching out of de­
fects, because they  m ust be recog­
nized as such before they  can be 
remedied. I recognize, of course, 
th a t  he  who would point them  out 
takes a  risky  stand. Ed Howe, the  
K ansas editor, wrote long ago to 
the  effect th a t  a fte r  25 years of 
experience in newspaper work, he 
had concluded th a t  the  safest pol­
icy editorially was to  a ttack  the  
m an-eating shark.
The first step in th e  development 
of cost accounting was th a t  of job- 
order costs, and th e  first defect, in 
m y opinion, was over-emphasis of 
th e  value of such costs, or of unit 
costs. I re fe r to  the  process of as­
sembling the  actual cost per un it 
of any article a fte r  it  has been 
made.
If  the  m ethod of job-order cost­
ing, or un it costing, of articles was
justified form erly, conditions today 
have changed so m uch th a t  they  
are  not useful to any sim ilar de­
gree. I t  is e ither the  case th a t  
catalogues m ust be published w ith  
selling prices long in advance of 
m anufacture or th a t  prices are  sim­
ilarly established in effect by com­
petition. Consequently th e  ascer­
tainm ent of actual costs by lots is 
of lim ited usefulness. I  call the  
job-order m ethod “ligh tn ing  bug 
accounting” , because, as you know, 
the  lightning bug can see where 
he has been b u t not w here he is 
going.
Any procedure which has as its  
sole aim  th e  calculation of w h a t it 
costs to make any article some tim e 
a fte r  i t  has been shipped is no t of 
very  g rea t help in business today, 
because, as already sta ted , selling 
prices often have to  be set before 
the  product is made, and also be­
cause there  is m erged in th e  unit 
cost of the  article the  influence of 
six different causes which com­
bined to produce these un it costs. 
Moreover, you cannot reason from  
a record of such job costs to the  
fu tu re  because, in the  fu tu re , con­
ditions will rare ly  be the  same as 
before. Causes contributing to a 
given resu lt a t one tim e will be in 
a different combination th e  next 
tim e. Hence, it is the  experience 
of those who have used th e  job- 
order costing plan fo r m any years 
th a t  individual un it costs, pains­
takingly  collected on cost cards, are 
really  never used. W hen cost in ­
form ation is desired i t  is obtained 
by investigating cu rren t conditions 
in the  facto ry  where th e  articles 
a re  in process of being m anufac­
tured.
Now the  defects of th e  job-order 
cost m ethod did not rem ain unrec­
ognized, and so we entered upon 
th e  second step in the  development 
of cost accounting, m aking a t  the  
sam e tim e w hat m ay be called the  
second m istake, by reso rting  to  ex­
cessive distribution. We divided 
every dollar into cents and some­
tim es into ten-thousandths, in  or­
der to try  to m eet requests fo r  ex­
planations of the  causes which un­
der-lay the  re su lts ; overlooking the  
fac t th a t  an expended am ount
m eans m uch m ore to the  reader 
when expressed in to ta l th an  it 
does when d istributed into m any 
fractional parts. We proceeded to 
d istribu te and re-d istribu te  costs 
until th e  am ount of th e  original 
expenditure could no longer be 
identified in th e  cost statem ents. 
The consequence was a condition 
som ething like th is :
I  have in m ind a by-product coke 
plan t which operated under a cost 
system  whereby th ere  were pro­
duced a t  th e  end of each m onth 
twenty-five or th ir ty  pages of de­
tailed unit costs, each page having 
about tw enty  item s on i t  and hav­
ing am ounts spread in columns 
across th e  sheet, headed “th is 
m onth” , “las t m onth” , “th is  year 
to  date” , and “las t year to  da te”. 
U nder each of these headings were 
shown th e  actual dollars and cents, 
and then  fou r sim ilar columns to 
the  r ig h t containing unit costs to 
four decimal places.
F or the  sake of our example let 
us assum e th a t  th is  m onth the  unit 
cost of coal per ton  of coke pro­
duced increased, and the  president 
calls fo r an explanation. The con­
tro ller re tire s  to  his working cham ­
bers w ith  his cost sheets to  make 
some analyses in order to explain 
the  cause of the  increase in the  cost 
of coal per ton  of coke produced. 
The controller emerges sometime 
la te r w ith  the  explanation.
I t  seems th a t  th e  p lan t operated 
a coal car dumper, which is equip­
m ent fo r lifting  an en tire  car of 
coal and dum ping i t  into convey­
ors. A pparently  a nu t came loose 
and fell into th e  m otor, causing a 
sho rt circuit, delay and repairs, 
which in tu rn  caused an increase 
in th e  cost of operating the  coal 
dum per fo r the  m onth. In addi­
tion, it  seem s th a t  a  company resi­
dence was being m aintained a t  th is  
p lan t and owing to  the  presence of 
a num ber of v isiting  engineers as 
guests of the  company, the  cost of 
operating the  residence fo r the  
m onth increased.
Furtherm ore, as a resu lt of one 
or two m ishaps in the  chemical lab­
oratory, resu lting  in the  destruc­
tion of some expensive laboratory 
equipment, the  cost of operating
th e  laboratory increased fo r the 
month. The company truck  by m is­
chance ran  into a culvert, causing 
an additional cost of operating the 
truck  fo r the  m onth.
The ultim ate distribution of 
these various increases in the  unit 
costs of the  auxiliary  departm ents 
caused the  unit cost of coal per ton 
of coke produced to  go up, although 
an exam ination of the  price a t  
which the  coal actually was pu r­
chased would have shown th e  cost 
of the  coal itself to  have gone 
down.
This m ay sound like exaggera­
tion, bu t some of you probably have 
had experiences w ith actual cases 
not very fa r  removed from  m y ex­
ample.
A t any ra te , accountants event­
ually recognized th a t  the  rem edy 
to existing defects did not lie in 
distribution, and so we w ent fo r­
w ard to the  next step  in the  devel­
opment of cost accounting, namely, 
th a t  of comparison of da ta  w ith 
prior periods. I t  was found th a t  
finely d istribu ted  cost figures were 
of little use unless th ey  could be 
compared w ith figures sim ilarly 
d istributed in previous periods. So 
we w ent into comparisons, th is  
m onth w ith  las t m onth, and th is 
year to date w ith las t year to  date, 
as have already been m entioned in 
th e  example taken  from  the  by­
product coke plant. Now my com­
m ents concern the  evil of relying 
principally on comparisons, because 
it  seems to  me th a t  in  th is  direc­
tion we made ano ther m istake in 
emphasizing comparison instead of 
in terpretation. Form erly the  ac­
countant considered h is duty  dis­
charged w hen he laid the  financial 
sta tem ents and cost reports upon 
the  executive’s desk. Today he 
m ust s ta r t  from  th a t  point to en­
te r  upon his really useful functions 
of analyzing and in terp re ting  data 
so as to  ge t a t the  causes which 
underlie the  results.
I t  is insufficient fo r present day 
needs and imposes a heavy burden 
on executives to  lay a tabulated  
s ta tem en t of resu lts  before them . 
Unless in te rp re ta tion  is supplied 
w ith  the  report, i t  becomes neces­
sary  fo r the  executives to dig out 
from  the  figures w hat really hap­
pened. F o r example, let us take  as 
a  simple illustration  a good form  
of pay-roll report—th a t is  to  say, a 
form  which was regarded good 
form erly, namely, one containing 
figures of the  actual pay-roll by de­
partm ents, divided as to  direct la­
bor and indirect labor, w ith  the  la t­
te r  possibly broken down into dif­
fe ren t kinds of indirect labor, and 
finally some percentages. L et us 
see w hat the  fac to ry  superintend­
ent m ust do w ith  such a report.
In the  first place, he m ust take 
the  curren t report in comparison 
w ith  a  preceding report. He m ust 
m ake certain  reservations in the  
curren t report because of inherent 
conditions, and he m ust m ake simi­
la r reservations in o ther places in 
the  report w ith  which he is com­
paring  th e  cu rren t one. Then 
again he m ust m ake certain  reser­
vations in the  curren t report fo r 
external conditions th a t  he knew 
existed, and he m ust try  to make 
sim ilar reservations in the  preced­
ing report, although it m ay not be 
w ith the  sam e emphasis. W hen he 
has done all th is  he m ust throw  
the  resu lt of his analysis against 
the  background of his knowledge 
and experience in th a t  industry  and 
a t  th a t  plant. Only then  do th e  
figures m ean any th ing  to  him. This 
is w hat I m ean by in terpreta tion . 
This defect applies not only to pay­
roll reports bu t to every report th a t  
we m ake when we stop short w ith  
a m ere p resentation  of comparable 
figures betw een periods w ithout go­
ing fu rth e r  and bringing out the 
causes of the  variances which m ay 
have taken  place.
We have now considered th ree  of 
the  outstanding steps in the  devel­
opm ent of industrial accounting 
m ethods and th ree  of th e  outstand­
ing defects th a t  w ent w ith  them , 
namely, over em phasis on the  value 
of un it costs alone, too m uch dis­
tribu tion  and redistribution, and 
th e  reso rt to  comparison instead of 
in terpreta tion . These lead to w hat 
seems to  me to  be th e  next step, 
which was th e  use of standard  
costs. The standard  cost of an a r­
ticle is derived by extending the  
m anufacturing  specifications fo r 
th a t  article a t  fixed basic prices fo r 
its components of m aterial, labor, 
and expense.
Standard  costs have been and are  
being used in  substitu tion  fo r ac­
tual costs, th a t  is to  say, process 
accounts are  debited w ith  actual 
expenditures, bu t are  credited a t 
standard  costs fo r production. In  
m y judgm ent th is  procedure is de­
fective, or ra th e r  is unsatisfactory , 
because it  m ay lead to  substan tia l 
variances difficult to explain. The 
difference between the  debits m ade 
a t  actual costs and the  credits 
m ade a t  standard  costs so often  is 
ju s t  a difference.
The plan I advocate is to  set ac­
tual and standard  costs side by 
side, and to use the  la tte r  as the  
basis fo r analysis of variances into 
causes, th a t  is  to say, fo r in te rp re­
tation.
The word standard, you know, 
has two legitim ate m eanings, one 
as an ideal and the  o ther as a  un it 
of m easurem ent. My use of the  
term  is in th e  la tte r  sense.
Please observe th a t  th is  m ethod 
of using standard  costs does not 
substitu te  the  standard  fo r th e  ac­
tual costs, bu t uses both. Thus, 
balance sheet values and earnings 
sta tem ents are always based on ac­
tual costs. The standard  costs are 
used as constants against which to 
reason how fa r  and in w h a t direc­
tion the  actual costs are  changing. 
S tandard  costs are  specifications.
The employment of a specifica­
tion is not a new idea, b u t ra th e r  
is a re tu rn  to  a  fundam ental m eth­
od of reasoning. A specification is 
used as the  basis fo r reasoning in 
m any of the  fields of science. The 
engineer, fo r example, will m eas­
ure th e  height of a tow er from  two 
fixed points. The chem ist will con­
tro l th e  quality  of a product by 
analysis against a  form ula. The 
m etallurg ist will determ ine the  
character of a casting by pyrom ­
ete r readings. The fa rm er will 
p lan t according to  soil analysis. 
Even the  housewife today will bake 
a cake according to  a  recipe re ­
ceived over th e  radio in an  oven 
controlled by a therm osta t.
I t  is only the  accountant who dis­
dains to  use specifications as a 
basis fo r his accounting, who would 
climb the  m onum ent each tim e he 
would learn how high i t  is or who 
would determ ine the  quality of a 
product by its  appearance a f te r  i t  
is m ade; who would look th rough  
a peep hole to judge the  character 
of a casting by its  color; who would 
p lan t indiscrim inately or bake by 
rule of thum b. You see, therefore, 
th a t  the  use of basic specifications 
is not really a new idea.
Let us tu rn  to  F igure 1 in which 
an endeavor is m ade to  bring out 
th e  difference between the  job cost 
m ethod and the  standard  cost 
method of accounting.
I t  m ight be mentioned before 
looking a t  the  figures th a t  th e  ex­
ample also brings out a fac t we 
have learned through  the  use of 
standard  costs; namely, th a t  there  
a re  only six causes of variances in 
m anufactu ring  costs; a fac t which 
holds tru e  w hether you make ju s t
one article or m any thousands. 
These fixed causes a re :
(1) Raw m aterial m ay cost more 
or less th an  expected.
(2) More or less raw  m aterial 
th an  expected m ay be used.
(3) M ore or less m ay be paid in 
wages, i. e., labor rates.
(4) W orkers m ay produce more 
or less, i. e., labor output.
(5) More o r less m ay be spent 
th an  norm ally expected fo r m anu­
fac tu ring  indirect expenses.
(6) A g rea te r or less degree of 
normal m anufacturing  capacity 
m ay be used.
You will find th a t  all variances in 
m anufacturing  costs can be placed 
under these six heads.
F igure  1 shows some hypo­
thetical figures as they  would 
be compiled under th e  job cost 
method. I t  is assum ed th a t  the  
same article was m ade in January  
and in  June. In  January  th e  m a­
terial used was 110 pieces a t  30 
cents each, $33.00. The labor took 
50 hours a t  60 cents an hour, 
am ounting to $30.00; the  overhead 
is shown as 150% of labor dollars, 
namely $45.00. The to ta l m anufac­
tu rin g  cost fo r the  96 pieces pro­
duced is $108.00, or a un it cost per 
piece of $1.20.
In  June  the  same article  was 
m ade again. This tim e 132 pieces 
of m aterial were used a t  33 cents, 
am ounting to  $43.56. The labor re ­
quired was 55 hours a t 54 cents per 
hour, am ounting to $29.70; over­
head was computed a t  204% of 
labor, am ounting to $60.75. The 
production was 110 good pieces a t
a  to ta l m anufacturing  cost of $134,-
01, th e  unit cost per piece being 
$1.22. You will observe th a t  the  
un it cost in June w as quite close 
to  th a t  in January , b u t th is  ap­
proxim ation in cost resu lt m ay con­
ta in  hidden variances in opposite 
directions which m ay offset one 
another to  a considerable extent.
To the  r ig h t of F igure  1 the 
standard  cost m ethod is illustrated, 
using th e  same figures. In the  col­
um n fo r “standard  cost” you will 
observe the  figures previously 
shown under January  to be set up; 
and in  the  column under “actual 
cost” you will find th e  figures prev­
iously used in June. In  the  next 
column you will find th e  ra tio  of 
actual cost to  standard  cost. The 
m aterial cost ratio  is 132; the  la­
bor cost ra tio  99, and the  overhead 
cost ra tio  110. Please note th a t  in 
th is  second example th e  overhead 
is divided, only a  norm al am ount 
being charged into cost of the  a r ­
ticle in proportion to  the  tim e de­
voted to its  m anufacture, while the  
rem ainder is shown below as a fac­
to ry  expense variance. The nor­
mal overhead is $49.50, and the 
facto ry  expense variance is shown 
as $11.25.
You will recall from  m y previous 
sta tem ent of the  six causes of va-
M aterial
Labor
Overhead
Total M anufacturing Cost 
Cost per Piece 
Factory Expense Variance
FIGURE “1”
Job Cost Method
January June Cost 
110 Pieces @ 30c $33.00 132 Pieces @ 33c $43.56 $33.00
50 Hours @ 60c 30.00 55 Hours @ 54c 29.70 30.00
150% on Labor 
90 Good Pieces
45.00 204% on Labor
Standard Cost Method 
Standard Actual Cost Variance Ratios 
Cost Ratio by Causes
$43.56 132 Price 110 U sage 120 
29.70 99 Hours 110 R ates 90 
(Output 91)
110 Operating Level 11060.75 45.00 49.50
108.00 110 Good Pieces 134.01 108.00 122.76
1.20 1.22
11.25
124
Spending Level 135
134.01
Total A ctual M anufacturing Cost 
Total Standard M anufacturing Cost
Increase
M aterial:
Price Variance— 132 Pieces @ 3c 
U sage Variance— 22 P ieces @ 30c
Labor:
R ate Variance— 55 Hours @ 6c 
Output Variance— 5 Hours @ 60c
$134.01
108.00
-  26.01
—  3.96
—  6.60
—  10.56
+ $3 .30  
—  3.00 +
Overhead:
Expenditure Variance: 
Actual 
Absorbed
Capacity Variance: 
Standard Capacity 
Operations a t Standard
Overhead Absorbed 
Standard Overhead
$60.75
49.50
—11.25
$45.00
45.00
49.50
45.00 —  4.50
.30
—  15.75
—  26.01
riances in costs that there were 
two which operate to produce a 
variance in material cost. There­
fore, we know that the material 
cost ratio of 132 is an end ratio 
and has in it the influence of the 
variance due to the price we paid 
for the raw material and the vari­
ance due to the quantity consumed. 
If we can ascertain the ratio on 
either of these two causes inde­
pendently we can readily find the 
other. The price ratio for the raw 
material used is easily obtainable 
from purchase accounts, which in 
this case indicate that material is 
costing 110 per cent of standard.
Then if we divide 132 by 110 we 
derive the usage ratio of 120.
You will find the correctness of 
these ratios substantiated by the 
detailed calculations shown in Fig­
ure 1 beneath the two examples 
being described.
Examination of the labor cost 
shows the labor hours to stand at 
110 per cent of standard. As the 
labor cost end ratio is 99, evidently 
the rates paid must stand at 90, 
that is to say, 99, the cost ratio, di­
vided by 110, the labor hour ratio. 
Ordinarily it would be quite diffi­
cult to ascertain the aggregate in­
fluence of wage rate changes, but
by this method of calculation it is 
quite simple to ascertain.
Incidentally, if 110 per cent of 
standard time is required to pro­
duce a given output, the output 
effectiveness is the reciprocal of 
110, namely, 91.
Coming to overhead, we absorb 
110 per cent of the standard over­
head due to the fact that we have 
operated at 110 per cent of 
standard time. The operating level 
shown is 110. In view of this 
it is significant to note that the to­
tal overhead “spending level” 
stands at a ratio of 135 ($60.75 di­
vided by $45.00). The question
FIGURE “2”
Exhibit “1”
Budget Actual Trends
Sales ........................ ........ ........ .......................................................................... $500,000 % 100 $600,000 % 100 Sales Trend 120
Cost ............................................... .....................................................................  300,000 60 450,000 75 Cost Trend 100
Gross Profit 200,000
Standard Cost ....................................................... ............................................. 250,000
Exhibit “2”
Price Trend . 
Volume Trend
Sales Trend
Actual Sales ....
Standard Sales
Net Variance
Proof
Actual Sales .. 
Cost of Sales
Actual Profit .... 
Expected Profit
Net Variance ..................
Plus $1,000 per point.
% 40 150,000 % 25 G. P. Trend 67
50 375,000 62.5 Price Trend 80 
/  margin Trend 80 =  Volume Trend 150
80 
... 150
80
160
80
200
. . . .  120 128 160
$600,000
750,000
$640,000
800,000
$800,000
1,000,000
(150,000)
100,000
(160,000)
120,000
(200,000) (Loss) 
200,000 Gain
( 50,000) ( 40,000) (Loss)
600,000
450,000
640,000
480,000
800,000
600,000
150,000
200,000
160,000
200,000
200,000
200,000
( 50,000) ( 40,000) (Loss)
Given a Price Trend of 80 at Volume Trend of:
100 minus 20 ..........
120 minus 24 plus 8 =  minus 16..........
150 minus 30 plus 20 =  minus 10..........
200 minus 40 plus 40 =  0... ......
250 minus 50 plus 60 =  plus 10..........
Exhibit “3”
We Lose 
$100,000 
80,000 
50,000
We Gain
$50,000
Exhibit “4”
Given an attainable price trend of 90, how much volume must be obtained to realize expected profit?
Price Volume 
@ 100 minus 10 plus 0 =  minus 10 minus $50,000 
@ 110 minus 11 plus 4 =  minus 7 minus $35,000 or $1500 per point 
@ 133.3 minus 13.33 plus 13.32 =  0.
Exhibit “5”
Given an attainable volume trend of 150, at what price level must sales be made to realize expected profits?
Volume Price 
@ 100 plus 20 minus 0 =  plus 20 plus $100,000 
@ 90 plus 20 minus 15 =  plus 5 plus $25,000 or $7,500 per point 
@ 86.67 plus 20 minus 20 =  0
Price Variance ....
Volume Variance
Sales Trend 120
im m ediately arises w hether it  is 
equitable to  spend fo r overhead a t 
th e  ra te  of 135 a t  a tim e when op­
erations stand a t  the  ra te  of 110 
(not to  m ention a t  an effectiveness 
of 91).
F igure  1 is shown as an example 
to  bring  out the  fundam entals of 
the  use of standard  costs under th is  
plan. You will see th a t  actual costs 
are  sta ted  alongside standard  costs, 
and th a t  ratios are  developed on 
the  elemental causes of variances 
in  costs. Evidently, if  these  vari­
ances can be controlled in th e ir  ele­
m ents, job costs should take care 
of them selves. The problem is usu­
ally one of m aking an article 
w ithin an attainable cost reason­
ably well known before hand.
So m uch fo r m anufacturing  
costs. The usefulness of th e  stand­
ard  cost accounting procedure is 
not confined to m anufacturing 
costs; nor, in fact, is the  proce­
dure which we today vaguely de­
fine as cost accounting. In  reality  
costs are  only a p a rt of the  much 
larger sphere of industrial account­
ing. We cannot stop w ith  costs and 
cost control, bu t m ust go on into 
all o ther phases of business in or­
der to be able to analyze and in te r­
p re t variances in profits. As the 
aim  in business is to  m ake profits, 
th e  principal field of usefulness fo r 
th e  industrial accountant is in the  
analysis of profit variances.
As was the  case previously m en­
tioned in connection w ith  m anufac­
tu rin g  costs, w herein the  causes of 
variances can be placed under six 
m ajor heads, it is also true  of net 
profit variances th a t, if  standard  
costs a re  used as the  basis fo r  
analysis, all variances in actual 
profits from  expected profits can 
sim ilarly be grouped under six m a­
jo r  causes. These a re :
(1) The price (or m argin) trend. 
This variance is composed of 
changes in sales prices combined 
w ith  the effect of changes in the 
composition of sales as between 
m ore or less profitable articles. P e r­
haps m argin  variance, or m argin  
trend , is a b e tte r  term , b u t I have 
used “price trend” on F igure 2 and 
shall adhere to  this.
(2) The volume trend  indicates
the  effect of selling m ore or less 
product.
(3) The cost trend , under which 
heading are  sum m arized the  
changes in m anufacturing  costs 
previously discussed.
(4) The capacity tren d  is one of 
the  six variances previously m en­
tioned under m anufacturing  costs, 
set out here separately because of 
its  importance.
(5) The norm al expense trend, 
which refers to the  portion of sell­
ing  and general expenses th a t  is
PROCEDURE OF SOLUTION.
The first requirement of th is problem  
calls specifically for a work sheet show­
in g  the trial balance at December 31, 
1926, based on the transactions that took  
place during the calendar year 1926.
The trial balance of December 31, 
1926, per the books is obviously the start­
in g  point. By adding back the figures 
appearing in the “Closing Entries as of 
June 30, 1926,” the nominal accounts 
show figures from  which the results of 
operation could be determined for the  
eighteen m onths period, July 1, 1925, to 
December 31, 1926.
In order to get the figures show ing the  
results of operation for the calendar year
1926, the nominal account figures for  the 
six  months ending December 31, 1925, 
and appearing in  the trial balance of that 
date m ust be deducted.
A fter doing this, the figures for the 
trial balance as called for by the require­
m ent of the problem can be extended into 
the fourth column on the working sheet.
In order to complete the working sheet 
for the purpose of determ ining the net 
profit for the year and to separate the  
figures for  the purpose o f the Profit and 
Loss Statem ent and the Balance Sheet, 
tw o more columns can be added to the 
working sheet.
So that the closing inventory can be 
brought on the working sheet, it  is  w ell 
to use separate lines for each o f the in ­
ventories and to use a line a t the bot­
tom  of the working sheet for the entry  
to credit Profit and Loss for  the closing  
inventory. It is better to do this than to
variable and th a t  should run  in 
accordance w ith  changes in volume.
(6) The abnorm al expense trend, 
which refe rs  to  changes in selling 
and general expenses beyond, or 
w ithin, the  norm al accompaniment 
to  th e  volume trend.
On F igure 2 are  shown some hy­
pothetical figures. There you will 
find under “E xhib it 1” a budget of 
expected sales, $500,000.00; cost 
of sales, $300,000.00; and gross 
profits, $200,000.00. The actual re-
(Continued on Page 281.)
add additional columns for the purpose 
of recording a single adjustment.
The inventories are calculated as fo l­
lows :
Calculation o f Gross Profit on Sales
Sales, July 1, 1925-June 30, 1926 $100,000 
Cost of Sales, July 1, 1925—
June 30, 1926:
Real E state Pur­
chases .................  $ 80,000
Construction Costs 100,000
$180,000
L ess —  Inventory,
Real E state June
30, 1926 .................  120,000
Cost of Sales (60%
of Sales) ............. ...  $60,000
Gross Profit (40% of  
Sales) ......................  40,000
Inventory—December 31, 1925.
Purchases o f Real E state (six  
months ending December 31,
1925) .............................................. $55,000
Construction Costs (sam e period) 88,600
$143,600
Less —  Cost o f Sales (sam e  
period) —  60% of Sales,
$45,000 ......................................... 27,000
Inventory, December 31, 1925.... $116,600
Inventory— December 31, 1926.
Inventory, December 31, 1925... $116,600 
Purchases o f Real E state (year
ending Dec. 31, 1926)............. . 85,000
Construction Costs (sam e period) 211,400
$413,000
Less —  Cost of Sales (sam e 
period) —  60% of Sales,
$379,100 ......... ..............................  227,460
Inventory, December 31, 1926.... $185,540
SOLUTION OF PROBLEM NO. 4 OF KENTUCKY 
EXAMINATION QUESTIONS, MAY, 1927
(Published on pages 244 and 245 of A ugust, 1927, issue.)
By JOHN B. TAN NER , C. P . A., (Ohio and W isconsin) International Accountants
Society, Inc.
Kentucky R ealty Company 
WORKING SH EET  
December 31, 1926
Add Deduct
Trial Balance C losing E ntries C losing Entries
Dec. 3 1 ,  1926 June 3 0 ,  1926 Dec. 3 1 ,  1926
 D ebits Credits Credits
Accounts Receivable ....................... ................ $9,000
A uditing Expense ....................... ........... ...........  500 $500 $300
Cash ... ............. ................ ................... ...............  2,400
Commission on R. E. Sales ..........................  16,000 1,800 1, 000
Construction Costs ......................... .................. 200,000 100,000 8 8 ,600
E xpense o f  Procuring Loans ..................... 2,000 
F e e s .... ..........................................................  14,000 7,000 5,000
General E xpense ..............................................  400 300 150
Insurance ..................................................... ........ 1,100 400
Interest ......... ................................................. 900 600 300
Investigation .......................................................  200
Legal Services ..................... ............................. 400 1,000 800
Machinery .............. ...... ........................................  1,200
N otes Receivable ........ .....................................  200,000
Rent ........................................... .............................  900 1,000 600
Real E state Purchases ............................. ...... 60,000 80,000 55 000
Taxes ....................................................................... 800 400 2 00
W ages and Salaries .......................................... 8.000 12,000 6,000
Inventory, Real E state, June 30, 1926.... 120,000 *120,000  
A dvertising .........................................................  400 200
Auto Expense ..................................................... 600 300
Building Perm its ..............................................  1,500 950
Inventory, Real Estate, Dec. 31, 1925 .... *116,600
Inventory, Real E state, Dec. 31, 1926 .... 
Total Profit and Loss Debits .................
T otals ............................................................ 637,800 87,500 42800
* Debit
Credits Debits Debits
Accounts Payable ............................................ $6,000
A cm e Bldg. and Loan A ssociation ............. 3,800
Capital Stock ..................................................... 50,000
Discount ................................................................  2,000
Jefferson Bldg. and Loan A ssociation .... 4,000
N otes P ayable ................................ ....................  20,000
Real E sta te Sales ... ........................................ 324,100 $100,000 $45,000
Street W arrants Payable ..............................  400  
Surplus ..................................................................  12,500 *12,500 *2,200
State Finance Company ................................  215,000
Inventory Adjustm ent, Dec. 31, 1926 ....
Total Profit and Loss Credits .................
Less— Profit and Loss Debits ... ..............
Net Profit for Y ear ..........................................
Totals ............................................................ 637,800 87,500 42 800
*Credits
Trial Balance 
Dec. 3 1 ,  1926 
for  cal’n ’r. year  
D ebits 
$9,000 
700 
2 ,400 
16,800 
211,400 
2,000 
16,000 
550 
1,500 
1,200 
200 
600 
1 ,200 
200,000 
1,300
85,000 
1,000
14,000
200 
300 
550 
116,600
682,500
Credits
$6,000
3.800
50,000 
2,000 
4,000
20,000 
379,100
400 
2,200 
215,000
Profit 
and Loss 
Jan.-D ec. 1926
$700
16,800
211,400
2,000
16,000
550
1,500
1,200
200
600
1,300
85,000 
1,000
14,000
200
300
550
116,600
469,900
$2,000
379,100
185,540
566,640
469,900
96,740
Balance
Sheet
$9,000
2,400
1.200
200,000
682,500
185,540
398,140
$6,000
3,800
50,000
4,000
20,000
400
2,200
215,000
96,740
398,140
Kentucky R ealty Company 
BALANCE SHEET  
December 31, 1926.
A SSETS
Cash ................................................... $ 2,400
N otes Receivable ..........................  200,000
Accounts Receivable ..................  9,000
Inventory, Real E state ...............  185,540
Machinery ........................................ 1,200
Total A ssets .............. ................  $398,140
LIABILITIES
N otes Payable ...............  $20,000
Accounts Payable ... ....... 6,000
Street W arrants payable 400 
Acme Bldg. & L’n A ss’n 3,800 
Jefferson B. & L. A ss’n. 4,000 $ 34,200
State Finance Company
Total L iabilities ...........
N ET WORTH
Capital Stock .................  $50,000
Surplus:
Bal. Jan. 1,
1926   $ 2,200
215,000
$249,200
N et Profit 
for  year....  96,740 98,940
Total N et 
W orth.... $148,940
Total Lia- 
bilities&
N et w ’th $398,140
Kentucky R ealty Company 
PROFIT and LOSS STATEM ENT  
for  the year ending December 31, 1926.
Sales $379,100
Cost of Sales:
Inventory, Dec. 31,
1925  ...........  $116,600
Purchases o f Real
E state .................... 85,000
Construction Costs... 211,400
$413,000
Less —  Inventory,
Dec. 31, 1926........  185,540
Cost o f Sales........  227,460
Gross Profit on Sales $151,640
Operating Expenses:
A dvertising ............... $ 200
Auto E xpense ........... 300
A uditing Expense .... 700
Building Perm its ......  550
Com. on Real Est.
Sales ..........................  16,800
Expense o f Procur­
ing L o a n s .................  2,000
F ees ..............................  16,000
General Expense ......  550
Interest ........................ 1,200
Insurance .................... . 1,500
Investigations ........... 200
Legal Services ........... 600
Rent ............................... 1,300
T axes ............................  1,000
W ages & Salaries........  14,000 56,900
$ 94,740
Other Income:
Discount .......................................  $ 2,000
N et Profit for  year.___ ___  $ 96,740
Government Accounting
ACCOUNTING FOR THE GENERAL FUND
(Continued From  A ugust issue.)
The Proprietary Balance Sheet
The accounts used in the  pro­
p rie tary  balance sheet are as fol­
lows:
1. Current A ssets
1. Cash
2. C urrent Taxes Receivable
3. Delinquent Taxes Receivable
4. Accounts Receivable
5. Miscellaneous Revenues Re­
ceivable
6. Due from  O ther Funds
2. D eferred Debits
3. Fixed A ssets  
1. F u rn itu re  and F ix tu res
2. Scientific and Educational
Equipm ent
3. Miscellaneous Equipm ent
4. Buildings, S tructu res and P er­
m anent Im provem ents
5. Lands and In te rest in Lands
4. Current Liabilities
1. W arran ts  Payable
2. Accrued In te rest
3. Due to  O ther Funds
4. Tem porary Loans
5. D eferred Credits
6. Reserves
1. Reserve fo r A batem ents and
Uncollectible Taxes
2. Reserve fo r Depreciation—
F urn itu re  and F ix tu res
3. Reserve fo r Depreciation—
Scientific and Educational 
Equipm ent
4. Reserve fo r Depreciation—
Miscellaneous Equipm ent
5. Reserve fo r Depreciation—
Buildings, S tructu res and 
Perm anent Im provem ents
7. C urren t Surplus
8. Fixed Capital Surplus
Cash. The account, Cash, nor­
mally has a  debit balance. I t  rep­
resents th e  am ount of cash in the  
treasu ry  applicable to  th e  General 
Fund.
Cash
D ebit:
1. W ith all m oneys received into the 
General Fund. (Contra: E ntries m ay  
be to either of the follow ing dependent 
upon the nature of the receipt.
By JOHN B. PA Y N E , C. P . A., 
W ashington, D. C.
Editor’s N ote: This completes the ar­
ticle prepared by Mr. Payne for The 
Comptroller, the organ of the N ational 
A ssociation o f Comptrollers and A c­
counting Officers. The first installm ent 
appears in our A ugust issue.
1. Current Taxes Receivable.
2. Delinquent Taxes Receivable.
3. Accounts Receivable.
4. M iscellaneous Revenues R eceiv­
able.
5. Due From Other Funds.
6. Income Accounts.)
C redit:
(a ) W ith all disbursements made from  
the General Fund. (Contra: W arrants 
Payable.)
N ote: A ll transfers should be made 
by W arrant, as th is procedure makes 
for simpler and more efficient account­
ing.
C urrent Taxes Receivable. The
account, C urrent Taxes Receivable, 
normally has a debit balance. I t 
represents the  am ount of taxes ap­
plicable to the  general fund and 
to the  curren t fiscal period which 
have not been collected. I t  is a con­
tro l account and is supported by 
subsidiary accounts kept in the  
Taxes Receivable Ledger fo r each 
kind of tax , i. e., general property  
tax , income tax , poll tax, business 
taxes, etc. The adm in istra to r by 
refe rring  to the  control account 
m ay readily ascertain  the  to ta l 
am ount of uncollected taxes, bu t 
in order to ascertain  how m uch of 
th a t  am ount was applicable to  gen­
eral property  taxes he would re ­
fe r  to  the  subsidiary account fo r 
general p roperty  taxes in the  Tax­
es Receivable Ledger. This sub­
sid iary  account is in tu rn  support­
ed by the  itemized tax  roll which 
is prepared in the  tax  office.
Current T axes Receivable
D ebit:
1. W ith amount of current tax  bills 
rendered applicable to  the General Fund. 
(Contra: Revenues—T axes.)
C redit:
(a) W ith amount of collections appli­
cable to General Fund on account of 
Current T axes. (Contra: Cash.)
(b) W ith amount of uncollected taxes 
that are overdue. (Contra: Delinquent 
Taxes Receivable.)
Delinquent Taxes Receivable.
The account, Delinquent Taxes Re­
ceivable, normally has a debit bal­
ance. I t  represents the  am ount 
of taxes owed the  governm ent 
which are  p ast due. The opera­
tion of th is  account is sim ilar to 
th a t  of the  account, C urren t Taxes 
Receivable. The object of carry ­
ing two accounts is to  segregate 
the  taxes receivable into (1) Cur­
ren t Taxes Receivable which in­
cludes those item s which are  not 
over-due, and (2) Delinquent Tax­
es Receivable which includes those 
item s which are p ast due.
Accounts Receivable. The Ac­
counts Receivable account norm al­
ly has a debit balance. I t rep re­
sents the  am ount due the  General 
Fund on account of bills rendered 
fo r fees, services, sale of commod­
ities, ren ts, assessm ents, etc.
Accounts Receivable
D ebit:
1. With total amount o f bills rendered 
for fees , services, sale of commodities, 
rents, assessm ents, etc. (Contra: R eve­
nue Accounts.)
Credit:
(a) With amount of collections on ac­
count of fees , services, sale of commodi­
ties, rents, assessm ents, etc. (Contra: 
Cash.)
Miscellaneous Revenues Receiv­
able. The account, Miscellaneous 
Revenues Receivable, normally has 
a debit balance. I t  represents the  
am ount due the  General Fund on 
account of bills rendered fo r all 
miscellaneous item s not included 
under taxes or accounts receivable.
M iscellaneous Revenues Receivable 
D ebit:
1. W ith amount o f bills rendered for  
m iscellaneous revenues not included un­
der taxes or accounts receivable. (Con­
tra: Revenue Accounts.)
C redit:
(a ) W ith amount o f collections on ac­
count of m iscellaneous revenues not in­
cluded under taxes on accounts receiv­
able. (Contra: Cash.)
Due From  O ther Funds. The ac­
count, Due From  O ther Funds, 
norm ally has a debit balance. I t  
represents the  am ount due the 
General Fund on account of ad­
vances m ade to o ther funds. Such 
advances m ay be e ither actual cash 
advances or they  m ay consist of 
supplies, m aterials, o r services 
furnished to units operating under 
o ther funds.
Due From Other Funds
D ebit:
1. W ith amount of cash advanced to 
other funds. (Contra: W arrants P ay­
able.)
2. W ith value o f supplies, m aterials 
or services furnished to units operating 
under other funds. (Contra: The asset 
or expense account to which such sup­
plies, m aterials, etc., w ere originally  
charged.)*
Credit:
(a) W ith amounts collected from  oth­
er funds on account of advances from  
the General Fund. (Contra: Cash.)
*Under the system  contem plated here 
transactions of th is kind would be com­
paratively few  under the General Fund, 
as is it  recommended that central supply 
services, repair services, etc., be estab­
lished and operated under working capi­
ta l funds.
D eferred Debits. The account, 
D eferred Debits, norm ally has a 
debit balance. I t  represents the  
am ount of expenditures made fo r 
certain  expense item s, fo r which 
benefit will be derived over a long­
er period th an  the  cu rren t fiscal 
year of biennium. In o ther words, 
it  represents the  am ount of ex­
pense item s which have been paid 
in advance.
Deferred Debits
D ebit:
1. With am ount of expense item s paid 
in advance. (Contra: W arrants P ay­
able.)
C redit:
(a ) W ith amount of expense applica­
ble to  the current period. (Contra: E x­
pense Accounts.)
Fixed A ssets. Fixed A ssets 
are  those whose useful life extends
beyond th e  period of the  curren t 
fiscal year or biennium  and have a 
continuing value. U nder th is  head­
ing are  included such assets as 
fu rn itu re  and fix tu res; office, scien­
tific, educational and m iscellan­
eous equipm ent; buildings; and 
lands. This group of assets m ay 
therefo re  be subdivided as follow s:
1. F u rn itu re  and F ix tu re s
2. Scientific and Educational
Equipm ent.
3. Miscellaneous Equipm ent
4. Buildings, S tructures and
Perm anent Im provem ents
5. Lands, and In te rests  in Lands.
F urn itu re  and F ix tures. The ac­
count, F u rn itu re  and F ix tures, 
norm ally has a debit balance. I t
represents the  original cost of the  
fu rn itu re  and fixtures purchased. 
I t  is a  control account and is sup­
ported by a detail account, fo r each 
class of fu rn itu re  and fiixtures, 
which is m aintained in the  Fixed 
P roperty  Ledger. The original 
cost of th e  fu rn itu re  and fixtures 
is w ritten  down periodically by 
charging the  am ount of depre­
ciation applicable to th e  period to 
expense and crediting the  reserve 
fo r depreciation. In preparing the  
balance sheet the  assets would be 
listed a t  the  am ount shown in the  
F u rn itu re  and F ix tu res account 
which would be reduced on the  bal­
ance sheet by the  Reserve fo r de­
preciation of F u rn itu re  and F ix ­
tures.
Furniture and Fixtures
D ebit:
1. W ith cost o f furniture and F ixtures 
purchased. (Contra: W arrants Payable.) 
Credit:
(a ) W ith original cost of Furniture 
and F ixtures disposed of. (Contra: Re­
serve for  Depreciation of Furniture and 
F ixtures.)
The o ther accounts of the  fixed 
asse t group are  the  sam e in princi­
ple as th e  account, F u rn itu re  and 
F ix tures, except th a t  depreciation 
would not apply to  the  account, 
Land and In te rests  in Land.
W arran ts  Payable. The account, 
W arran ts  Payable, norm ally has a  
credit balance. I t  represents the  
am ount of w arran ts  which have
been draw n fo r the  paym ents of 
vouchers, b u t which have not been 
paid by the  T reasurer.
A t th is  point i t  m ay be well to  
note briefly the  general procedure 
on which th is  discussion is predi­
cated. As soon as a  voucher is  ap­
proved fo r paym ent an order is 
draw n on the  T reasurer in favor 
of the  payee fo r the  am ount of the  
voucher. This order is known as 
a w arran t. The w arran t is signed 
by the  A uditor or Comptroller and 
the  T reasurer and then  tran sm it­
ted  to  the  payee. To all in ten ts 
and purposes, so fa r  as the  payee 
is concerned, th is  w arran t is the  
same as if  he had actually received 
a check. The payee indorses th e 
w arran t and deposits it  in his bank 
and receives cred it to his account. 
The bank, as it  accum ulates these 
w arran ts, presents them  to  the  
T reasurer fo r paym ent. Thus, the  
T reasurer m ay redeem a large 
am ount of w arran ts  by the  issue 
of only one check. The payee m ay 
elect to present his w arran t di­
rectly  to th e  T reasurer and receive 
cash paym ent therefor.
W arrants Payable
D ebit:
1. W ith amount o f warrants paid by 
the Treasurer. (Contra: Cash.)
Credit:
(a ) W ith amount of warrants drawn 
in  paym ent o f vouchers. (Contra: A s­
set or expense accounts.)
(b) W ith amount o f advances or trans­
fers made to other funds by warrant. 
(Contra: Due from  Other Funds or 
transfers to other Funds.)
Accrued In terest. The account, 
Accrued In terest, norm ally has a 
credit balance. I t  represents the  
am ount of accum ulated in te rest 
no t ye t due.
Accrued Interest
D ebit:
1. W ith amount o f interest paid. (Con­
tra: W arrants Payable.)
Credit:
(a ) W ith amount of interest accrued 
applicable to the current fiscal period. 
(Contra: Interest Expense Account.)
Due to  O ther Funds. The ac­
count, Due to  O ther Funds, nor­
m ally has a credit balance. I t  rep­
resents the  am ount owed to o ther
funds of the governm ent either a 
a result of borrowing, or on ac­
count of supplies, m aterials, or 
services having been furnished by 
organization units operating under 
other funds.
Due to O ther Funds
D ebit:
1. W ith am ounts paid to  other funds 
on account of borrowings. (C ontra: 
W arran ts Payable.)
2. W ith am ounts paid to o ther funds 
on account of supplies, m aterials or serv­
ices furnished. (Contra: W arran ts P ay ­
able.)
C red it:
(a) W ith am ounts borrowed from  O th­
er Funds. (Contra: Cash.)
(b) W ith value of supplies, m aterials, 
or services furnished by un its operating 
under other funds. (C ontra: A sset or 
expense accounts.)
Temporary Loans. The account, 
Temporary Loans, has a credit bal­
ance. It represents th e amount 
owed by a governm ent on account 
of borrowings to  m eet temporary 
em ergencies. Such borrowings are 
often  made to m eet current operat­
ing expenses, prior to the due date 
of taxes. These borrowings m ay  
be made by issuing notes for a 
tem porary period or through the  
process of registering warrants. 
For instance, warrants m ay be 
presented to the Treasurer for pay­
ment, and he has no cash w ith  
which to pay them , but in lieu  
thereof he agrees to register them , 
and to pay interest thereon from  
the date of registration until th e  
date of paym ent. The transaction, 
therefore, partakes of the nature 
of a temporary loan from  the hold­
ers of the warrants to th e govern­
ment.
Tem porary Loans
D ebit:
1. W ith am ounts paid to liquidate 
Tem porary Loans. (C ontra: W arran ts 
Payable.)
C red it:
(a) W ith am ount of tem porary  bor­
rowings. (C ontra: Cash.)
Deferred Credits. The account, 
Deferred Credits, normally has a 
credit balance. It represents the  
amount of revenues received in ad­
vance, i. e., collections which are 
received in one period but are ap­
plicable to the income of a later pe­
riod and should not, therefore, be 
credited to the operations of the  
current period.
Deferred Credits
D ebit:
1. W ith am ounts of deferred income 
applied to the curren t period. (Contra: 
Revenue Accounts.)
C red it:
(a) W ith am ount of revenue received 
which is applicable to fu tu re  fiscal pe­
riods. (Contra: Cash.)
Reserve for Abatem ents and U n­
collectible Taxes. The account, Re­
serve for Abatem ents and Uncol­
lectible Taxes, normally has a cred­
it balance. It represents the esti­
mated dieffrence between the  
amount of taxes billed and the  
amount which will be actually col­
lected; much difference resulting  
from  allowances on account of 
claims for refunds o f overcharges 
and item s which it is estim ated  
cannot be collected. This account 
is the sam e in principle as a re­
serve for bad debts account in com­
mercial practice. It is in reality a 
valuation account of the accounts 
Current Taxes Receivable and De­
linquent Taxes Receivable, and 
should be reported on the debit side 
of the balance sheet as a deduction 
from Taxes Receivable.
Reserve for Abatem ent and Uncollectible 
Taxes
D ebit:
1. W ith excess of am ount billed over 
am ount collected. (Contra: C urrent Taxes 
Receivable.)
C redit:
(a) W ith the difference between the 
am ount of taxes billed and the  estim ated 
am ount th a t will be collected. (Contra: 
C urrent Taxes Receivable.)
Reserve for Depreciation— Fur­
niture and F ixtures. The account, 
Reserve for Depreciation— Furni­
ture and Fixtures, normally has a 
credit balance. It represents the  
accumulated loss in value by which  
the furniture and fixtures have 
wasted due to  wear and tear from  
ordinary usage. This is a valua­
tion account of its related asset, 
“Furniture and F ixtures.” On the  
balance sheet the item  “Furniture 
and F ixtures” should be shown at 
original value and the amount of
the depreciation should be deduct­
ed therefrom  and the net value ex­
tended.
Reserve for Depreciation—Furniture and 
F ixtures
D ebit:
1. W ith am ount of depreciation se t up 
fo r fu rn itu re  and fixtures sold, discarded 
or otherwise disposed of. (C ontra: F u r­
n itu re and F ixtures.)
C red it:
(a) W ith am ount of depreciation w rit­
ten  off periodically. (Contra: P roper ex­
pense account.)
The depreciation of the other 
fixed assets is handled in the same 
manner as the depreciation on fu r­
niture and fixtures.
Current Surplus. The account, 
Current Surplus, normally has a 
credit balance. It represents the  
excess of current assets over cur­
rent liabilities. This account is  not 
active except at the opening and at 
the close of the fiscal period. A t 
the beginning of the period the ac­
count is credited w ith  the amount 
brought forward from the prior pe­
riod, the contra debit entries being  
made to the current asset accounts. 
A t the close of the period all the  
revenue and expense accounts are 
closed to Current Surplus. In clos­
ing the books th is account m ust 
also be debited w ith  the amount of 
expenditures made for capital out­
lays, since such expenditures in­
volve a reduction of cash which is 
a current asset. The contra entry  
will be a credit to  Fixed Capital 
Surplus. The Current Surplus ac­
count is the connecting link be­
tw een the balance sheet and the  
statem ent o f operations. The sta te­
ment of operations reflects the na­
ture of the transactions which de­
term ine the current surplus as 
shown on the balance sheet.
Current Surplus
D ebit:
1. W ith debit balances of all expense 
accounts a t end of period. (Contra: Ex­
pense Accounts.)
2. W ith am ount expended fo r Capital 
Outlays. (Contra: Fixed Capital Sur­
plus.)
3. W ith am ount of losses sustained fo r 
which provision has not been made. (Con­
tra :  Account to which loss was charged.)
(Continued on Page 280.)
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ACCOUNTANCY 
THEORY AND PRACTICE
F irs t Day—Morning Session
Question No. 1: In the  tr ia l balance (before closing) of the 
Adams-W est Company, April 30, 1927, are found the follow­
ing balances:
Acct. No. Accounts
1211 Inventory—H o sie ry .........................
1212 Inventory—N eck w ear...... ..............
1213 Inventory—Shirts ...........................
411 Sales—Hosiery ...............................
421 Sales—Neckwear ..... .....................
431 Sales— Shirts ...................................
412 Purchases—Hosiery ......................
422 Purchases—Neckwear ..................
432 Purchases— Shirts .........................
511 Expense—Hosiery D epartm ent....
512 Expense—Neckwear D epartm ent
513 Expense— Shirt D epartm en t........
52 Expense—Light ...............................
53 Expense—H eat ...............................
54 Expense—Buildings ......... ............
The inventories taken a t same date were:
Hosiery ........... ............ ................................... .
Neckwear ........................................................................ ................  1,000
Shirts ........... ................................................................... ...............  300
A gasoline engine and dynamo (occupying 50 square fee t of 
space) produce the light, and the heat is produced from  a hot- 
w ater heating  system  (occupying 100 square fee t of space). 
The Hosiery D epartm ent occupies 500 square fee t of space, 
is lighted by 10 sixteen candle-power globes, and is heated 
by two radiators.
The Neckwear D epartm ent occupies 550 square feet, is lighted 
by 15 sixteen candle-power globes, and is heated by two rad ia­
tors.
The Shirt D epartm ent occupies 800 square fee t of space, is 
lighted by 30 sixteen candle-power globes, and is heated by 
three radiators.
In your solution show the following:
1. Journal entries. Apportioning Expenses.
2. A djusting journal entries.
3. Closing journal entries (using three Cost of Goods Sold 
Accounts.)
4. N et profit or loss in Hosiery; in Neckwear; in Shirts. 
This problem involves no factors not clearly expressed or im­
plied herein.
Question No. 2: The capital of a partnership  is distributed 
as follows: Gray, $90,000.00; Rudd, $45,000.00; N ettles, $15,-
000.00.
The profit sharing agreem ent is as follows: Gray, 50%, 
Rudd 30%; N ettles, 20%. The p artn e rs’ salaries are as fol­
lows: Gray, $5,000.00; Rudd, $3,000.00; N ettles, $2,000.00. A t 
the close of the first year’s business N ettles dies. The books 
are closed and the net assets of the business are shown to be 
$152,500. G ray and Rudd liquidate the affairs of the  p a rtn e r­
ship and distribute the surplus assets as follows: F irs t dis­
tribution, $42,410.20; second distribution, $74,622.30; final dis­
tribution, $31,967.50.
P repare a  statem ent of the partne rs’ accounts, showing 
how the distribution of the assets should be made and the 
apportionment.
Question No. 3 : Discuss the change caused by discount­
ing  the notes receivable and its  result, particularly  in refer­
ence to the ratio  of curren t assets to curren t debt, which oc­
curred in Balance Sheet “A” to  give the condition shown in 
Balance Sheet “ B.” W hat precaution should an  auditor take 
in such cases?
BALANCE SHEET “A”
ASSETS
Cash ......... ..............................................................................  $200.00
Accounts Receivable .........................................................  5,000.00
Notes Receivable ............................ ............................... ..... 2,000.00
Merchandise .......................................................................... 4,000.00
$11,200.00
LIABILITIES
Accounts Payable ......... .....................................................  $6,000.00
N et W orth .......................................................................-.....  5,200.00
$11,200.00
BALANCE SHEET “B”
ASSETS
Cash ............................................................................... ......... $200.00
Accounts Receivable ...........................................................  5,000.00
Merchandise .... ............................................................. ....... 4,000.00
$9,200.00
LIABILITIES
Accounts P a y a b le .................................................................  $4,000.00
N et W orth ......................................... -..................... -............ 5,200.00
$9,200.00
Question No. 4: The A rticles of Partnersh ip  of the firm 
of  Beckwith & Greene specify th a t in terest should be credited 
to the partners based on th e ir  average capital.
A t the end of the year the two partne rs’ capital accounts 
appear as follows:
Beckwith—Capital Account
May 1........................... $15,000 $25,000 Bal...................... J a n . 1
Dec. 1........................... 3,000 5,000............................. Mar. 1
1,000 June 1
8,000 Nov. 1
Greene—Capital Account
Aug. 1........................... $3,000 $15,000 Bal....................Jan  1
Nov. 1..........................  2,500 2,000.............................Apr. 1
Dec. 1........................... 500 1,000.............................May 1
1,500 .................June 1
4,500 Sept. 1
Determine the average capital fo r each of the two p a r t­
ners fo r the year.
Question No. 5: The following is the Balance Sheet of 
the N orth Cotton Mills, Inc., Charlotte, N. C., a t January  1, 
1926:
Cash ........................................................ ............................ ......$50,000.00
Accounts Receivable ...................................................... ...... 200,000.00
Inventory ......... .................. ............................................ ...... 300,000.00
P lan t and Equipm ent ..................... ............................ ...... 750,000.00
$1,300,000.00
Accounts Payable ................... .......................................  $100,000.00
Capital Stock ...................................................................  1,000,000.00
Surplus .................................. ...........................................  200,000.00
$1,300,000.00
Certain of the stockholders sold the ir holdings and it was 
decided to form  a new company as a t January  1, 1926 which 
was to have a capital of 5,000 shares 7% Preferred  of $100.00 
p a r  value, and $500,000.00 Common Stock. The new Com­
pany took over the assets and liabilities a t the values a t  which 
they were in the Balance Sheet of the old Company.
Debits Credits 
$1,000 
1,200 
900
4,500
2,000
3,000
150
175
225
100
148
400
$5,000
4,000
6,000
$ 700
The new Company, during the year 1926, made a profit 
of $200,000.00 before paying the Preferred dividend for the 
year and before Federal and State Income Taxes.
The Preferred Stock had a sinking fund provision that 
10% of the net profits after Preferred dividends and Federal 
and State Income Tax was to be appropriated for the retire­
ment of the Preferred Stock. In accordance with this pro­
vision, the necessary amount was paid on December 31, 1926 
to the Trustees and the maximum number of shares at par 
were bought in out of the appropriation.
On September 30, 1926, the Company had an appraisal 
made of its plant and equipment, the value shown by the ap­
praisal being $900,000.00. The appraisal was set up on the 
books and is to be shown in the Balance Sheet of December 
31, 1926.
You have been asked to prepare and certify a Balance 
Sheet of the Company as at December 31, 1926, and also to 
advise the directors of the amount of surplus as at December 
31, 1926 available for cash dividends on the Common Stock. 
Prepare the Balance Sheet which is to be used for submis­
sion to the stockholders and for credit purposes, and state 
the surplus available for cash dividends.
In your answer assume that the profit was all in cash 
and that the Accounts Receivable, Inventory and Accounts 
Payable were the same amounts at December 31, 1926 as at 
January 1, 1926, also ignore the question of depreciation.
Question No. 6: “A” corporation issues 50 bonds, par 
value $50,000.00, bearing 5 per cent interest, payable annually. 
The bonds are numbered serially, and are to be retired in con­
secutive groups of 10 each year. They are to be sold at date 
of issue for an average price of $950.00.
(a) Submit in form of ledger accounts, all entries re­
quired to handle this bond issue, in what you consider the 
most equitable manner, from date of issue to retirement.
(b) “B” corporation buys bonds Nos. 21 to 40 inclusive, 
on date of issue, at $950.00 each, and sells Nos. 21 to 30 at 
the end of two years for $1,000.00 each. The other ten bonds 
are retired when due.
Submit, in the form of ledger accounts, all necessary en­
tries in corporation “B’s” books for handling the matter in 
what you consider the most equitable manner.
First Day—Afternoon Session
Question No. 7: The Fair Department Store, organized 
January 1, 1920, suffers a fire loss just before inventory De­
cember 31, 1922. The books disclose the following facts:
Furniture
$2,000.00
3,000.00
1,000.00 
2 ,000.00
justment under the following concurrent policies containing 
the 80 per cent coinsurance clause.
Stock
Home Insurance Company.................  $10,000.00
Glen Falls Insurance Company .......  15,000.00
Globe Insurance Company ...............  5,000.00
Equitable Insurance Company .... .....  10,000.00
(c) If the property loss had been 50 per cent, what 
amounts would have been the proper adjustments?
Question No. 8: The following comparative balance sheet 
of a commercial bank located in a large City shows an unus­
ually rapid growth as well as certain other features. Analyze 
the statements and discuss comparatively the most remark­
able features contributing to the success of the institution.
RESOURCES (000’s Omitted)
1919 1923 1925
Cash ............................ ....... . .........  $629 $1,638 $1,772
Loans and Discounts ........... .......... 4,726 16,530 14,599
Bonds and Investments ....... ..... .... 1,685 4,131 3,883
Real Estate ............... ............ .........  1,094 1,309 1,197
Miscellaneous Assets ............ ......... 18 159 202
$8,152 $23,767 $21,653
LIABILITIES
Deposits ...........................................$6,602
Bills Payable ........................... ....... 150
Rediscounts .......... .................... ..................
Miscellaneous Liabilities ............ 73
Mortgages on Real Estate .......... 605
Capital Stock ...................... ..........  500
Surplus and Undivided Profits.....  222
$16,558
478
3,388
189
1,154
$18,271
206
2,000
1,176
$8,152 $23,767 $21,653 
Question No. 9: Jones and Smith enter into a partnership 
agreeing to share profits in proportions indicated by their re­
spective investments. Jones agrees to invest $25,000.00 and 
Smith $15,000.00, which is invested in land and buildings, $10,-
000.00, and Merchandise, $30,000.00. Before they have begun 
business, Brown, believing Jones and Smith to have a good 
venture, offers to buy a one-third in the business for $20,000.00. 
Jones agrees to Brown’s proposition provided Smith will pay 
him a bonus of $4,000.00 out of his (Smith’s) share. This 
Smith agrees to do and the sale is made to Brown.
Distribute the $20,000.00 between Jones and Smith so that 
the interest of all three partners will be equal.
Question No. 10: The North Carolina National Bank calls 
you into consultation and requests you to review the follow­
ing balance sheet of the Southeastern Lumber Company. If 
you do not approve of the form of this balance sheet, recon­
struct it in accordance with your ideas and submit such com­
ment as you think should be made for the information of 
your client.
BALANCE SHEET AS AT DECEMBER 31, 1926
ASSETS
Current Assets:
Cash on hand ............................ ............................
Cash with local banks—current accounts .......
Cash with New York banks—for redemption
of bonds---------------------------- -------------------
Advances to President—secured by stock of
company ------------------ ------------- ------- -------
Advances to wife of President—unsecured _
Customers’ accounts receivable—not due ___
Customers’ account receivable—past due .......
Logs in woods, at cost to cut (nothing includ­
ed for stumpage) — ----- ------------------------ -
Lumber at mills and in yards ($5.00 per M ft.
included for stumpage) _____________ _ _
Railroad from woods to mill—at cost in 1917 
First payment on purchase of properties of 
East Coast Lumber Company (purchase 
price, $2,000,000, payable $475,000 January
1, 1927, 1928, and 1930) ________ __ _ __
$1,000.00
50,000.00
10,000.00
100,000.00
50,000.00
200,000.00
120,000.00
200,000.00
200,000.00
300,000.00
Total current assets
100,000.00 
................ . 1,331,000.00
Inventory beginning ____
Purchases during year ......
Allowance on Purchases
Sales _________________
Allowance on Sales ___
Advertising ................. ......
Salaries ____________ __
Wages _______________
Delivery .......... ...... ..........
Depreciation of Furni­
ture ....... — .................
Stationery and Printing...
Gas — ................... ...........  
Rent _______________....
Insurance _____________
Interest .............................
Light ....... ................... .....
Water -----------------— ...
Taxes—Ordinary ----------
Telephone .............. ....... ....
General ______________
Traveling -------------------
Furniture and Fixtures—
Dec. 
31, 1920 
$44,244.04 
171,133.33 
11,900.12 
197,474.49 
4,294.37 
3,487.39 
8,295.92 
16,684.30 
567.34
169.31
282.40
75.09
5,350.00
927.15
1,571.02
612.53
29.21
438.80
33.75
2,041.30
352.94
9,000.00
Dec. 
31, 1921 
$51,894.68 
173,478.81 
15,182.62 
209,397.00 
4,594.50 
3,334.45 
9,196.72 
16,628.75 
567.38
372.92 
309.30
45.55
5,400.00 
856.42
1,506.89
567.40
28.51
597.00
52.27
3,343.37
351.93
9,500.00
Dec. 
31, 1922 
$50,396.40 
157,188.09 
8,293.54 
195,937.98 
5,179.19 
2,987.56 
9,196.72 
17,531.22 
1,053.34
112.94
300.00
62.02
5,400.00
770.40
1,695.80
525.06 
27.63
891.07 
54.00
2,581.32
278.28
10,500.00
You are asked by the appraisers:
(a) To determine the value of assets destroyed.
(b) To arrive at correct amounts to effect a complete ad-
Prepaid Expenses:
In terest, insurance, taxes, etc...............................  $25,000.00
Properties and P lan ts:
Time lands, as shown by the books ................  1,000,000.00
Mill properties, as appraised a t January  1,
1919, w ith subsequent additions ..................... 500,000.00
Deferred Charges:
Discount to bankers when first m ortgage bonds
were issued on January  1, 1918 .... ..................  100,000.00
Total assets ......... ............................................  2,956,000.00
LIA BILITIES
C urrent L iabilities:
Notes payable to banks ...................... ............... ..$1,000,000.00
Trade accounts payable .........................................  200,000.00
Accrued payroll ....... .................... ..........................  50,000.00
Total curren t liabilities .................................  1,250,000.00
Deferred Liabilities:
Claim by T reasury  Departm ent, U. S. Govern­
ment, in respect of 1917-1920 taxes. The 
Board of Appeals has. decided against the 
company, and the am ount is payable June
15, 1927 ....................................... ............. .......... . 300,000.00
F irs t M ortgage Gold Bonds .......................................... 500,000.00
Payable $100,000 on January  1, 1927, and 
$50,000 each succeeding January  until re ­
deemed.
Capital Stock:
P referred—7 per cent cumulative (las t divi­
dend paid on December 31, 1921) ......... ......  250,000.00
Advances by vice-president—secured in p a rt 
by assignm ent of $110,000 trade accounts
receivable ...............................................................  300,000.00
Reserves fo r bad debts, allowances, etc....... ...  20,000.00
Common stock ..........................................................  300,000.00
Surplus ................. ....................................................  36,000.00
Total liabilities .................................. .............. 2,956,000.00
Question No. 11: Given the  following balance sheet and 
earnings sta tem ent of the M arx Clothing Company:
BALANCE SHEET, AS AT JANUARY 1, 1927
ASSETS
Cash ......... ...............................................................................  $500.00
Accounts Receivable .............................................................  12,000.00
Merchandise .................. .......................................................  22,500.00
F urn itu re  and F ix tures ......................................................  5,000.00
Total ..................................................................................  40,000.00
LIA BILITIES
Accounts Payable ................................................................ $11,000.00
Notes Payable .......................... ............................... .............  9,000.00
Total Liabilities ............................................................  20,000.00
N et W o r th .... ............. .............................................................. 20,000.00
Total ..................................................................................  40,000.00
Statem ent of Earnings for the Year 1927
Sales .............................................. .............. .............................$60,000.00
Cost of Sales ....................................................... .................  40,000.00
20,000.00
Expenses ......... ....... ................................................................  18,000.00
N et Profit .................... ...................................................  2,000.00
Of the to ta l sales, $25,000.00 were sold on credit. About 
one-third of the selling price represents profit. Required a  
full discussion and your conclusion on the following:
1. The C urrent A sset—C urrent Liability Ratio.
2. Condition of the Accounts Receivable.
3. Turnover.
4. C redit risk.
Question No. 12: “A”, “B” and “C” are  partners , sharing 
profits in  proportion of th e ir  investm ents. On December 31st, 
1926 the Balance Sheet of the  partnership  is as follows:
Cash ................. ........................................... ................................$18,000.00
O ther Current A ssets .................... ......................................  23,000.00
Fixed Assets ............................................. .............................. 20,000.00
61,000.00
Accounts Payable .................................................................  1,000.00
“ C” Capital ......................................... .................................... 24,000.00
“A” Capital ......... ...................................................................  24,000.00
“B” Capital ............................ ......................... ........................ 12,000.00
61,000.00
“C” decides to re tire  from  the partnership and agrees to 
sell his in te rest to the rem aining partners fo r $26,400.00, 
taking $14,400.00 in Cash, and the balance in three equal 
installm ents payable Ju ly  2, 1927, January  2, 1928 and July
2, 1928, evidenced by notes payable.
While the business is prosperous i t  becomes more evident 
th a t additional capital is required, particularly  in view of 
the approaching m atu rity  of the first note given to “ C.” “A” 
and “B” decide to take into partnership “D” as of date July 
1, 1927, a t which time the current assets have increased by 
$16,000.00, accounts payable by $10,000.00, and the partners 
capital accounts by $6,000.00. The goodwill is valued a t 
$12,000.00.
“D” buys a one-third interest, but stipulates th a t all he 
pays m ust rem ain in the business and th a t the goodwill shall 
not appear on the books.
Determine the am ount “D” m ust pay for the one-third 
interest. P resent the Balance Sheet of the partnership “A” , 
“B”, and “D” as of Ju ly  1, 1927. (Ignore accrued in terest 
on “C” notes).
COMMERCIAL LAW 
Second Day—Morning Session
Question No. 1: Describe briefly the more im portant 
powers and duties of the directors of a corporation, and state 
some acts which
(a) Would render the directors personally liable;
(b) Would be u ltra  vires on the p a rt of the corporation. 
Explain the m eaning of u ltra  vires.
Question No. 2: A and B are partners. A dies. The 
assets are found to be w orth only 75 per cent of the liabili­
ties in liquidation. A’s estate is solvent, while B is insolvent. 
W hat are the righ ts of the firm’s creditors against A’s assets 
not invested in the partnership, and w hat are the righ ts of 
B’s personal creditors as to the partnership assets? S tate 
the rule governing such cases.
Question No. 3: S tate five ways in which a  contract 
may be discharged by operation of law.
Question No. 4: (A) W hat is the object of the bank­
ruptcy law ?
(B) W hat is a  “composition” in bankruptcy?
Question No. 5: Hopkins enters May & Company’s store 
and selects $40 w orth of merchandise, which he asks to be 
given him on credit. May & Co., reply th a t they will le t him 
have the goods if  h is employer, Jenkins, will guarantee the 
account. Hopkins says he thinks he will, and May & Co., 
phone Jenkins about the m atter.
Jenkins replies, “I ’ll guarantee Hopkins’ account up to 
$100.” Hopkins receives the goods bu t fails to pay. May & 
Co., sue Jenkins. Can they recover? Explain briefly.
Question No. 6: Frem ont holds a  note which reads as 
follow s:
A tlanta, March 2 0 , 1918.
Ten days a f te r  my retu rn  from  abroad I promise to pay 
to John Frem ont
One H undred Dollars out of the dividends of my P. & O. 
Stock.
GEORGE HOLDEN.
There are th ree reasons why the above note is not ne­
gotiable. W hat are  they? Explain.
Question No. 7: H arris gives Friend a  check fo r $75 
upon the Arcade Bank. Friend prom ptly has it certified and 
pays it  to Gould. The next day the Arcade Bank fails, and 
the check is dishonored. Gould makes Friend take up the 
check, and Friend comes back to  H arris  w ith i t  fo r paym ent. 
Can Friend recover the am ount of the check from  H arris?  
Explain.
Question No. 8: Joseph Gardner, aged 20 years, is the 
owner of a  piece of land on Clark S treet, Chicago. He lists 
i t  w ith Cummings & Co., real estate  dealers. Cummings and 
Company find a  purchaser a t  the price asked and close an 
agreem ent w ith Johnson fo r the  property. G ardner repudiates 
the transaction, though Cummings and Company have his 
w ritten  au thority  to  act as his agents and to m ake a contract 
fo r the sale of the  property. Can Johnson recover dam ages 
or compel the  specific perform ance of the contract ? Can 
Cummings & Company recover the ir commissions? Explain 
w ith reference to the law of agency.
Question No. 9: Robinson, who is away on his vacation, 
receives a  le tte r from  Block, his m anager, telling him th a t he 
has a  chance to sell one or two adjoining stores, which Robin­
son owns, to  Grinnell fo r  $10,000. Robinson replies as fol­
lows: “Close the deal and execute deed in m y nam e.” (Signed) 
"William Robinson. Block executes a  deed to Grinnell fo r the 
property, which he signs “W illiam Robinson, by C. A. Block, 
M gr.” W hen Robinson returns, he finds th a t Grinnell wants 
to use the store fo r saloon purposes, which will g reatly  dam ­
age his adjoining property. He repudiates the deal, tenders 
back the money, and refuses to surrender the property. Did 
Grinnell get the title  to the property  by virtue of his deed 
from  Block ? Explain.
Question No. 10: F oster, representing him self as the 
agen t fo r the Eagle H ardw are Co., calls upon the Columbia 
Stove Company and orders 100 gas ranges. F oster has never 
been authorized or employed by the H ardw are Company. The 
Stove Company w rites to the H ardw are Company acknowledg­
ing  order given by F oster and sta ting  th a t they will ship the 
stoves in 15 days. To th is le tte r  the H ardw are Company does 
not reply. A t the end of 15 days the stoves are  shipped. The 
H ardw are Company sta tes th a t they do not know F oster and 
did not order the stoves and th a t they refuse to receive or 
pay  fo r them . H as the Stove Company a case against the 
H ardw are Company? Answer briefly.
Question No. 11: Backus calls on Bloomer and makes a 
contract w ith him  to sell him a bill of dry  goods. Backus is 
acting  as agent fo r the Craig & W alters D ry Goods Company, 
o f Chicago, bu t this fac t is not known to Bloomer. Bloomer 
pays Backus fo r the goods but never receives them. He sues 
Backus fo r the recovery of the am ount paid bu t la te r learns 
th a t  Backus was m erely acting as agent. He then discon­
tinues his su it aga inst Backus and begins su it against the 
Craig & W alters Company. Can he recover? Explain briefly.
Question No. 12: Clarkson is in  the business of m anufac­
tu rin g  neckwear in Detroit. M ontgomery sells the product 
o f the fac to ry  on the road. The profits on the business are 
equally divided between M ontgomery and Clarkson, neither 
draw ing any stated  salary. The factory  belongs to Clarkson, 
and all the goods are  bought and sold in h is nam e; he has 
en tire  m anagem ent of the factory, buys all the raw  m aterial 
and determ ines the character of the  output. The moneys of 
th e  business are all deposited in Clarkson’s nam e and Mont­
gomery has no voice in the business whatsoever except to dis­
pose of the  product. A re Clarkson and M ontgomery p a r t­
n e rs  ? Explain.
Question No. 13: Banks and Ferguson are  partners in 
th e  jew elry business. Banks, w ithout Ferguson’s knowledge 
buys $50,000 w orth of diamonds from  wholesale m erchants in
New York and pledges the firm’s credit fo r th a t amount. When 
the goods come in, Ferguson, who is in charge of the store a t 
the tim e, refuses to accept them  and w rites to the wholesalers 
repudiating the purchase as having been made w ithout his 
sanction. Can the wholesalers hold the firm upon the pu r­
chase ? Explain.
Question No. 14: May and P artridge are copartners in the 
drug business, under a partnership  agreem ent running for 
th ree years from  May 1, 1921. On Ju ly  10, 1922, P artridge 
dies, and May continues the business ju s t as i t  had been run 
before, paying P artridge’s share of the  profits over to  his 
estate. P artrid g e’s executor asks fo r an accounting of P a r t­
ridge’s share in the business. May insists th a t the agreem ent 
has still nearly  a year to run and th a t he won’t  wind i t  up 
until then. The executor contends th a t the business m ust be 
wound up as soon as  possible. Whose position is legally cor­
rect ? Explain.
Question No. 15: The Globe Pressed Brick Company is a  
M assachusetts corporation w ith an authorized capital of $20,-
000, fu lly  subscribed and paid up. Guild wishes to  buy stock 
in the company, and the officers, w ithout m aking any change 
in the corporation’s articles, take his check fo r $5,000 and 
issue to him  a  certificate fo r th a t am ount of stock. Can 
Guild vote his stock a t a stockholders’ m eeting? W hat is 
Guild’s relation legally to the corporation? Explain.
Question No. 16: The International H arvester Company 
is a corporation w ith an issue of $50,000 common stock and 
$10,000 preferred  stock. The preferred  stock bears 7% in te r­
est and is cumulative. During 1917 the corporation’s busi­
ness shows a  loss of $4,000. D uring 1918 th e  books showed 
a profit of $15,000. The directors apply p a r t of the 1918 prof­
its  tow ard w iping out the 1917 loss and determine to pay out 
the balance as dividends. How much will each preferred 
stockholder and each common stockholder receive as  dividends 
on each $100 share of stock held? How do you arrive a t your 
figures, and why?
Question No. 17: Clayton Kennedy holds 50 shares of 
stock in the W aterford M arine Engine W orks, a corporation, 
of the p a r value of $10 each; 50% of the stock is paid up, 
and a  by-law of the corporation provides th a t no fu rth e r 
assessm ent shall ever be made upon the stock. The words 
“Fully  paid up and nonassessable” are  printed on each certifi­
cate. When Kennedy purchased the stock, i t  was under an 
agreem ent w ith the rem aining stockholders th a t the by-laws 
lim iting the assessm ent to 50% should never be changed. The 
company fails, w ith liabilities g rea tly  in excess of its  assets. 
Is Kennedy under any liability on his stock fo r the debts of 
the corporation ? Explain.
Question No. 18: Cook, a  large stock dealer in Dakota, 
has several thousand head of cattle rounded up in  a  corral 
upon his ranch. R iggs is the buyer fo r a Chicago packing 
house. He looks over the cattle and then  m akes a  deal w ith 
Cook for the purchase of 1,000 head, which are to be picked 
out the nex t day by Riggs and his men, and loaded into car 
furnished by the packing house. R iggs pays over the  money 
and Cook gives him a bill of sale fo r  1,000 head, to  be selected 
by Riggs. T hat n igh t there is a  furious snowstorm, and 
nearly  all the  cattle perish. Does the loss of the 1,000 head 
sold fall upon Cook or upon the packing house? Can the 
packing house recover the money paid Cook? Explain.
Question No. 19: Anderson, of Buffalo, orders 10,000 cigars 
from  the A zalia C igar Company, of Tam pa, Fla., to  be de­
livered a t  his store in Buffalo a t $90 per thousand delivered. 
The goods are packed and shipped by the cigar company but 
are destroyed in a  railroad accident en route. As between 
Anderson and the cigar company, who m ust stand the loss? 
Explain.
Question No. 20: Stock buys some m achinery from  the 
Austin M achinery W orks under an agreem ent th a t the goods 
will be delivered a t Stock’s factory, fre igh t charges prepaid. 
The goods are  shipped, and a  bill of lading is sent to  Stock. 
The railroad refuses to deliver the machinery to Stock until 
the fre ig h t on the shipm ent is paid. Stock demands its  su r­
render, claim ing th a t he does not owe any fre ig h t and will 
not pay it, and th a t the m achinery is paid fo r  and belongs to 
him. Can Stock ge t his m achinery w ithout paying the  fre igh t 
charges? I f  he does pay the charges in order to avoid delay 
in getting  his fac to ry  running, can he recover the am ount, 
and from  whom? Explain briefly.
Question No. 21: Sherwood, in Philadelphia, agrees by cor­
respondence w ith Belding, of P ittsburgh  to  sell him  certain 
real estate. Sherwood prepared a  deed to the property  and 
sends the deed to the Second National Bank of P ittsburgh  in ­
structing  the bank to deliver i t  to Belding upon paym ent by 
Belding to the bank of the purchase price of $6,000. He also 
inform s Belding th a t the deed is a t  the bank and will  be de­
livered to him upon paym ent of the purchase price. Belding 
calls a t  the bank and, under p re tex t of showing the deed to  his 
attorney, secures possession of i t  and records it. He fails to 
pay the $6,000. In  whom is the title  to the property?  Has 
there been a proper delivery to m ake the deed operative? 
Explain. 
Question No. 22: W alsh buys a  piece of p roperty  from  
Lake on Septem ber 2 and secures a  w arran ty  deed therefor. 
He neglects to record i t  until Septem ber 15. On Septem ber 
5 Lake sells the same property  to W atkins and gives him a 
w arran ty  deed. W atkins, knowing nothing of the  previous 
deed to W alsh, pays Lake $2,000, the fa ir  cash value of the 
property. W atkins prom ptly puts his deed on record. In  
whom is the title  to the property, and why?
TAXATION 
Second Day—Afternoon Session
Question No. 1: W hat is earned income as defined under 
the existing Federal Income Tax law and regulations ? Differ­
entiate between earned income and earned net income.
Question No. 2: In the case of a  taxpayer paying an 
additional assessm ent of income ta x  to  the  Federal Govern­
ment, s ta te  w hat is required of the taxpayer under the N orth 
Carolina Revenue A ct of 1925.
Question No. 3: You are engaged by a  taxpayer to  p re­
pare a  p ro test to additional assessm ent of Federal Income 
Tax made aga inst him. (a) Outline the requirem ents of the 
T reasury D epartm ent in connection therew ith and the proce­
dure to be followed by you. (b) In  the case of an  additional 
assessm ent by the Federal Government, s ta te  in  proper order 
the different tribunals accessible to taxpayer before paym ent 
of the tax.
Question No. 4: S tate  the Federal Income Tax ra tes 
under the 1926 law applying to (a) corporations; (b) individ­
uals. W hat are  the exemptions under both classes? W hat 
are the minimum and maxim um  su rtax  ra te s?
Question No. 5: A corporation operating a  newspaper, 
established m any years prio r to  1913, disposes of its  entire 
holdings in the y ear 1926. F o r the purpose of computing 
income tax , sta te  how you would arrive a t  the value of good­
will on M arch 1, 1913. Explain fully.
Questions No. 6: In  w hat th ree ways m ay forgiveness 
of indebtedness be handled under the income tax  law ?
Question No. 7: A  m an has a  taxable n e t income of 
$5,500.00 under the laws of N orth Carolina. H is wife has a  
separate taxable income of $3,500. There are five dependents. 
Compute the  ta x  payable to  N orth Carolina so th a t the m ini­
mum tax  will be paid.
Question No. 8: (a) When are corporations deemed to 
be affiliated under the Federal Law ? (b) M ust affiliated 
corporations file consolidated re tu rn s?  (c) In  a  consolidated 
return , w hat specific credit is allowed in  com puting the ta x ?
Question No. 9: Nam e ten  classes of corporations exempt 
from  taxation  under the Income Tax Law.
Question No. 10: Compute the  income ta x  of a  citizen 
of the U. S. entitled to an exemption of $3,500.00, m aking a 
re tu rn  fo r a six m onths period on $10,000.00 n e t income, of 
which $5,000.00 is earned n e t income.
AUDITING 
Third Day—M orning Session
Question No. 1: S tate how you would proceed to verify  
the following:
(a) Inventory of Raw M aterials.
(b) Inventory of working process.
(c) Inventory of Finished goods.
Question No. 2: You are retained by a  m anufacturing 
corporation as a consulting accountant and are  requested to 
advise the officers w hat steps to  take in  order to  determ ine 
the cause of an  apparen t deficiency in the inventory of factory  
m aterial and work in process.
S tate  w hat you would suggest to them.
Question No. 3: To w hat detail should an auditor first 
direct his attention  in beginning the audit of the books of a 
concern employing him fo r the first tim e?
Question No. 4: (a) S tate  w hat effect, if  any, the de­
gree of in ternal check found in  an office would have upon 
your methods of conducting an  audit of th a t concern.
(b) To w hat extent would you charge yourself w ith re ­
sponsibility fo r the accuracy both as to fac ts and figures of 
the s ta rtin g  Balance Sheet?
(c) How fa r  should an  auditor inquire into the work of 
his predecessor, and w hat circum stances m ight affect his de­
cision upon th is point?
Question No. 5: In exam ining the accounts of a  corpo­
ration how would you sa tisfy  yourself as regards the following:
(a) T hat all liabilities were shown on the books.
(b) T hat the assets shown by books were no t overstated.
(c) T hat the Capital Stock shown by books was correct.
(d) T hat the undivided profits from  operations shown on 
books was correct.
(e) T hat no contingent liabilities existed.
Question No. 6: Outline a  cost system  fo r some m anu­
fac tu ring  concern, showing particularly  your handling of the 
following elem ents:
Labor, Direct and Indirect.
M aterial.
Superintendence and Inspection.
F actory  Expense.
Fixed Charges (Specify)
Question No. 7: Define the following term s in  cost ac­
counting.
(a) Productive Hours.
(b) D irect W ages.
(c) Indirect W ages.
(d) Nonproductive Cost.
Question No. 8: You are  asked by the proprie tor of a  
m ercantile store to prepare a  se t of blanks to be used by him 
in checking all of his delivery wagons, including the returned 
goods which the  drivers collected. He wishes to be able to 
trace every package. Outline such a  set.
Question No. 9: How should am ounts expended fo r pat- 
ten ts be handled in  the Accounts? Explain fully.
AUDITING 
Third Day—A fternoon Session
Question No. 10: S tate  fully  the proce­
dure you would follow in the audit of 
the accounts of a m utual building and 
loan association and show the exhibits 
and schedules which should accompany 
your report.
Question No. 11: I f  you w ere called 
upon to make an audit of the books and 
records of the U niversity  of N orth  Caro­
lina, fo r the  year ending June 30, 1927, 
sta te  and discuss a t least five special 
fea tu re s  you would expect to find in a 
la rge educational institution.
Question No. 12: In a  balance sheet 
audit, nam e two asset accounts and two 
liability  accounts, the verification of the 
values of which would be strengthened 
by exam ining the income and expense ac­
counts. Discuss.
Question No. 13: How would you verify  
the accounts receivable and determ ine 
the profit on sales in a business conduct­
ed on the installm ent basis?
Question No. 14: W hat is the object of 
a budget? Describe how you would p re ­
pare the budget of a county in  N orth 
Carolina.
Question No. 15: A corporation p u r­
chased $50,000.00 p a r  value L iberty 
Bonds a t 90 and charged them  to  Invest­
m ent Account. The Company had an 
outstanding bond issue which required 
se tting  aside in a sinking fund an am ount 
of $5,000.00 per year. The Company, fo r 
th ree consecutive years, m et the term s 
of the sinking fund by a yearly  tran sfe r  
of $5,000.00 p a r  value of L iberty  bonds, 
and each year made the following en try  
covering sam e:
Sinking Fund—Dr. $5,000.00 
Investm ents—Cr. $5,000.00
Discuss in detail how you would cover 
th is situation in your audit report. 
Would you consider any fu rth e r  entries 
necessary and if  so, give them  and s ta te  
your reasons therefor. I f  not, also s ta te  
your reasons.
Question No. 16: Is depreciation an 
operating expense? S tate two methods 
of calculating depreciation and illu strate  
each. Should the com putation be made 
on cost or replacem ent value ?
Question No. 17: W hat are “W asting 
A sse ts?” Give two examples and ex­
plain in a  general way the proper ac­
counting fo r such assets.
Question No. 18: S tate  two ways by 
which a  bank te ller m ay abstract cash 
w ithout being readily detected. In  each 
case s ta te  the extent of an  exam ination 
necessary to discover the shortages.
Question No. 19: (a) Out of w hat 
funds m ay dividends be paid?
(b) I f  dividends are  not paid in ac­
cordance w ith your answ er to  the p re­
ceding question, have the creditors of the 
Corporation any grounds fo r action and 
if  so against whom?
GOVERNMENT ACCOUNTING
(Continued From  Page 274.)
C redit:
(a) W ith credit balances of all reve­
nue accounts a t  end of period. (Contra: 
Revenue Accounts.)
(b) W ith am ount of depreciation w rit­
ten  off during fiscal period. (C ontra: 
Fixed Capital Surplus.)
Note: This entry  is to tran sfe r depre­
ciation from  C urrent Surplus to Fixed 
Capital Surplus.
Fixed Capital Surplus. The ac­
count, F ixed Capital Surplus, nor­
mally has a credit balance. It rep­
resents the book value of the fixed 
assets of the general fund. It is 
the offsetting credit to  th e total of 
the Fixed A sset group of accounts 
less accumulated depreciation re­
ported on the balance sheet.
Fixed Capital Surplus
D ebit:
1. W ith depreciation of fixed assets 
during fiscal period. (Contra: C urrent 
Surplus.)
C redit:
(a) W ith am ount expended fo r capi­
ta l outlays during fiscal period. (Con­
tra : C urrent Surplus.)
The Proprietary Operating State­
m ent
The data reported on the operat­
ing statem ent are secured from  
the nominal accounts in the pro­
prietary general ledger. These ac­
counts are briefly described below.
Revenues. The revenue accounts 
are nominal accounts and are de­
signed to segregate the revenues 
received into the general fund by  
sources. The revenue accounts by  
main sources are control accounts 
and are supported by detail ledger 
accounts which further analyze the  
revenues by sources or by organi­
zation units. These accounts are 
closed to the current surplus ac­
count at the end of each fiscal pe­
riod. The main headings of reve­
nue sources are as fo llow s:
1. General Property Tax.
2. Income Tax.
3. Poll Tax.
4. B usiness Taxes.
5. Other Special Taxes.
6. Fees, F ines, Penalties, etc.
7. Grants and Donations.
8. Rents, Leases, etc.
9. Interest.
10. A ssessm ents.
11. Special and M iscellaneous.
The sam e principles o f operation
are common to each of the revenue 
accounts listed above and, there­
fore, illustration o f the debits and 
credits to  only one of the accounts 
is made. The accounts normally 
have credit balances and represent 
the income from  revenues, which  
is applicable to the general fund.
General P roperty  Taxes—Revenue 
D ebit:
1. W ith net balance transfe rred  to  cur­
ren t surplus a t the close of the fiscal 
period. (C ontra: C urrent Surplus.) 
C redit:
(a) W ith am ounts to be collected on 
account of General P roperty  Taxes ap­
plicable to the general fund. (Contra: 
C urrent Taxes Receivable.)
N ote: This am ount is less than  am ount 
of General P roperty  Taxes billed by the 
am ount of the Reserve fo r Abatem ents 
and Uncollectible Taxes Applicable to 
General P roperty  Taxes.
Current E xpense Control Ac­
counts. The current expense con­
trol accounts are nominal accounts 
and are designed to classify  the 
operating costs o f governm ent un­
der broad functional headings. The 
functional classification here sug­
gested follows th at prescribed by 
th e United States Bureau of the  
Census. The accounts illustrated  
here are control accounts and are 
each supported by as m any detail 
expense accounts as there are ac­
tiv ities  conducted under the main 
governm ental function. These con­
trol accounts are closed to the Cur­
rent Surplus account at the end of 
each fiscal period. The main func­
tional headings are as follows:
1. General Government.
2. Protection o f Persons and 
Property.
3. Developm ent and Conserva­
tion o f Natural Resources.
4. Conservation o f H ealth and 
Sanitation.
5. H ighw ays.
6. Charities, H ospitals and 
Corrections.
7. Education.
8. Recreation.
9. General and M iscellaneous.
10. Public Service Enterprises.
11. Non-functional Expenses.
The sam e principles of operation
are common to each o f the accounts 
listed above and illustration o f the  
debits and credits to only one of 
the accounts is  therefore made. 
The accounts normally have debit 
balances and represent th e operat­
ing outgo o f the general fund ap­
plicable to each of the major func­
tions.
General Government
D ebit:
1. W ith the am ount paid fo r all cur­
ren t expenses applicable to  General Gov­
ernm ent. (C ontra: W arran ts Payable.)
2. W ith value of supplies, m aterials, 
services, etc., furnished by units operat­
ing  under other funds. (C ontra: Due to 
O ther Funds.)
Credit:
(a) W ith am ount of recovered expen­
ditures. (C ontra: Cash.)
(b) W ith value of supplies returned to 
central storehouse. (C ontra: Due to 
O ther Funds.)
(c) W ith net balance transfe rred  to 
curren t surplus a t end of fiscal period. 
(Contra: C urrent Surplus.)
STANDARD COST SYSTEMS
(Continued From  Page 270.)
su its are assum ed to be: Sales, 
$600,000.00; costs, $450,000.00, and 
gross profits, $150,000.00. These 
indicate a loss in expected profits 
of $50,000.00.
In order to keep th is exam ple as 
simple as possible, it is assumed  
th a t no variance occurs in costs—  
th at is, the actual costs are exactly  
as they  were expected to be in pro­
portion to standard costs, namely, 
120 per cent. This assumption, by 
th e way, illustrates a point made 
previously, that standard costs may 
be used as units o f m easurem ent 
even though they  m ay not be ideal.
Actual sales amount to  $600,- 
000.00, w hich is 120% of th e bud­
get ; in other words, the sales trend  
is  120. It is a fact that th is ratio 
o f 120 (as w ith  the m aterial cost
ratio previously described) is an  
end ratio and contains the influence 
of tw o causes, viz., th e  price (or 
m argin) trend and the volume 
trend. If w e  can ascertain the ra­
tio on either o f these, th e  other 
m ay easily be found. W e can quite 
readily ascertain the price trend  
ratio.
R eferring to E xhibit “I” in F ig ­
ure 2 you will see th at the stand­
ard cost o f the goods actually sold 
(w hich actually cost $450,000.00) 
was $375,000.00, or 62.5% of their  
sales value. The budget, however, 
expected standard costs to be 50% 
of sales value. Evidently some­
th ing  has caused a change, and as  
th e standard costs have not 
changed, the level of sales m ust 
have come down in order to cause 
the percentage o f standard costs 
to sales to go up. E ither prices 
m ust have come down or a  greater  
proportion o f less profitable arti­
cles m ust have been sold. The con­
sequence is  th at the price trend  
stands at a level of 80 (50 divided 
by 62.5).
I f  w e divide th e sales trend ratio  
of 120 by the price trend ratio of 
80, w e ascertain th at the volume 
trend stands at 150. The condi­
tions are, therefore, th a t half 
again as m any articles were sold 
but that they  w ere less profitable 
articles on the whole and were sold 
at lower prices.
“E xhibit 2” summarizes the fig­
ures th at we have ju st discussed. 
The price trend is 80; the volume 
trend 150; and the sales trend (the  
product of these tw o) 120. Actual 
sales were $600,000.00. The stand­
ard sales (that is, the amount 
which sales would have been if  
prices had not declined and if  the  
same proportion of profitable 
articles as expected had been sold) 
amounted to $750,000.00 ($500,- 
000.00 x  150). The amount o f the  
price variance therefore, is the d if­
ference between $750,000.00 and 
$600,000.00, show ing a  loss in ex­
pected profits o f $150,000.00. This 
loss is off-set by the normal profit 
on the increase in volum e; that is, 
by 40% of the volume increase of 
$250,000.00 or a gain of $100,-
000.00. The net result o f these  
tw o variances is a loss in  expected  
profits o f $50,000.
“E xhib it 2” brings out another 
interesting circum stance in th e use  
of standard costs in th is manner. 
If w e set down another calculation  
using th e sam e price trend but 
assum ing a  different volume trend, 
it is possible to calculate the gain  
or loss in  profits th a t w ill accrue 
from  each point gain or loss in the  
volume trend.
In th e second column of “E x­
hibit 2” you will find figures ex­
pressing the result a t a price trend  
of 80 and a volume trend of 160. 
Actual sales will stand a t 128 per 
cent o f the budget, namely, $640,- 
000.00. The standard sales value 
of th ese will be $800,000.00. The 
price variance will show a loss in 
expected profits o f $160,000.00, off­
se t by a gain through the volume 
variance o f 40 per cent on the in­
crease o f $300,000.00 in sales (or 
$120,000.00), the net result being  
a loss in expected profits of $40,-
000.00. This loss is $10,000.00 less 
than the previous loss, and, having  
accompanied a volume trend in­
crease of 10 points clearly indicates 
a gain o f $1,000.00 per point gain  
in volume.
From th ese calculations w e can 
easily compute a t w hat point in  
volume trend, given a price trend  
o f 80, the expected amount of 
profit w ill exactly be realized. This 
calculation is given in the third  
column under “E xhibit 2.”
The calculations thus far  illus­
trated are given at some length for  
the sake of clarity. “E xhibit 3” 
shows a summary of these calcu­
lations, which can be set down in  
any desired degree o f detail. 
Given a price trend o f 80 at the  
respective volume trend, there will 
be involved a loss or gain  in  ex­
pected profits, as follow s:
(1) A t 100 (that is, at par) for  
volume, clearly the loss will be 20 
points in price trend on everything  
sold. The loss, therefore, will be 
20% on $500,000.00, or $100,000.00 
in expected profits.
(2) A t 120 for volume there is 
involved a loss of 20 points on 
everything sold. A s volume stands
at 120 th is represents a loss in ex­
pected profit of 24 points on th e ex­
pected $500,000.00 sales. This loss 
will be offset by the normal gross 
profit of 40% on the increase of 
20% in volume, namely, a gain of 
8% on $500,000.00. The net result 
will be a loss of 24% offset by a 
gain of 8%, or a net loss o f 16% 
on $500,000.00 representing a loss 
of $80,000.00 in expected profits.
In th is manner the effect upon 
expected profits at different levels 
of volume trend, under the given  
conditions of price trend at 80, car 
be predetermined. The break-even  
point is shown to lie at a volume 
trend of 200. Beyond th is point a 
gain upon the expected profits will 
be realized.
Exhibits “4” and “5” on Figure 
2 show how calculations of th is  
kind can be used to  answer prac­
tical, everyday questions. For ex­
ample, suppose that th e sales man­
ager said to the cost accountant: 
“I am reasonably sure th at I can  
push a few  more profitable lines, 
and can som ewhat increase certain  
selling prices so as to raise th is  
price (or margin) trend from  the  
level of 80 to the level of 90. If  
I can do th at how much volume 
m ust be obtained to  realize th e ex­
pected profits of $200,000.00?”
E xhibit “4” shows th is calcula­
tion. Clearly a t par (100) for vol­
ume the loss involved is one o f 10 
points, on $500,000.00 or $50,000.00 
in expected profits. A t a volume 
trend of 110 th is loss becomes 11% 
(110 x  10) offset by a gain of 4% 
(40 x  110), involving a net loss of 
7 points, or $35,000.00 in expected  
profits. The 10 points gain in vol­
ume bring $15,000.00 gain in ex­
pected profits, or $1,500.00 per 
point. Evidently, therefore, a t a 
volume trend of 133.3 (1 0 0 +  
($50,000/1 ,500)) the expected  
profits w ill be exactly realized, be­
cause at th is point the price (or 
m argin) trend loss w ill be exactly  
offset by the volume trend gain.
Exhibit “5” answers a sim ilar 
question. The sales m anager m ay  
say: “I know that we can sell half 
again as much, but i f  we do th at a t 
w hat general price level or m argin
trend m ust we sell in  order to  real­
ize th e expected profits o f $200,-
000.00?” The calculation is  made 
ju st like the one described.
In conclusion, gentlem en, let me 
say  that th is is in no way an a t­
tem pt to exhaust the subject. My 
m ain hope is th at there m ay be 
aroused in you, as the result o f th is  
brief exposition o f the use of 
standard costs, a  further interest 
in the subject th at will lead you to 
further study o f its possibilities. 
It is m y firm belief th at the solu­
tion o f our industrial accounting 
problems lies along these lines.
This is the day of specialization  
in accounting as well as in other  
professions. If any among you  
happen to be seeking an interest­
ing field for specialization, I com­
mend th is  division of industrial ac­
counting to your attention, not 
only because it has m any interest­
ing possibilities, but also because 
the advancement o f the art would 
be furthered by more attention on 
th e part of practicing accountants.
A s it  is quite certain that I have 
failed to make m y description clear 
in some respects, I shall be glad to  
try  to  answer any questions you  
m ay have.
President W alsh: Mr. Camman 
has the happy w ay of m aking you 
think on some of th ese deeply tech­
nical things. B ut now th at you 
have him here, you should not lose 
the opportunity to ask questions, 
because he knows h is subject, and 
some of you here, I dare say, dis­
agree w ith  him. And it  would 
have disappointed him if  you did 
not. Therefore, do not hesitate to 
ask Mr. Camman anything th at  
you wish. You will remember that  
he said the idea o f finding the cost 
after the product is manufactured  
is all wrong. I dare say a good 
many o f us are doing th at right 
now. You undoubtedly have plants 
where th at has happened, where 
you go and find costs a fter the  
products are made and shipped. 
Mr. Camman says that, i f  you are 
doing that, you are obsolete, and 
you are doing it  in the wrong way. 
If you can think of specific cases 
where Mr. Camman’s idea won’t
work, tell him about it, and get him  
to answer those questions right 
now. Do not hesitate. Get up if  
you have a question and ask it, and 
let the discussion go on. W ho has 
the first question?
Mr. D. W. Springer: Mr. Chair­
man, I did not hear the statem ent 
that he made, but I heard yours. 
I take it, therefore, th a t it would 
be impossible for a manufacturer 
to establish a new industry and 
put a price on articles that he was 
to manufacture, in advance of any 
experience.
Mr. Camman: It would be diffi­
cult. However, before he could 
undertake the m anufacture of that 
article on a commercial scale, or 
even the building of his plant, he 
m ust have not only one but many 
detailed specifications. H aving  
such, it  is relatively simple to price 
th e specifications for th e manu­
facture of th e  article at prevailing  
standard prices, establishing these  
as standard costs. It should be 
known how much steel and wood 
is required. It should be known 
how much labor will be needed; 
how m any hours will be required, 
etc.
The original specifications m ay  
not be perfect, but at least they  
are the basis upon which to pro­
ceed. These specifications which  
are good enough to build a plant 
upon and which are good enough  
to  take orders for the expected  
product upon, I subm it, are good 
enough to serve as th e basis for  
cost accounting.
Mr. D. W. Springer: Then, it is 
not all done in advance; it is done 
after the experim entation.
Mr. Camman: Yes. In the case 
of any established plant, those data 
are usually present and need 
merely be assembled. In the case 
of an entirely new product the  
standard costs m ust obviously be 
based on the engineering specifica­
tions. The procedure is one of pre­
determ ining the normal cost, and 
thereafter reckoning variances 
therefrom  in order to control these  
as far  as possible.
Mr. R o ss: Under w hat condi­
tions, if  ever, do you change your 
standards ?
Mr. Camm an: Standards are 
changed when the process of 
manufacture changes, because the  
effect is th at o f m aking a different 
product. The new standard costs, 
however, are calculated at the orig­
inal basic standard prices for the  
new quantities o f m aterial or for 
the new operations performed. In 
other words, the fixed standard  
prices are a sort o f “1913” basis. 
It is a lot of work to  attem pt to 
change standards continually be­
cause o f m arket price or rate 
changes, and, moreover, th is prac­
tice would quite destroy the con­
stancy o f the standard costs.
President W alsh: Surely there 
m ust be some other questions. 
You are not going to s it  back and 
assum e th at th is  is absolutely right 
without questioning. I dare say 
many of you have been following  
along other lines in determ ining 
your costs. H ere is an opportunity 
to get a new angle on th e whole 
subject.
Mr. D. W. Springer: I suppose 
the general situation  is th is, Mr. 
Chairman: th at m ost people are 
kind of turning it  over in their  
minds, w aiting until th ey  see the 
paper actually in print, so th a t they  
know which w ay to shoot. Other­
wise there m igh t be a back-fire.
Mr. Camman: I recognize this. 
It is not easy to attem pt to discuss 
a quite new subject upon such a 
brief presentation as th is.
Mr. Draughon: Mr. Chairman, 
the uppermost question in m y mind 
is to w hat exten t you can embody 
these standard costs in your ac­
counting system . Does it  form  any  
part o f your accounting system  in 
figuring cost o f  sales and so forth, 
and goods in process o f manu­
facture ?
Mr. Cam m an: The standard  
costs are placed in m anufacturing  
process accounts side by side w ith  
the actual costs by sim ilar groups 
of product or by departm ents, as 
may be best. The standard costs 
do not enter into the balance sheet 
or th e profit and loss account. 
They are offset by a “standard
control” account. The standards 
are m erely used as the basis for  
analysis and interpretation.
Mr. Draughon: In other words, 
to explain w hat happened?
Mr. Camman: To explain what 
happened, and to  make th e expla­
nation easier. For instance, it  
would not be feasible in many cases 
today to calculate the influence of 
wage rate variances (previously 
discussed under costs) except by
Louisiana
The annual m eeting of the So­
ciety of Louisiana Certified Public 
Accountants w as held on Thurs­
day, A ugust 11, in the rooms of 
the New  Orleans Association of 
Commerce.
The Secretary’s report showed a 
net increase in membership dur­
ing the year of from  93 to 102 
members. It is noteworthy that 
each one of the eleven successful 
candidates a t the November ex­
amination of the S tate Board of 
Certified Public Accountants has 
joined the Society. During the  
year four m eetings of the Society  
were held, and tw elve m eetings of 
the executive board. One of the  
m eetings of the Society was a din­
ner m eeting at which Mr. A. C. 
Upleger, President of the Texas 
Society and a member of the  
Louisiana Society, was the princi­
pal speaker. A t another m eeting  
Mr. Thomas F. Regan, assistant 
cashier of the Canal Bank & Trust 
Company and a national director of 
the Robert Morris A ssociates, read 
a paper on “The Audit and W hat 
It Should Convey to the Banker.” 
R. C. Lloyd discussed proposed 
changes in tax legislation and 
Henry J. Miller delivered a char­
acteristic monologue.
The activities o f the Society dur­
ing the year embraced the com­
pletion of a campaign of educa­
tional advertising in the N ew  Or­
leans Times-Picayune, the issuance 
of a directory o f members, and the  
assumption of the cost of issuing  
a vocational pamphlet entitled The
the m eans described, because to  
make th is calculation by other  
means it would be necessary to ex­
tend all labor earnings both at the  
rates which actually were paid and 
at the rates originally expected to 
be paid. Then, too, it  is alm ost 
impossible, if  not entirely so, to 
calculate the price or m argin vari­
ance on numerous products, as 
it was described today, except 
through the use of standard costs.
Accountant in New Orleans, one o f 
a series issued for boy and girl 
students by the H igh School 
Scholarship Association in N ew  
Orleans in co-operation w ith  the  
Departm ent of Vocational Guid­
ance o f the New Orleans Public 
Schools.
N ew  by-laws were also adopted 
and issued during th e year, abol­
ish ing the distinction theretofore 
made between “m em bers” and “as­
sociate m em bers,” and providing  
for but one class o f membership.
Mr. R. J. LeGardeur w as ap­
pointed chairman of a com m ittee 
to extend an invitation to  The 
American Society o f Certified Pub­
lic Accountants to hold its  1928 
m eeting in N ew  Orleans. A  num­
ber o f members signified their in­
tention to attend the 1927 m eeting  
of The Am erican Society, and the  
Secretary w as requested to offi­
cially represent th e Louisiana So­
ciety.
The following officers w ere elect­
ed for the coming year: President, 
Lanaux R areshide; Vice President, 
Charles L. Seem ann; Secretary, 
George A. Treadwell (Seventh  
y e a r ) ; Treasurer, L. E. Schenck. 
The foregoing, w ith  Curtis F. 
Scott, R. C. Lloyd and John F. 
Hartm ann compose the Board of 
Directors.
North Carolina
The E ighth  Annual M eeting o f  
the North Carolina A ssociation of 
Certified Public A ccountants will 
be held a t Greensboro, on October
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14 and 15, 1927. Claude B. Vestal,
C. P. A ., o f Greensboro, is Chair­
man o f the General Arrangem ents 
Committee, and he, together w ith  
other Greensboro accountants, will 
have charge of the convention.
Ohio
The Ohio Society of Certified 
Public Accountants will hold its  
fall m eeting in Dayton on Septem ­
ber 16 and 17. The Dayton Chap­
ter is making plans for unusual 
entertainm ent for both days.
South Carolina
A  special m eeting o f the South  
Carolina Association of Certified 
Public Accountants was held in the  
Francis Marion Hotel in Charles­
ton, S. C., on A ugust 26th, at which  
a gratify in g  number o f the mem-
Jam es F. Sm yth, C. P. A., and 
W illiam D. Black, C. P. A., an­
nounce their association under the  
firm name of Sm yth and Black for  
general practice as certified public 
accountants a t 401 Chancery 
Building, 564 Market Street, San 
Francisco, California.
E. E. Rossmoore, C. P. A., an­
nounces the removal o f h is offices 
and those of E. E. Rossmoore & 
Co., Inc., to 441 F ifth  Avenue, New  
York City.
Ira B. Robbins, C. P. A., an­
nounces the removal of h is offices 
to  551 F ifth  Avenue, New York 
City.
Milton K. Lockwood announces 
his resignation as Forest Valuation  
Engineer, Bureau of Internal 
Revenue, and the form ation of a 
partnership w ith  George E. Wall­
ing, C. P. A., under the firm name 
of W alling and Lockwood, A c­
countants and Engineers, w ith  of­
fices in the Union and Planters 
Bank Building, Memphis, Ten­
nessee.
bers were present. Am ong other 
th ings, plans w ere discussed for the  
next annual m eeting of th e asso­
ciation to  be held in Columbia, S.
C., during the m onth o f October, 
1927. It w as decided to make th at 
m eeting an open m eeting for  all 
practising public accountants, and 
invitations to th e several State  
bodies o f accountants will be ex­
tended. Invitations will also be ex­
tended to the business men of the  
State to attend, and as speakers o f 
national prominence are to  be se­
cured to  address the m eeting, i t  is 
expected these invitations will be 
accepted. A fter  discussing many 
m atters o f importance to the ac­
countants of South Carolina, the 
members adjourned to  the dining 
room of the Francis Marion Hotel, 
where a delightful luncheon was 
served.
Miller, Franklin, B asset & Com­
pany, Engineers and Accountants, 
and Marvyn Scudder & Company, 
Public Accountants, announce a 
combination of their offices and 
staffs. The principal office will be 
at 347 Madison Avenue, N ew  York 
City.
H. S. Johnson, C. P. A., form erly  
Treasurer of the Guardian Trust 
Company, Detroit, M ichigan, is 
now w ith  Hamilton & Wade, Inc., 
1 Liberty Street, N ew  York City.
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Arkansas 
In accordance w ith  th e new law, 
Governor Martineau appointed, on 
A ugust 18, 1927, the following  
members to the Board of Account­
ancy for the State of Arkansas: 
James Stewart, L ittle  Rock, for a 
term  of three years; W. W. Find­
ley, L ittle Rock, for a term  of two 
years; Caddie H. Kinard, E l Do­
rado, for a term of one year. The
Board has organized w ith  Caddie
H. Kinard, President; W. W. Find­
ley, Secretary, and Jam es Stewart, 
Treasurer.
Florida
The Florida State Board of Ac­
countancy is  now composed of 
George H. Ford, Chairman, Jack­
sonville; C. C. Bryant, Oscala; W. 
J. Forney, Jacksonville; H. V. Foy, 
T am pa; and Robert Pentland, 
Miami.
Iowa
Edward J. Wiedman, o f Des 
Moines, has been appointed a mem­
ber o f th e Iowa State Board o f Ac­
countancy, succeeding Chas. B. 
Tompkins, who has moved to Cali­
fornia. Edwin G. Prouty, o f Des 
Moines, has been appointed to suc­
ceed H. E. Stoner, who has moved 
to Detroit. The board is now organ­
ized as follow s: H enry N . Holds­
worth, Iowa City, Chairman; Ed­
ward J. Wiedman, Des Moines, 
Secretary-Treasurer; Edwin G. 
Prouty, Des Moines, member.
Montana
R. L. Thomas, of Butte, has 
been appointed as th e third mem­
ber o f the Montana State Board of 
Exam iners in Accountancy.
Pennsylvania  
John McI. Sm ith, Esq., has been 
appointed a member of the Penn­
sylvania S tate Board for the Ex­
amination o f Public Accountants 
to succeed Graham R. Hurd, Esq. 
The board m et on A ugust 10, 1927, 
and organized for the ensuing year 
as fo llow s: Horace P. Griffith, 
Chairman; Frank Wilbur Main, 
Vice Chairman; Joseph M. Pugh, 
Treasurer; Robert J. Bennett, Sec­
retary; Robert L. Wallace, Esq.; 
John McI. Sm ith, Esq.
V irginia
Guy B. Hazelgrove, American 
National Bank Building, Rich­
mond, has been appointed the at­
torney member o f the Virginia 
State Board of Accountancy to 
succeed Thos. O. Moss, Esq.
ANNOUNCEMENTS
PROFESSIONAL CONTROL
The last session of th e California 
Legislature passed an A ct creating  
a public corporation to be known 
as the S tate Bar of California, 
which is extrem ely interesting ow­
ing to the fact th at it  points the  
way to a possible change in the  
control o f the professions in th is  
country. Because of th at fa c t ac­
countants should be interested in 
studying its  provisions and we hope 
that our readers will do so.
Up to th is tim e each sta te  has 
provided boards or com missions 
and given each legal powers w ith  
reference to  the control o f the pro­
fession which th e membership o f  
said board represents. S tate socie­
ties, membership in which is con­
fined to  persons who have been  
thus legally recognized, have been 
organized for  th e  purpose o f bring­
ing together th e members of the  
profession for the purpose o f ad­
vancing its  interests by m eans o f 
cooperative and combined efforts. 
In m ost states the relationships ex­
isting between th e sta te  boards or 
commissions and the sta te profes­
sional organizations have been ex­
ceedingly cordial and the profes­
sion, as represented by its  state or­
ganization, has been able to secure 
from th e state board such rules and 
type o f adm inistration as have  
been conducive to the interest o f  
the profession. Each state, under 
our political system , is  a distinct 
unit and the action taken by either  
societies or boards has no validity  
outside o f the sta te  confines except 
as reciprocal arrangem ents have  
been entered into betw een other  
societies or boards representing d if­
ferent sta tes by m eans o f which  
definite com ities have been estab­
lished.
The American Society was estab­
lished to complete th e necessary  
circle in professional relationships 
by bringing together in one na­
tional organization those persons 
who had been recognized by the  
several states. The new  California 
law, while retaining th e sta te  con­
trol feature, seeks to establish in 
one body the board and society  
features, providing th at autom ati­
cally all persons adm itted to  prac­
tice in accordance w ith the pro­
visions of th e act become, by that 
fact, members of the State Bar and 
are amenable to rules and regula­
tions adopted by the Board of Gov­
ernors thereof which in reality con­
sists  of officers of the sta te society  
as now understood and members 
of the sta te  board as now under­
stood.
CHAPTER 34
An act to create a  public corporation to 
be known as “the s ta te  b ar of Cali­
forn ia ,” to provide fo r its  organiza­
tion, governm ent, membership and 
powers, to  regulate the practice of law, 
and to  provide penalties fo r violations 
of said act.
(Approved M arch 31, 1927)
The people of the S tate  of California do 
enact as follows:
Section 1. This act m ay be known and 
cited as the s ta te  b a r  act.
Sec. 2. There is hereby constituted a 
public corporation to  be known as “The 
S tate  B ar of California,” hereinafter des­
ignated  as the sta te  bar, which shall have 
perpetual succession and a  seal, and may 
sue and be sued, and which may, fo r the 
purpose of carry ing  into effect and pro­
m oting the objects of said corporation, 
en ter into contracts and acquire, hold, 
encumber, dispose of and deal in  and 
w ith real and personal property. The 
te rm  of existence and the  powers of said 
corporation m ay be changed or te r ­
m inated a t  any  tim e by an  act of the 
L egislature of the S tate  of California.
Sec. 3. The first members of the sta te  
b a r shall be all persons now entitled to 
practice law  in this state .
Sec. 4. Members of the sta te  bar shall 
be divided into two classes, namely, active 
m embers and inactive, or retired, mem­
bers.
Sec. 5. Active m embers shall be all 
those who are  not classified as inactive, 
or retired  members. Inactive, or retired, 
m embers shall be those who have, as 
here inafte r provided, requested to  be 
enrolled as inactive members.
Sec. 6. Every  person licensed to prac­
tice law  in th is  sta te  shall be deemed 
an  active m em ber un til a t  his request he 
shall be enrolled as an  inactive or retired 
member.
Sec. 7. A fter the organization of the 
s ta te  bar, as herein provided, all persons 
who are  adm itted to  practice in accord­
ance w ith the provisions of th is  ac t shall 
become by th a t fac t members of the sta te  
bar.
Sec. 8. Active members who shall, 
a f te r  the tak ing  effect of th is act, re tire  
from  practice, shall be enrolled as inactive 
members a t th e ir  request. Inactive mem­
bers shall no t be entitled to  hold office 
or vote. They m ay, on application and 
paym ent of all reg istra tion  fees required, 
become active members. Inactive mem­
bers shall have such other privileges, not 
inconsistent w ith th is act, as the board of 
governors m ay provide.
Sec. 9. There is hereby constituted a 
board of governors of the sta te  bar, 
which shall consist of one (1) member 
elected from  each congressional d istrict 
of the S tate  of California, and four (4) 
members elected from  the sta te  a t  large, 
who shall hold office fo r the period of 
one year and until the ir successors are 
elected and qualified; provided, however, 
th a t where a  county or city and county 
contains more than  one congressional 
district, each member residing w ithin 
such county or city and county m ay vote 
fo r and elect from  residents of said 
county or city and county as m any mem­
bers of the board of governors as there 
are congressional districts w ithin such 
county or city and county.
Sec. 10. The officers of the  “ sta te  b a r” 
shall be a  president, th ree (3) vice presi­
dents, a  secretary  and a  treasurer.
Sec. 11. The president and vice presi­
dents shall be elected by the board of gov­
ernors from  am ong the ir members a t the 
tim e of the  organization m eeting of the 
s ta te  bar, as herein provided, and there­
a f te r  a t the tim e of the annual meeting. 
The newly elected president and vice 
presidents shall assume the duties of the ir 
respective offices a t  the conclusion of the 
annual m eeting a t which they are elected.
Sec. 12. Upon th is ac t becoming effec­
tive, four mem bers of the first board of 
governors shall be appointed by the chief 
justice of the suprem e court of the S tate 
of California from  am ong those qualified 
fo r active m embership in  the sta te  bar.
Sec. 13. The fo u r members of the 
board of governors so appointed, w ith 
the chief justice of the suprem e court 
of the S tate of California, shall constitute 
a  commission to place th is act in opera­
tion and to  organize the sta te  bar, and 
to  adopt such rules and regulations fo r 
the tim e being as i t  m ay deem necessary 
to complete the organization thereof, and 
shall call the organization m eeting and 
generally  give effect to  th is act.
Sec. 14. The rem aining places on the 
board shall be filled by an election to  be 
held as provided fo r in section fifteen 
hereof. The ballots shall be canvassed 
a t  the  organization meeting. No gov­
ernors from  the sta te  a t  la rge  shall be 
elected to  th is  firs t board of governors.
Sec. 15. Nominations fo r governors 
shall be by petition signed by a t least 
tw enty members entitled to vote fo r such 
nominees. The election shall be by ballot. 
The ballots shall be mailed to those en­
titled  to vote a t least th ir ty  days prior 
to the date of canvassing the ballots and 
shall be returned by mail, and the ballots 
shall be canvassed a t the ensuing annual 
meeting. In other respects the election 
shall be as the board of governors may 
by rule direct. Only active members of 
the sta te  b a r residing in the respective 
d istric ts or in a county or city and county, 
as in section nine provided, shall be en­
titled  to vote fo r the governor or gov­
ernors therefrom . All active members 
of the sta te  bar irrespective of their 
places of residence m ay vote fo r candi­
dates fo r governors a t large.
Sec. 16. Vacancies in the board of gov­
ernors shall be filled by the board by 
appointment.
Sec. 17. I t  shall be the  duty of the 
president to preside a t  all m eetings of 
the s ta te  b ar and of the board of gov­
ernors, and in  the event of his absence 
or inability to act, one of the vice presi­
dents shall preside. O ther duties of 
the president, vice presidents, and the 
duties of the secretary  and the treasurer 
shall be such as the board of governors 
m ay prescribe.
Sec. 18. The secretary  and the trea s­
u re r shall be selected annually by the 
board of governors and need not be mem­
bers of the sta te  bar.
Sec. 19. The officers of the sta te  bar 
shall continue in office until the ir suc­
cessors are  elected and qualify.
Sec. 20. The s ta te  b ar shall be gov­
erned by the board of governors, which 
shall have the powers and duties in this 
act conferred.
Sec. 21. The board shall be charged 
w ith the executive functions of the sta te  
b a r and the enforcem ent of the provisions 
of this act.
Sec. 22. The board shall have power 
to appoint such committees, officers and 
employees as i t  m ay deem necessary or 
proper, and fix and pay salaries and 
necessary expenses.
Sec. 23. The board shall have power to 
aid in the  advance of the science of 
jurisprudence and in the im provem ent of 
the adm inistration of justice.
Sec. 24. W ith the approval of the su­
preme court, and subject to the  provisions 
of this act, the board shall have power to 
fix and determine the qualifications fo r 
admission to practice law in th is state, 
and to constitute and appoint a committee 
of not more than seven members with 
power to examine applicants and recom­
mend to the suprem e court fo r  adm is­
sion to  practice law those who fulfill the 
requirem ents. W ith the  approval of the 
supreme court the board shall have power
to fix and collect fees to  be paid by ap­
plicants fo r adm ission to practice, which 
fees shall be paid into the treasu ry  of 
the s ta te  b ar; provided, however, th a t 
until otherw ise fixed and determined, the 
requirem ents fo r admission to  practice 
under th is act shall be the same as those 
now prescribed by the supreme court for 
admission to practice in th is s ta te  and 
shall be enforced as the same now are 
enforced through the sta te  board of bar 
examiners.
Sec. 25. W ith the approval of the su­
preme court, the board shall have power 
to form ulate and enforce rules of pro­
fessional conduct fo r all members of the 
bar in this state.
Sec. 26. The board of governors shall 
have power, a f te r  a  hearing fo r any of 
the causes set fo rth  in the laws of the 
S tate of California w arran ting  disbar­
m ent or suspension, to disbar members 
or to  discipline them  by reproval, public 
or private, or by suspension from  prac­
tice, and the board shall have power to 
pass upon all petitions fo r reinstatem ent. 
The board of governors shall keep a 
transcrip t of the evidence and proceed­
ings in all m atte rs involving disbarm ent 
or suspension and shall make findings of 
fac t and a  decision thereon. Upon the 
m aking of any decision resu lting  in dis­
barm ent or suspension from  practice said 
board shall imm ediately file a  certified 
copy of said decision, together w ith said 
transcrip t and findings, w ith the clerk of 
the supreme court. Any person so dis­
barred or suspended may, w ithin sixty 
days a fte r  the filing of said certified 
copy of said decision, petition said su­
preme court to review said decision or to 
reverse or modify the same, and upon 
such review the burden shall be upon the 
petitioner to show wherein such decision 
is erroneous or unlawful. When sixty 
days shall have elapsed a fte r  the filing of 
said certified copy, if  no petition fo r re ­
view shall have been filed, the supreme 
court shall make its  order strik ing  the 
name of such person from  the roll of 
attorneys or suspending him  fo r the  
period mentioned in said decision. If, 
upon review, the decision of said board 
of governors be affirmed, then said court 
shall forthw ith make said order strik ing 
said nam e from  the rolls or of suspen­
sion. The board shall have power to ap ­
point one or more committees to take 
evidence and m ake findings on behalf of 
the board, or to take evidence on behalf 
of the board and forw ard the same to 
the board w ith a recommendation fo r 
action by the board. N othing in  th is act 
contained shall be construed as lim iting 
or altering  the powers of the courts of 
this sta te  to disbar o r discipline members 
of the bar as this power a t p resen t exists.
Sec. 27. Subject to  the  laws of this 
sta te  the board shall have power to fo r­
m ulate and declare rules and regulations 
necessary or expedient fo r the carrying 
out of th is act, and shall by rule fix the 
tim e and place of the annual m eeting of 
the sta te  bar, the m anner of calling spe­
cial m eetings thereof and determ ine w hat 
num ber shall constitute a quorum of the 
sta te  bar.
Sec. 28. The board shall have power to 
make appropriations and disbursements 
from  the funds of the  sta te  bar, to  pay 
all necessary expenses fo r effectuating 
the purposes of th is  act, but no member 
of the board shall receive any other com­
pensation than  his necessary expenses 
connected w ith the perform ance of his 
duties as a  member of the board.
Sec. 29. The rules and regulations 
adopted by the board when approved by 
the supreme court shall be binding upon 
all members of the sta te  bar and the 
wilful breach of any of such rules shall 
be punishable by suspension from  the 
practice of law  fo r a period not to exceed 
one year.
Sec. 30. The board shall have power 
to create such local adm inistrative com­
m ittees as i t  m ay deem advisable. Such 
committees shall be composed of active 
members of the s ta te  b a r  and each mem­
ber of the board of governors, unless 
he decline to act, shall be ex-officio a 
member of the local adm inistrative com­
m ittee where he m aintains h is principal 
office fo r the practice of the law.
Sec. 31. The members of local adm in­
istra tive committees (except ex-officio 
members of the board of governors) shall 
hold a t the pleasure of the board of gov­
ernors.
Sec. 32. I t  shall be the duty of each 
local adm inistrative committee, and it 
shall have the power, to  receive and in­
vestigate complaints as to the conduct of 
members, m ake findings and recommen­
dations and forw ard its report to the 
board of governors fo r action, which may 
either act upon the report or m ay take 
additional evidence, or set aside the re­
port and hear the whole case de novo, as 
it m ay elect.
Sec. 33. The local adm inistrative com­
m ittees shall perform  such other duties in 
furtherance of the extension of the pro­
visions of th is act as the board may 
direct.
Sec. 3'4. In  all cases involving disbar­
ment, suspension or reproval the hearing 
shall be held in  the county of the resi­
dence of the p a rty  charged, or where the 
offense is committed. The board, or any 
local adm inistrative com mittee shall, of 
its  own motion and w ithout the filing or 
presentation of any complaint, or upon 
any complaint, if  a  com plaint be filed, 
have power to in itiate  and conduct in­
vestigations of all m a tte rs affecting or 
rela ting  to  the s ta te  bar, or its  affairs, 
or the practice of  the  law, or the disci­
pline of the members of the sta te  bar, 
or any other m a tte r w ithin the jurisdic­
tion of the sta te  bar, and in the  conduct 
of such investigations shall have power 
to take and hear evidence touching the 
m atters under investigation, adm inister 
oaths and affirmations, and upon such in­
vestigations, and upon the tr ia l or hear­
ing of all m atters, jurisdiction to  try  or 
hear which is given the said board or 
committee, shall have power to compel 
the attendance of w itnesses and the pro­
duction of books, papers and documents 
pertaining to  the m a tte r under investiga­
tion, or to said tr ia l or hearing, by sub­
poena issued as here inafte r provided. 
W henever any person subpoenaed to ap­
pear and give testim ony or to  produce 
such books, papers or documents as re ­
quired by such subpoena, shall refuse to 
appear or testify  before said board or 
committee, or to answ er any pertinen t or 
proper questions, he shall be deemed in 
contempt of said board or committee, and 
it  shall be the duty of the chairm an or 
presiding officer of said board or com­
m ittee to report the fac t to the  superior 
court of the S tate of California, in and 
for the county or city and county in 
which said investigation, tr ia l or hearing 
is being held; thereupon the said court 
shall issue an attachm ent in  the  form  
usual in said superior court, directed to 
the sheriff of said county or city and 
county, commanding said sheriff to  attach  
such person and forthw ith  bring him be­
fore said superior court. On the  re tu rn  
of said attachm ent, and the production 
of the person attached, the said superior 
court shall have jurisdiction of the  
m atter, and the person charged m ay 
purge him self of the  contem pt in  the 
same way, and the same proceedings shall 
be had, and the same penalties m ay be 
imposed, and the same punishm ent in ­
flicted as in the case of a  w itness sub­
poenaed to appear and give evidence on 
the tr ia l of a civil cause before a  superior 
court of the S tate of California. Any 
member of said board shall have power 
to adm inister oaths and issue any sub­
poena herein provided for. No w itness 
shall be compelled to attend  a  hearing 
outside of the county where such hearing 
is held and m ore than  fifty (50) miles 
from  the place of hearing. Depositions 
m ay be taken and used in  the  same 
m anner as in civil cases provided for.
Sec. 35. Any p e r s o n  complained 
against, as herein provided, shall be given 
reasonable notice and have a  reasonable 
opportunity and rig h t to defend aga inst 
the charge by the  introduction of evi­
dence, and the rig h t to  be represented by 
counsel, and to examine and cross-exam­
ine witnesses. He shall also have the 
righ t to  the issuance of subpoenas fo r a t­
tendance of w itnesses to  appear and tes­
tify  or produce books and papers, as 
above provided.
Sec. 36. A record of all hearings shall 
be made and preserved by the board or 
committee.
Sec. 37. The board of governors, sub­
ject to  the provisions of this act, m ay by 
rule, provide the mode of procedure in 
all cases of com plaints against members.
Sec. 38. A review by the supreme 
court of the action of the board of gov­
ernors, or of any committee authorized 
by i t  to make a  determ ination on its  be­
half, pu rsuan t to  the provisions of this 
act, m ay be had by the person complained 
against, and the  procedure upon such 
review shall be such as the supreme court 
m ay prescribe.
Sec. 39. The organization m eeting of 
the s ta te  b ar shall be held in the city and 
county of San Francisco w ithin one hun­
dred and tw enty (120) days a fte r the 
tak ing  effect of th is act. T hereafter 
there shall be an  annual m eeting a t a 
tim e and place to be designated by the 
board of governors. The first annual 
m eeting shall be held not less than six
(6) m onths nor more than  eighteen (18) 
months a f te r  the organization meeting.
Sec. 40. A t the annual m eeting reports 
of the proceedings by the board of gov­
ernors since the la s t annual m eeting, re ­
ports of other officers and committees and 
recommendations of the board of gov­
ernors shall be received. M atters of in­
te re st perta in ing  to the sta te  b a r and 
the adm inistration of justice m ay be con­
sidered and acted upon.
Sec. 41. Special m eetings of the state 
bar m ay be held a t such tim es and places 
as shall be provided by the board of 
governors.
Sec. 42. F o r the period between the 
taking effect of this act and the organi­
zation m eeting of the s ta te  b a r the fee 
fo r each active m em ber shall be the sum 
of three dollars, and upon paym ent of 
such fee he shall receive a  certificate 
issued under the direction of the com­
missioners, which shall evidence his mem­
bership until two m onths a f te r  the date 
of the organization m eeting of the sta te  
bar; provided, however, th a t no member 
shall vote until his fees shall have been 
paid.
Sec. 43. The annual membership fee 
fo r active members shall be the sum of 
five dollars, payable on or before Feb­
ruary  first of each year; provided, how­
ever, the board of governors shall have 
power to increase such fee to a  sum not 
exceeding ten  dollars.
Sec. 44. Upon the paym ent of such 
fees each m em ber shall receive a  certifi­
cate issued under the  direction of the 
board of governors evidencing such pay­
ment.
Sec. 45. The annual membership fee 
fo r inactive members shall be the sum
of two dollars, payable on or before the 
first day of F ebruary  of each year.
Sec. 46. Any member, active or inac­
tive, failing  to  pay any fees a f te r  the 
same become due, and a fte r  two months 
w ritten  notice of his delinquency, m ust 
be suspended from  m embership in  the 
sta te  bar, bu t m ay be reinstated  upon 
the paym ent of accrued fees and such 
penalties as m ay be imposed by the board 
of governors, not exceeding double the 
am ount of delinquent dues. All fees shall 
be paid into the treasu ry  of the sta te  
bar, and, when so paid, shall become 
p a rt of its  funds.
Sec. 47. No person shall practice law 
in this sta te  subsequent to  the first m eet­
ing of the sta te  b a r  unless he shall be an 
active member thereof as hereinbefore 
defined.
Sec. 48. I t  shall be the duty of the 
board of governors annually to have p re­
pared a  statem ent showing the to tal 
am ount of receipts and expenditures of 
the sta te  bar fo r the twelve months pre­
ceding. Such statem ent shall be 
prom pty certified under oath by the 
president and treasu rer to the chief jus­
tice of the supreme court of the S tate of 
California.
Sec. 49. Any person who, not being an 
active m em ber of the sta te  bar, or who 
a fte r he has been disbarred or while sus­
pended from  membership in the sta te  bar, 
as by th is act provided, shall practice 
law, shall be guilty  of a misdemeanor.
Sec. 50. If  any section, subsection, sen­
tence, clause or phrase of th is  act is fo r 
any reason held to be unconstitutional, 
such d ecisio n  shall n o t a ffec t the validity 
of the rem aining portions of th is act. 
The legislature hereby declares th a t it 
would have passed th is act, and each 
section, subsection, sentence, clause and 
phrase thereof, irrespective of the fac t 
th a t any one or more other sections, sub­
sections, sentences, clauses or phrases be 
declared unconstitutional.
W HAT THE CONSTITUTION  
SHOULD M EAN
(Continued from  page 264.) 
qualities o f honesty, fairness, 
helpfulness, industry and thrift, 
w ithout which no nation, however, 
great the character of its  liberty, 
can survive; w ithout which there  
would have been no lasting Consti­
tution, no united, free America, no 
Stars and S tr ip es!
Are w e so sated w ith  the pleas­
ures of life  th at the red blood of 
true Am ericanism  no longer flows 
in our veins? If so, God help us 
to awaken to a full appreciation o f
our citizensh ip ! The challenge 
com es to every American citizen, 
not only to uphold th is Constitu­
tion, but to defend it;  to uphold it 
is  not en ou gh !
We Americanize the foreigner. 
A re not m any native-born Am eri­
cans ju st as truly in need of Amer­
icanization? For those who are 
ignorant of our h istory and know  
not our traditions, th e  valiant 
stand of th e m inute men at Lex­
ington m eans n oth in g; th e roar of 
Bunker Hill fa lls on deaf ea r s; the  
blood-stained footprints on the ice 
and snow at Valley Forge bring 
no heart throb; the Stars and 
Stripes, floating resplendent on the 
breeze, brings no quickening of the  
pulse.
Sees P erils to N ation
Ladies and gentlem en, v ig i­
lance m ust be our watchword, for  
real danger confronts th is Nation. 
Foreigners, under the guise of 
friendship, come here desiring to 
wreck the very citadel o f our lib­
erty  by poisoning the minds o f  
our youth w ith  their seditious 
propaganda. For these insidious 
foes, who hold contempt and ha­
tred in their hearts for all estab­
lished law  and order, we have  
nothing but righteous indignation. 
We m ust, by a process o f educa­
tion, teach these radicals new  
ideals, new standards— teach them  
th a t our constitutional freedom  is 
based on fixed rules o f law and or­
der; th a t liberty w ithout respon­
sib ility  is  license. B ut to those  
who come w ith  honesty of purpose 
w e extend the hand of fellow ship; 
w e say  to  them , in all sincerity: 
‘Our schools are open to you and 
yours; our industries are calling 
you; our broad fields are inviting  
you.' W ith patience and under­
standing and by the potent force 
o f a  liv ing example, we can help 
them  to become good citizens, and, 
in  so doing, we, ourselves, shall be 
touched w ith  the fire from  the al­
tar o f liberty.
For th e perpetuation o f th is  
Constitution and the unity o f th is
Nation the Great Emancipator 
gave his life. To safeguard de­
mocracy the flower o f th is land 
paid the supreme sacrifice!
In the common bond o f love 
and service m ay we ever hold sa­
cred and inviolate the tenets o f  
our m atchless Constitution, and 
m ay w e pass on to posterity th is  
priceless heritage, consecrated by 
the blood o f th e sainted dead, w ith  
no blot on its  escutcheon from  our 
wrongdoing, w ith  no blem ish from  
our neglect.
May we ever be w orthy the  
name of American citizens.
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CER TIFIED  PUBLIC ACCOUNT­
ANT.
CERTIFIED  PUBLIC ACCOUNTANT 
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and tax  experience, possessing capital, 
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train ing ; desires partnership  in terest 
in  established accounting firm. Busi­
ness references exchanged. Address 
Box 176, THE CER TIFIED  PUBLIC 
ACCOUNTANT.
AUDITOR—C. P. A.— COMPTROLLER.
Certified 5 years. Hold different sta te  
licenses. Enrolled to  practice before 
U. S. Tax Appeals. Well educated, 
tactfu l, and have pleasing personality; 
possess sales ability. American, single, 
age 29. Best references furnished and 
demanded. Connection w ith corpora­
tion or accounting firm desired. Box
177, THE C ER TIFIED  PUBLIC AC­
COUNTANT.
C. P. A., N. Y., 45, Christian, w ith few 
small clients, desires connection in  o r 
n ear New York where he can take care 
of them  and give assistance; view to  
partnersh ip ; 15 years commercial ex­
perience, 7 years accounting medium 
grade work; especially tax  m a tte rs ; 
short periods in W ashington tax  bu­
reau  and national accounting firms; 5 
years present connection. — Box No..
178, TH E CER TIFIED  PUBLIC AC­
COUNTANT.
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Robert H. Montgomery’s
1927 Incom e Tax Procedure
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WHAT IS WRONG WITH THE CERTI­
FIED PUBLIC ACCOUNTANT 
PROFESSION?
I N these days, the question is very frequently raised, “What is Wrong With the Certified Pub­
lic Accountant Profession?”
As a matter of fact, nothing is wrong with the Cer­
tified Public Accountant profession other than what 
is wrong with all other professions and all other busi­
nesses. The Certified Public Accountant profession is 
both fortunate and unfortunate in that its problems 
are both those of the professional man and of the 
business man. On the other hand, the accruing ad­
vantages are both those of the professional man and 
the business man.
From the standpoint of business the accounting 
profession is meeting the same questions and the 
same problems as the business man. During the war 
business boomed not so much because of good man­
agement, as because of rising prices, due to unpre­
cedented demand for products. Every Certified Pub­
lic Accountant realizes that in this year 1927, as in 
the immediate preceding years, to succeed a business 
must be conducted with vigor, with skill, and nursed 
along with lots of hard work.
A recent survey showed that in one of our largest 
cities the total department store business was about 
at its peak. In other words, let us say, the ten large 
stores in total were doing about the maximum of 
business which they had ever done. However, it was 
found that among the ten stores three had very much 
increased their business. This meant tha t the other 
seven did less business. In other words, even though 
business may be more or less at a standstill as far 
as the total volume is concerned, it does not neces­
sarily follow that all concerns in that particular line 
are holding their proportionate share of business. 
Each individual business must either be going for­
ward or backward. The survey also demonstrated 
that from the standpoint of the business that was 
being done that except as the population increased, 
the saturation point had been practically reached. 
However, certain department stores have been taking 
on additional lines which were formerly not handled 
by any of the department stores, with the result that 
the total volume is certain to increase.
What is the advantage to the Certified Public Ac-
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countant profession o f a business viewpoint ? During  
the w ar the Certified Public Accountants devoted  
them selves to a considerable extent to tax  m atters. 
The tax  business is practically gone. Public account­
ants, therefore, i f  they  are going to grow in a busi­
ness way, m ust develop other lines o f service. N ew  
lines are constantly being entered upon. Accountants 
are again devoting them selves to cost work, problems 
of reorganization and refinancing, consultation serv­
ices in respect to m anagem ent problems, and many 
other phases o f work which were more or less un­
thought o f during the hectic days o f 1917 and 1918. 
A udits instead o f being an end in them selves are be­
ing turned into constructive investigations. The 
necessity  o f rendering effective and valued service is 
being emphasized as never before.
It is  not easy to enter into new lines or to change 
established methods o f routine audit procedure; 
neither is i t  easy for business houses to adapt their  
businesses to changed economic conditions.
From the standpoint of a profession, th e Certified 
Public Accountant has the sam e problems as other 
professional men have. W hat is fundam entally  
wrong w ith  m ost professional men— certified public 
accountants, lawyers, doctors, engineers, m inisters, 
dentists— is that when the certificate or degree is ob­
tained a sigh  o f relief is em itted and the professional 
man proceeds on h is way, happy in the thought that 
his days o f study and intellectual development are 
over and past, and th at he can now rest easily and 
practice h is profession.
A s a guess, w ithout much to base it upon, th is  
writer believes that perhaps as h igh  as five-sixths o f 
all professional men cease to do any grinding, hard 
mental work along the lines o f keeping up w ith  the  
la test thought and advancement in their profession  
after they  enter actual practice and earn a com fort­
able living. I f  our doctors all studied, the length o f  
life  o f their patients would be increased. If th e law­
yers all studied, more cases would be settled out of 
court and a more valuable service would be rendered 
their clients. I f  all Certified Public Accountants like­
w ise studied, their value to th e business world would 
be increased tremendously.
Of the one-sixth of all professional men who actu­
ally keep up w ith the advanced knowledge o f their  
profession, about one-half follow the paths which  
have been trodden by others. Perhaps one-twelfth  
of all professional men do original research work 
along pioneer lines. Such men in every profession  
become the geniuses and the wizards.
There is  nothing particularly wrong w ith  th e Cer­
tified Public Accountant profession. However, noth­
ing but hard, grinding m ental work can be promised 
the young man who really w ants to make a profes­
sional success o f h is professional life.
Our country needs m any certified public account­
an ts who will make a business success o f their pro­
fession. Our country needs far more, however, pro­
fessional men who will make a genuine professional 
success. The two are not incompatible.
FRA N K  W ILBUR MAIN.
UNITED FOR PROGRESS
IN  th e Tribune-Herald o f Casper, W yoming, for  Sunday, A ugust 14, the follow ing appeared in the 
editorial column under the heading “In Union There 
is Strength” :
“An automobile driven from  Uniontown, Pennsylvania, and 
obviously owned by a  loyal citizen of th a t city, w as parked 
in fro n t of a Casper store the other day.
“There is nothing significant in th is fact. Cars from  a hun­
dred towns and cities and from  nearly as m any sections in the 
United S tates come through Casper during the summ er months.
“B ut on th is particu lar automobile was a  sign which read— 
‘Uniontown—United fo r Progress.’
“Here in Casper we stand fo r progress individually and in 
cliques and in special groups, but, unfortunately  we do not 
stand as one united community striv ing fo r a  common goal. 
And until we cease to bicker and quarrel and gossip and give 
vent to suspicions and spite; and stop d istrusting  the other 
fellow and im pugning his m otives; and quit giving credence 
to d isparaging and dam aging rum ors; and le t up on destruc­
tive criticism of public officials and business leaders—until we 
actually and finally cease all th is sort of th ing  we can not be 
in fac t a  united community; we will not be ‘united for 
progress’ and we can not hope to reach th a t stability  which 
is necessary to continuous growth and reasonable, continuing 
prosperity .”
Query: Would it not be well for every certified 
public accountant to decide for  him self w hether he is 
striv ing for progress individually or w hether he is 
working w ith  other certified public accountants for 
the development o f the profession o f which he is a 
member?
PRESIDENT’S REPORT
In childhood, from  birthday to  
birthday w as an eternity, and in  
those se lf sam e days Christmas 
seemed destined never to make its  
appearance. B ut w ith  m aturity  
we find the days and m onths flash­
ing by w ith  bewildering speed. It 
seems but yesterday th at we were 
saying our farew ells in W ashing­
ton, yet a year has gone to join  
its forebears —  a year which has 
been filled w ith  much of work for  
your president. T his work, how­
ever, has been more o f joy  than of 
burden, and has led to m any pleas­
ant experiences and happy associa­
tions th at shall always be prized as 
being among life ’s choicest posses­
sions.
The sixth  year of the life  o f the  
Society has come to a close and it 
therefore becomes m y duty to ren­
der to you an account o f m y stew ­
ardship o f the high  office which  
you entrusted to m y keeping.
It is not so distantly rem ote but 
that m ost of us can remember when  
accountancy was in its  infancy. It 
will be our privilege during th is  
m eeting to hear one of the pioneers 
of the profession recount some of 
its early struggles. H aving re­
cently had the pleasure o f hearing  
th is speaker address the th irtieth  
anniversary m eeting of the Penn­
sylvania S tate Society of Certified 
Public Accountants, I feel th at our 
present session will be very much  
worth while i f  w e do no more than  
hear and reflect upon th is one pa­
per.
Too frequently we are prone to 
think w e have personally and in­
dividually paid in toil and treasure  
for the education and experience 
which is now ours. N othing could 
be further from  th e truth. Our 
privileges and opportunities have  
come as a heritage from  the cease­
less labor and lavish expenditure 
of gold by those gone before— not 
only those who have lived and la­
bored during the la st few  decades 
during which th e profession has 
made such rapid strides, but also 
those who, during the hundreds of
years preceding, toiled to add their  
m ite to th e sum of human knowl­
edge, to the Italian monk, Pacioli, 
i f  you please, who, in the days of 
Columbus, painfully and in the fear  
of God worked out and recorded 
for the benefit of posterity the  
theory o f double entry bookkeep­
ing.
It is entirely fitting th at we 
should give thought to the manner 
in which th is heritage of ours was 
created and, giv ing thought, should 
go from  th is m eeting w ith  a fixed 
and steady purpose to repay to the  
best o f our ability our indebtedness 
to those who have so unselfishly la­
bored for the development o f the 
profession— not in the coin o f the  
realm but in service.
Acountancy has not y et reached 
m aturity— from  m y contact w ith  
problems arising in different parts 
of the country, it  has seemed to 
me that it m ay properly be said to 
be in the adolescent stage. It has 
the restlessness o f youth and at the  
same tim e we m ay be profoundly 
gratefu l th a t it also has the vigor  
o f its  years.
This restlessness has been par­
ticularly evidenced during the past 
year by the many bills which have 
been introduced in State legisla­
tures looking to the modification of 
the laws regulating the practice of 
accountancy. Some of these have 
been good and some have not, but 
on the whole th ey  bespeak a very  
healthy condition in the profession. 
This, the odd year, has found prac­
tically all o f the State legislatures 
in  session and it  has, accordingly, 
been an especially busy season for  
our Committee on State Legisla­
tion. The report o f the Committee 
will be m ost interesting.
The year has, I believe, w itnessed  
a very decided improvem ent in the  
personal relations ex isting  between  
the individual members o f the pro­
fession . The feeling  o f fraternal- 
ism  and good fellowship has grown  
apace. The Accountants Club has 
done much along th is line and 
luncheon clubs organized in other
cities have contributed in no small 
w ay to a better understanding  
am ong their members.
The success o f such clubs un­
doubtedly depends largely upon 
their being strictly  informal—  
without dues, w ithout rules and 
w ithout set programs. Such in­
formal m eetings have a very m el­
lowing influence and it  is earnestly  
hoped that their number m ay be 
greatly multiplied during the com­
ing  year. We will not have reached 
full stature as a profession until 
suspicion, jealousy and intolerance 
which unfortunately still ex ist to 
some extent, are driven out and are 
replaced by confidence, cooperation  
and a spirit of mutual helpfulness.
The foreword of Commissioner 
Blair in the Internal Revenue N ew s 
seem s unusually appropriate in th is  
connection. He says:
“Most of life’s troubles come from m is­
u n d ersta n d in g s . If  we know  each other 
we shall u n d ers ta n d  each other; if we 
u n d ers ta n d  each other we shall tru s t  
each other; if  we t ru s t  each other we 
shall w o rk  to g e th e r  in  u n ity  o f p u rp o se ;  
if we w o rk  to g e th e r  in unity  of purpose 
there is n o th in g  w o rth  w h ile  which we 
cannot accom plish."
This suggests the broader field 
in which your officers have been  
deeply interested th is year— that  
of the affiliation of State societies 
w ith our organization. It has been 
increasingly apparent that in order, 
ultim ately, to bring the profession  
in the United States to its m axi­
mum efficiency there m ust be a 
much closer union between the va­
rious S tate societies. The necessity  
for development along th is line 
was, as you know, foreseen at the  
tim e our constitution w as amended 
to perm it such affiliation.
One o f the rocks upon which our 
organization is  built is the princi­
ple th at each State should regulate 
the practice o f the profession w ith­
in its  own boundaries and th is  prin­
ciple is  coordinate w ith  another 
theory o f our Society, namely, th at 
the State organizations are the bul­
warks o f the profession. However, 
they  cannot hope to  reach their  
m aximum efficiency operating in­
dependently and perhaps a t cross
purposes, any more than the origi­
nal thirteen colonies could do so. 
A  union in the case of the colonies 
brought forth  an invincible nation  
and it  will do the sam e for our pro­
fession.
Business has long since outgrown  
all S tate boundaries, and account­
ancy is, and m ust be, coextensive  
w ith business. The Chicago ac­
countant has a vital interest in the  
maintenance of the in tegrity  o f the  
profession in Alabama. The inter­
ests o f certain of his clients m ay be 
jeopardized i f  careless or inefficient 
accounting is performed in the  
Southern State. The accountant in 
California m ust realize that h is own 
welfare and the interests of the  
public which he serves are inextric­
ably bound up w ith the status of 
the profession in N ew  York.
The Board of Directors at its  
m eeting last December expressed  
the opinion that affiliation should 
not be established w ith  any State  
organization until six  such organi­
zations had made application there­
for. They were influenced in th is  
decision by the thought that, while 
satisfied them selves that th e m ove­
m ent w as desirable and necessary, 
it would be unwise to in itiate it  un­
less and until a sufficient number 
of eligible S tates had voiced their  
approval to insure its  success.
Accordingly, your officers have 
been bending their efforts during 
the year to the securing of th is  
nucleus.  This has been attended  
w ith  certain difficulties, one of 
which is the com paratively h igh re­
quirement for individual member­
ship in the American Society, but 
I am happy to report th a t six  eligi­
ble S tate organizations have now 
adopted resolutions authorizing  
their boards o f directors to nego­
tia te w ith  our Society for affilia­
tion. These are, Michigan, North  
Carolina, D istrict of Columbia, 
Maine, W est V irginia and W iscon­
sin.
The Committee on Relations w ith  
State Societies will have a further  
report to  make regarding th e fu ­
ture development o f th is plan. I
commend th is to your very careful 
consideration.
Apropos of our relations w ith  
State organizations is the recently  
completed trip of th e Secretary  
through the northwestern States. 
T his trip, covering about 9,500 
m iles, brought the Society into per­
sonal contact w ith  practically all of 
the officials o f the State Societies 
and State Boards, as well as w ith  
a great m ajority o f the certified 
public accountants in ten  States. 
That State organizations and the  
profession generally were greatly  
benefited by th is trip is amply evi­
denced by the letters of apprecia­
tion received from  the territory  
through which the Secretary trav­
elled.
And now for a moment striking  
a more somber note, it  is m y sad  
duty to report to you th at we have 
lost th is year by death tw enty  
members, among whom were our 
loyal and beloved friends Frank G. 
DuBois and Jean Paul Muller, one 
of our incorporators. During the 
m eeting you will be asked to adopt 
proper resolutions of condolence to  
the bereaved fam ilies.
In addition to th ese losses, w e 
have dropped an unusual number 
o f members for non-paym ent of 
dues in pursuance o f a som ewhat 
more drastic policy than has here­
tofore been followed. N everthe­
less, the Society has shown a sub­
stantial numerical increase. The 
membership campaign which was 
conducted through th e cooperative 
effort of your representatives, di­
rectors and officers was reasonably 
satisfactory, th e  cum ulative re­
sults being especially apparent as 
the year was closing.
I m ust confess personally to a 
change o f opinion regarding th e  
solicitation o f new members. When 
I assumed the duties of m y office I 
fe lt th at th e unselfish work of the  
Society and its  splendid record of 
accomplishment were quite suffi­
cient to attract to membership an 
adequate number of persons to pro­
vide necessary revenues and th at 
the tim e had arrived when our ef­
forts could, and should, be devoted
more exclusively to constructive  
work for the benefit o f th e  profes­
sion. I do not h esita te now in say­
ing th at I believe I w as wrong in  
th e latter conclusion. The m atter  
is much deeper and more far reach­
ing than the question o f finances.
It is obvious th at an adequate 
supply o f funds is essential to the  
continued and successful operation  
of any organization, but what  
Society and the profession need in­
finitely more than funds is  the  
moral support, the active interest 
and the hearty cooperation of 
every forward-looking certified 
public accountant in th e United  
States. I would ten  tim es rather 
have the enthusiastic support o f a 
member than his annual dues and 
if  w e content ourselves by placing  
names upon our membership roll 
without arousing in such new  
members a sense of their obliga­
tion to  the profession and an ap­
preciation o f th e opportunity for  
cooperative effort for the benefit 
of the profession a t large and con­
sequently for the advancement of 
the interests o f each and every in­
dividual member, we have sadly  
failed in our duty to our neighbor 
and to our organization.
In th is  we m ight well learn from  
som e of our public u tility  corpora­
tions who have during recent years 
been distributing large quantities 
of stock to their consumers. Have 
they been doing th is because o f its  
being impossible to secure neces­
sary capital from a limited number 
of persons o f larger means as had 
been th e previous practice? N o! 
H ave they  done it  because it  had 
been found to  be a less expensive 
method of financing? A gain, N o! 
It has been done for th e sole pur­
pose of identifying the con­
sum er’s interests w ith  th e interests 
of the utility. The results o f cus­
tom er ownership are, o f course, 
well known to you and I shall not 
attem pt to  elaborate upon them . 
Suffice it  to  say th at if, as a cold­
blooded business proposition, co­
operation is more important than  
cash, it  would seem  obvious that 
the same principle applies to a pro­
fessional organization.
Again, th is question is  closely  
allied to th a t of th e  affiliation of 
State organizations w ith  th e So­
ciety. It has been th e  established  
policy o f th e  Society to  support the  
State organizations in their leg is­
lative or other activ ities. W hen a 
situation is presented in which a 
large number o f S tate Society  
members are not m embers o f The 
American Society, or vice versa, 
the opportunity for  helpful and 
harmonious cooperation by our or­
ganization is more or less circum­
scribed. A  unification of the m em ­
bership o f th e S tate and national 
organizations will correct th is  s it­
uation and no effort should be 
spared to  bring about such a con­
dition.
Our Comm ittee on Federal Leg­
islation has rendered valuable 
service. It w as perhaps the earli­
est organization in th e field in op­
position to th e Couzen’s bill and 
the McKellar am endm ent to the  
General Deficiency Bill which  
would have given to  the Comp­
troller General th e power to  review  
and reject all allowances by the  
Commissioner o f Internal Revenue 
of claims f or refund of income and 
profits taxes am ounting to $50,000 
or more. It contributed in no 
small w ay to the defeat of th is  
proposed legislation, which, if  
adopted, would have resulted in 
much confusion, in expensive and 
vexatious delays to taxpayers, as 
well as in added expense to the  
Government w ithout increasing e f­
fectively  th e  safeguards surround­
ing  the expenditure of public 
funds. The Com m ittee is also 
planning on taking a more active  
part in connection w ith  the new  
revenue bill than has heretofore 
been possible in such m atters.
As usual, th e  Comm ittee on Edu­
cation, under the able leadership of 
Dean Madden, has been of much 
assistance in stim ulating increased  
activity on th e part o f State So­
cieties in educational m atters.
During th e year our Society a f­
filiated w ith the American Arbi­
tration A ssociation and has been  
able to be o f assistance to th at or­
ganization in th e advancem ent of
its  very w orthy object. W e have 
had a special com m ittee at work 
on th is  subject and have contri­
buted a scholarship to the Arbitra­
tion Association. This field has 
for us extrem ely attractive pos­
sibilities from  a professional point 
of view  and should be actively cul­
tivated.
In h is report to the Convention 
in 1925, President Pride expressed  
the hope th at our official organ, 
THE CERTIFIED PUBLIC AC­
COUNTANT, would be incorpor­
ated and put on a paying basis. 
The incorporation of the magazine 
was effected th is year through the  
organization of a corporation 
known as THE ACCOUNTANTS 
PUBLISH ING  COMPANY. This 
Company has taken over the  
publication of the magazine, th e  
income from  advertising has in­
creased and arrangem ents for sec­
ond class m ailing privileges have 
been perfected. This will result in 
a substantial saving and, from  
present indications, it  is believed  
another year will see the magazine 
on a self-supporting basis.
A  prelim inary investigation has 
been made to determine the ad­
visability  and practicability o f the 
Society undertaking an active cam­
paign to  bring about a more gen­
eral adoption of w hat has come to  
be referred to  as the “Natural 
B usiness Year.” The question has 
been taken up inform ally w ith  the  
members of the Board of Directors, 
all of whom  have expressed them ­
selves as being favorable to the un­
dertaking. It is believed th at an 
aggressive campaign conducted in 
cooperation w ith  the Chamber of 
Commerce o f the United States 
(which has already indicated that 
it  would be glad to a s s is t ) , the local 
Chambers, Boards of Trade and 
trade organizations would produce 
substantial results. I should like 
very much to see a special com­
m ittee appointed for th is purpose.
W ith the clearer definition of 
th e duties and responsibilities of 
sta te  representatives which was 
made la st December by the Board 
of Directors upon recommendation  
of the Special Committee appoint­
ed to  study the question, these o f­
ficials have been functioning w ith  
greater efficiency. The representa­
tives are the sentinels of the So­
ciety, and, as the possibilities for  
service in these positions are de­
veloped and become more clearly 
understood, i t  is  to  be expected  
th at the organization will be cor­
respondingly strengthened. Great 
care should be exercised by th e  
membership in electing to  these o f­
fices only those whose active in­
terest in the welfare o f the pro­
fession  m ay be depended upon.
In turning over the responsibili­
ties of th e presidency to  m y suc­
cessor, I take the opportunity to  
express to our Secretary and h is 
loyal staff m y sincere appreciation  
of the splendid manner in which  
the business of the Society has 
been conducted. The sm oothness 
w ith which the office was operated  
during th e extended absence o f th e  
Secretary bespeaks the efficiency 
o f the organization. To the other 
officers and th e members of th e  
Board of Directors who have given  
so generously o f their tim e and 
m eans to  the advancement of th e  
Society, I am also deeply grateful.
W e have closed the year in th e  
best financial position we have oc­
cupied during our h istory and 
show a substantial surplus from  
operations. W ith increasing m em ­
bership, increasing interest and in­
creasing enthusiasm  which is ap­
parent on every hand, I feel that I 
may well report, in the words o f 
the watchman, “Twelve o’clock and 
all’s well.”
R espectfully subm itted,
J. A. COUNCILOR.
STATE BOARD NEW S
Maryland
J. W allace Bryan, C. P. A., o f the  
Continental Building, Baltimore, 
has been appointed to the Board of 
Exam iners of Public Accountants 
of the State of Maryland to succeed 
J. K. Eagan. Mr. Bryan has been 
elected Secretary-Treasurer. James 
Carey, III, has been appointed as 
attorney member to succeed Wm. 
Milnes Maloy.
REPORT OF THE SECRETARY
Officers, Directors, S tate Represen­
ta tives and Members of The 
Am erican Society of Certified 
Public Accountants.
Gentlemen: Prelim inary to the  
first report subm itted by m e as Sec­
retary, perm it m e to  refer to the  
valuable services rendered by W il­
bur L. Harrison who served th e So­
ciety  as its  Secretary from  Decem­
ber, 1921, to  October of 1926. Only 
those who have been officially con­
nected w ith  the Society can realize 
the efficiency o f th e work which he 
did for th e organization in its early 
days, th e results o f which will be 
fe lt  for many years.
Headquarters 
On A ugust 31 the headquarters 
o f th e Society were transferred  
from  th e  Woodward Building, 
where they have been since th e or­
ganization o f th e Society, to the  
National P ress Building. Owing to  
th e fact th a t th e  building was not 
completed when the transfer was 
made, w e have been working under 
a disadvantage during th e present 
month and th e sam e conditions 
will probably continue through Oc­
tober. Since the transfer some of 
our records have not been unboxed  
and placed, and, as usually occurs, 
the whereabouts o f som e of the  
material w e have really needed has 
not y et been discovered, because of 
which fact some m atters of detail 
which m ight otherwise be given  
will necessarily be om itted from  
our report.
Members
A  year ago the membership of 
The American Society w as listed  
as 2,404. Prior to th is  year the  
notices o f dues for the ensuing  
year have been sent out in A ugust 
so that it  has been possible for any  
resignations th at m ay be made at 
th e end o f the year to  reach the  
office by September 1. This year, 
due to the absence o f the Secretary  
on h is W estern trip, th e notices 
were not sent out until September. 
W hen our directory w as issued as 
of May 1 w e had a membership of 
2,512. There have been some 
changes since th at tim e, both in
additions of new members and sub­
tractions caused by resignations, 
members dropped and members de­
ceased. The membership as o f Sep­
tem ber 1, will be approxim ately the  
same as of May 1, the figure used  
in estim ating our income for the  
ensuing year.
Library
The headquarters have been v is­
ited by out-of-the-city members 
and certified public accountants 
who are not members to an in­
creased extent during the past 
year and we are anticipating that 
each year will find a larger number 
of certified men m aking the office 
of The American Society their  
headquarters while in W ashington. 
In the arrangem ents made with  
the National Press Club for our 
present headquarters, it  was pro­
vided th at one room should be util­
ized for library purposes and when  
we are settled we will have b etter  
accommodations for our visitors 
than we had in th e Woodward 
Building. Through the courtesy of 
the publishers o f the various tax  
services we have been well supplied 
w ith  that type of library m aterial 
in which our visitors have been  
m ost interested and it  is  our inten­
tion to  develop an accounting li­
brary of sufficient size to furnish  
visitors w ith such facilities along 
th at line as they  occasionally de­
sire when com ing to W ashington. 
In the budget proposed for the  
coming year a definite allowance 
has been made for additions to the  
library. Several other suggested  
m ethods of adding thereto have 
been made by some members, all 
of which will be utilized as fa s t  as 
possible.
Directors’ M eeting
Under the plan of organization  
of the Society the mid-year meet- 
ing of the officers and directors is  
of considerable importance. The 
directors, elected by the represen­
tatives who in turn are chosen by 
the members, represent every sec­
tion of th e country and i t  is hardly 
fa ir  to expect that th ey  will not 
only give th e tim e necessary to at­
tend th e m eeting, but also bear all 
the expense burden involved. The 
suggestion has been made several 
tim es th at as soon as possible ar­
rangem ents should be made for the  
Society to carry part o f the ex­
pense. In many cases the m eeting  
may be attended on a business trip  
but it  is  obvious th at it  will be im­
possible to select any tim e at which  
all of the officers and directors 
can arrange to  handle other busi­
ness m atters in  connection w ith  
the regular m eeting. Ini preparing 
the budget for the com ing year an 
allowance has been suggested  of 
$1,000 which could be used to pro­
vide for th e transportation ex­
penses of those officers and direc­
tors who make a special trip to a t­
tend the m eeting.
Rotation o f Officers
W ith the grow th of any organi- 
zation, suggested  changes in origi­
nal plans m ust be made from  tim e  
to time. One suggestion  that has 
been discussed for a couple of 
years relates to  th e advisability of 
establishing a custom  under which  
the policy adopted by several or­
ganizations of advancing officers 
m ight be adopted to th e advantage 
of the Society. From the begin­
ning, vice presidents have been se­
lected from  different sections of 
the country than th e president. 
Until th e present year no special 
work has been assigned to th e vice 
presidents, but th is year each was 
made chairman of a committee. 
The treasurers have always been 
chosen from  w ithin  a compara­
tively  small radius o f W ashington  
in  order th at too much tim e would 
not be lost in  exchanging vouchers 
and financial papers. Each year 
th e secretary’s office has furnished  
th e president w ith  copies o f all let­
ters which it  issued and in that way 
the president has been kept in 
constant touch w ith  Society af­
fairs. Each p resid en t, however, 
has come to the office w ithout any 
special Society training for the 
work, save th at the president this 
year had previously served as 
treasurer for one year and thus 
had general knowledge o f the af­
fa irs of the Society. W hile it is
true th a t under our present plan o f 
organization no board o f directors 
can be bound by th e  action o f any 
other board, it  has been suggested  
that a gentlem en’s agreem ent 
m ight be entered into under which  
it was expected th at if  the second 
vice president had rendered satis­
factory service he would be m ade 
first vice president the following  
year and th at th e first vice presi­
dent should be, in turn, moved up 
to the presidency. This would in 
reality provide th at each board of 
directors would select a second 
vice president, realizing th at under 
normal conditions he would be 
elected president in two years, a 
treasurer and a secretary. It has 
also been suggested th at the policy 
tried out th is year of assigning  
each vice president to the chair­
manship of a com m ittee be con­
tinued and th at in addition thereto  
copies o f the letters from  the sec­
retary’s office be sent to  th e vice  
presidents as well as to th e presi­
dent so th at each president elected  
under that plan would really come 
to the office w ith  tw o years o f pre­
lim inary Society training and he 
would have a background of infor­
mation which would be vauable to 
him during the entire year. Some 
state societies have tried th is  gen­
eral plan and they  have found it  
advantageous. It does not alw ays 
happen th at persons who are se­
lected to official positions prove to  
be good adm inistrators. It will 
som etim es be true th at conditions 
will change during the tw o -y e a r  
period in which one would natur­
ally pass from  second vice presi­
dent through the first vice presi­
dency to th e presidency and that 
the chain would be broken but it  is 
worth considering as to  w hether 
such a policy will secure better re­
sults for the Society than the plan 
which has been adopted hereto­
fore, except in one instance, o f  se­
lecting an entirely new corps o f o f­
ficers each year.
E lection o f R epresentatives
Another suggestion  which has 
been brought to our attention re­
lates to the manner o f nom inating  
and electing representatives.
Everyone agrees th at th e  policy is  
extrem ely democratic and th at it  
should be maintained. The point 
has been raised as to w hether it 
would not be well to reduce the  
number o f nominations secured as 
the result o f our primary ballot by 
lim iting the number which would 
be placed on the election ballot to  
those who in the primary received  
a certain percentage o f the votes 
cast or lim iting th e number to  
about three tim es the number o f  
representatives to  be elected. The 
members o f The American Society  
have evidently appreciated th e  
privilege which th ey  have had in 
m aking nominations and in select­
ing their representatives. A  good 
percentage o f members have voted  
each year, however only about one- 
half as m any in the primary as in 
the election. L im iting the nomi­
nations to  be voted upon would 
have a  tendency to  increase the  
number who would vote in th e  
nom inating primary. It would also 
have a tendency to lessen the num­
ber o f scattering votes which we 
have in th e elections under our 
present system .
Three illustrations will show the  
situation which our present plan of 
election develops. Oklahoma, in 
the nom inating primary, named 
seven candidates. In the election, 
one over half o f th e votes were 
cast for two o f th e candidates and 
one less than half o f th e votes were 
cast for th e other five. In Oregon 
five candidates were nominated. In 
the election one candidate received 
a third o f th e votes and the other  
two-thirds were divided between  
the other four. In N ew  York one 
hundred and sixty-tw o persons 
were nominated as a result of the  
primary. Twenty-three of th ese  
declined the nomination, which left  
one hundred and thirty-nine whose 
names appeared on the election  
ballot. Of th is number th irty- 
three had received five or more 
votes in the primary, so th at over 
one hundred nam es appeared on 
the ballot o f persons who received  
less than five nom inating votes. 
The h igh est vote in the election re­
ceived by any of these hundred-odd
was less than 15 per cent o f the  
votes cast and in only th at one in­
stance did any of them  receive as 
high as 10 per cent o f the votes 
cast. Only three o f the represen­
ta tives elected received a m ajority  
of the votes cast and th e low est 
vote received by an elected repre­
sentative was less than 25 per cent 
o f the votes cast.
In seventeen of the States elect­
ing one representative the repre­
sentative elected received a  ma­
jority  o f the votes cast. In one 
State electing tw o representatives, 
one received a m ajority and in New  
York, electing eleven representa­
tives, three obtained a m ajority. 
Of course, in the United States we 
are accustomed to plurality elec­
tions. A  recent city  election  
brought out only forty-three votes 
from  five thousand citizens. If, 
w ithout removing any of the demo­
cratic elem ent which has attended  
our elections so far, a greater em­
phasis could be placed on th e pri­
mary and a concentration of votes  
secured in the regular election as a  
result of placing some restriction  
on the number o f names to be 
placed on th e election ballot, it  
m ight be beneficial.
F unctions o f R epresentatives
The Constitution and By-Law s 
of The American Society, while  
providing for  the election o f state  
representatives, does not indicate 
w hat their functions should be. A t  
a m eeting o f th e representatives 
held last year a com m ittee was ap­
pointed to  prepare a report outlin­
ing what duties, in their judgm ent, 
should be assigned to representa­
tives. That com m ittee presented  
its  report to  the Board of Directors 
and w ith  a few  minor changes 
w as adopted by them  in the follow­
ing  form :
“Your committee submits th a t (1) 
where there is more than  one sta te  rep­
resentative, they should be organized by 
the senior representative to b e tte r co­
ordinate the  activities of the la rg e r 
sta tes; (2) th a t the  m ost im portant func­
tion of the sta te  representative is to  de­
velop in terest in the S tate Society of C. 
P. A ’s as a  p rim ary  development of the 
broad principles of The American So­
ciety of Certified Public Accountants to  
support and increase all sta te  C. P . A.
organizations; (3) to obtain member­
ships in The American Society of as 
m any members of the S tate  Societies as 
i t  is possible to secure; (4) to co-operate 
w ith the S tate  Societies in  every possible 
w ay and to  place a t  the disposal of the 
S tate  Societies all the facilities of The 
American Society in  s ta te  and national 
legislative m atte rs; (5) to furnish  data 
and inform ation of various kinds to the 
headquarters a t  W ashington; (6) to  p re­
p are fo r The American Society a  brief 
but comprehensive lis t of the legal p rac­
tice requirem ents in each of the states, 
looking to  the preparation  and circula­
tion of such to  all members of The 
American Society, especially where re ­
strictive legislation is being developed 
and where annual practice license cards 
are being required in order to  establish 
the standing of those coming from  other 
sta tes on accounting work.
“W hile the d irect suggestions have 
been limited, as above, i t  is recommended 
th a t the general functions of sta te  repre­
sentatives be to b ring  before sta te  so­
cieties and individuals in the respective 
s ta tes:
“The advantages of The American So­
ciety of Certified Public Accountants;
“The benefit of co-operative action and 
full inform ation to  be obtained from  
headquarters on legislative m atte rs;
“The assistance of various S tate 
boards;
“The benefits of general inform ation 
and knowledge, which can only be ob­
tained through the communication of 
ideas and inform ation to a central or­
ganization;
“To in te rest themselves in  all th a t 
perta ins to  the maintenance and up­
building of the profession and the C. P. 
A. certificate.”
Before any formal action should be 
taken looking to amendments to 
the By-Laws it would be well for  
th e Society to make any changes 
in  th is report which it  believes 
should be made.
A m erican A rbitration A ssociation
During the year The American  
Society circularized all certified  
public accountants on behalf of 
The Am erican Arbitration A ssocia­
tion, endeavoring to secure their  
in terest in arbitration legislation  
and also suggesting  that account­
ants should be especially interested  
in the work of the American Arbi­
tration Association and should 
show their interest by taking out 
memberships therein. Homer A. 
Dunn financed the expenses in­
volved in th is campaign. The
American Society provided one of 
three scholarships of $350, each, 
which were offered by the Am eri­
can Arbitration Association in con­
nection w ith  studies o f various 
phases of arbitration made by per­
sons chosen by the American Bank­
ers Institute.
Travel
Since assum ing his office on Oc­
tober 15, 1926, the secretary has 
also retained h is connection w ith  
the M ichigan State Board of A c­
countancy as it  w as so understood  
by th e directors at the tim e of his 
election. This has increased the  
m ileage which he would ordinarily 
have traveled during the year. 
However, in addition to these trips 
and the one made during the  
m onths o f July and August, in 
which the ten northwestern States  
were visited, the secretary has also 
attended m eetings o f th e societies 
in  the States o f Maryland, New  
York, Pennsylvania, V irginia, Ten­
nessee, W isconsin and N orth Caro­
lina, traveling during the period in 
question a total o f 25,404 miles.
H is m ost extended trip w as that 
in which he visited  forty-one cities 
in the S tates of Minnesota, North  
Dakota, South Dakota, Montana, 
W ashington, Oregon, Idaho, W yo­
ming, Nebraska and Iowa, which  
single trip covered 9,448 m iles. It 
is too early to speak definitely w ith  
regard to the result of th at trip. 
No attem pt w as made at securing  
members, but in every place the  
necessity of strong State organiza­
tions was presented to  the certified  
public accountants, th e question of 
better reciprocal relations w as dis­
cussed w ith  State boards, and the  
value o f the service which certified 
public accountants could render to  
business concerns together w ith  a 
history of the development of the  
profession was presented to out­
side organizations as opportunity 
afforded. Conferences were held 
w ith  university officials where 
schools o f accounting or business  
adm inistration are conducted and 
in m ost o f the S tates the question  
of regulatory legislation was dis­
cussed w ith  some of the S tate  of­
ficials.
Luncheons, C onferences, C hapters
For som e tim e in a few  cities the 
certified men have gotten  together  
regularly in connection w ith  a 
weekly luncheon and during the  
past year the cities o f W ashington  
and Chicago have been added to 
th is number. It is believed that 
th is method of becom ing better ac­
quainted w ith  th e other certified  
public accountants should be more 
largely utilized than it  has been in 
the past. The development of all­
day State accounting conferences, 
which I believe originated in New  
York, has afforded an opportunity 
for the S tate societies to extend  
their influence whenever the occa­
sion has been utilized for inviting  
in certified public accountants who 
are not members of th e S tate So­
ciety and in some cases, practicing 
public accountants as well as mem­
bers o f the various staffs. W ith  
the extension of regulatory leg is­
lation the all-day m eeting plan a f­
fords the opportunity for certified  
and registered public accountants 
to  g et together for the purpose of 
studying and discussing the pro­
fessional side o f their work. In 
m ost States the efficiency o f the  
State Society w ill be increased by 
the establishm ent of city  divisions 
or chapters.
S ta te  L egislation
The office o f The American So­
ciety has endeavored to be of as 
much assistance as it  could to the 
several S tates which have had leg­
islative m atters pending during the 
past year. In some cases we assist­
ed the State Society in securing 
new legislation and in other cases 
we assisted the State Society in  
blocking proposed legislation.
Exam ination Q uestions
A  year ago, a t the m eeting of 
representatives, considerable dis­
cussion was had as to the possibil­
ity  o f the Society furnishing sug­
gested questions for examinations. 
W hile it  has been definitely deter­
mined th at The American Society
(Continued on Page 313.)
In terest on In vestm en t, R en t, T a x e s  and D ep recia tion  
on F actory  B u ild in gs, as F actors in  th e C ost 
o f  P roduction
I HAVE read w ith  interest the  
article prepared by Louis Roth,
C. P. A., which w as published in 
the A ugust issue of The Certified 
Public Accountant, and some ques­
tions have arisen in m y mind as 
to w hether the “basic principles” 
which he has set forth  and the con­
clusions drawn therefrom , are in  
theory correct and constitute a  
proper basis for determ ining the  
true cost o f production. These 
basic principles have been stated  
w ithout any particular reasons 
therefor, other than the assump­
tion th at they will be generally ac­
cepted. B ut can th ey  be accepted? 
W hy should they be accepted?
Mr. R oth’s opening statem ent is  
as follow s:
“I t  is presumed th a t a  person entering  
into any business has sufficient capital to 
meet the requirem ents of such business. 
In the event th a t he has not the neces­
sary  capital and is obliged to  borrow 
money a t in terest, he to th a t extent 
takes a  partn e r into his business and 
shares w ith such partn e r his income de­
rived from  the  same.”
These presumptions seem to be 
hardly warranted when there are 
undoubtedly different opinions 
upon the subject. B ut whether or 
not the presumptions are correct 
for the purpose of determining  
costs, it  will of course be readily 
admitted th at all persons ventur­
ing into business do not, in fact, 
have sufficient capital o f their own 
with which to begin and to carry 
on such business, and th at fre­
quently one o f the first steps that 
m ust be taken is to  find the neces­
sary capital elsewhere.
No doubt there are m any public 
accountants who will agree w ith  
Mr. Roth in rejecting a flat inter­
est computation on investm ent as 
being a part of th e cost o f produc­
tion, but there are probably not so 
m any who would sim ilarly reject 
the item s o f rent, taxes and depre­
ciation o f factory buildings as con-
By HERBERT W. ELLIS, C. P . A., 
New York.
A reply to  an  article by Louis Roth, 
C. P . A., published in the A ugust issue 
of The Certified Public Accountant.
stitu ting  a part o f such cost. There 
are others of course who have ur­
gently  insisted that all of these  
item s m ust be included in  th e cost 
records i f  such records are to show  
the full cost of the goods m anufac­
tured. B ut regardless of w hat po­
sition others m ay take, let us ask  
the purely theoretical question: 
W hy should we make the presump­
tions that Mr. Roth suggests w hen  
w e are seeking to  determine in  
theory ju st w hat item s do consti­
tu te m anufacturing costs ? It m ay  
perhaps be a basic principle th a t a 
person is  unw ise to venture into a 
business w ithout having sufficient 
capital, but w hat is the basic prin­
ciple in connection w ith  the finding 
o f costs that requires such an im ­
portant assum ption to be made be­
fore we commence to count the  
cost? In fact, is  not that doing 
very much the same as the g iv ing  
of a handicap in a race? The man  
who has the handicap is assumed  
to have already gone the distance 
o f h is handicap, but in that case 
we of course admit th at he has 
not really done so. It is only the  
“scratch” man who m akes the full 
distance. So anything short o f the  
full cost is incomplete and partial. 
Then w hy should we not begin at 
the beginning to count the cost and 
follow it through to completion?
The presumption can of course 
be made, th at there is on hand 
plenty of capital and that there is 
a complete factory and equipment 
standing ready for use which need  
not be considered in computing 
costs. But w hy m ay we not also 
presume th at there is a stock of 
m aterials on hand, and that th ey  
too m ay not be considered. To
carry the presumption unduly 
further, we m ight assum e that the  
proprietor has a large fam ily of 
boys whose services he m ay use 
w ithout compensation, thereby  
elim inating a part of the labor cost. 
A n y set o f presum ptions can be 
made, but the im portant question  
is th a t when you have accumulated  
your figures upon such a basis, 
does the result represent the fu ll 
cost?
It seem s necessary therefore, in  
order to determine the complete 
and true costs o f production, to pre­
sum e th at we have nothing to start 
w ith , and from  th at point, bring 
together all the th ings w hich are 
necessary in order to produce the  
goods. W hat then is really neces­
sary if  w e are going into the manu­
facturing business? The details of 
course will vary, but ignoring these, 
and as a m atter o f pure principle 
it m ay be said th at in  order to  
bring the goods into being the fo l­
low ing th ings are essential:
1. Materials.
2. Labor.
3. The use o f tools and equip­
m ent.
4. The use of a factory or place 
in which the m anufacturing pro­
cess m ay be carried on.
These th ings are all absolutely 
necessary, and cost figures which  
exclude any one of these requisites 
will not be complete.
There will o f course be no ques­
tion th at the m aterials used and 
the direct labobr should go in, but 
of w hat use would the m aterials 
and labor be if  there were no tools 
and equipment? In so far  there­
fore as the tools are consumed, 
th ey  too m ust be considered as a 
part of the cost. I f  the equipment 
has but a short life, th at m ust 
needs also be included, but w heth­
er its  life  is long or short, Mr. Roth  
agrees, and there will be few  w ho  
disagree, that a reasonable portion
of its  cost should be applied to the  
goods produced by the using o f  
such equipment.
B ut upon w hat different theory  
shall depreciation of factory build­
ings be excluded? They are quite 
as necessary in the production of 
the goods as are the tools and 
equipment, and eventually they  too 
will depreciate or become obsolete, 
all in the production of goods. 
They perhaps have a longer life, 
but there will surely be an end, and 
by what basic principle is their use, 
which is so essential, to be excluded 
from  the cost o f th e goods result­
ing from  their use ?
That factory buildings do consti­
tu te  a proper elem ent of cost, was 
abundantly evidenced by our gov­
ernm ent’s allowance of huge  
am ounts for amortization of build­
ings, as well as of equipment, after  
the war. These allowances were 
purely upon th e theory th at such  
facilities were constructed and used  
for the particular purpose o f pro­
ducing goods needed to carry on 
the war, and who is prepared to 
say that any such amortization al­
lowance, i f  properly computed, did 
not constitute a part of the cost of 
the goods to  the United States gov­
ernm ent ju st as truly as the origi­
nal contract price ?
It seem s equally true th at inter­
est on the investm ent of capital in  
facilities for the m anufacture of 
goods also enters into th e true cost 
of the goods produced by the use 
of such facilities. It m atters not, 
in theory, w hether the proprietor 
has capital of his own or has to 
borrow from  some one else. The 
use o f capital for plant and equip­
m ent is  essential to the production 
of goods. If he uses his own capi­
tal, upon which he would otherwise 
receive income, he loses or fore­
goes the income from that capital, 
and a loss so incurred surely ought 
to be applied to th at which occa­
sioned the lo s s ; that is, to the cost 
of m anufacture. If he borrows 
from  another, the theory is ju st the 
same, he m erely pays out interest 
for  the use of capital instead of 
foregoing the interest income upon 
his own capital. We cannot quite 
agree therefore that, in theory at 
least, it  is “entirely fallacious” to
charge m anufacturing costs w ith  
interest upon such capital.
The basic principle advanced in 
Mr. Roth’s article, that when cap­
ital is borrowed the proprietor 
takes a partner into the business, 
seem s also to be subject to  ques­
tion. The lender is, in fact, not a 
partner. He does not consider 
him self a partner, and the law  
does not recognize him as such. 
He shares neither profits nor 
losses nor responsibilities other 
than to receive h is  interest upon 
the amount loaned. He is not 
engaged in the m anufacturing  
business. He is not particularly in­
terested in the success o f the busi­
ness. He is m erely lending money, 
and all he w ants is the interest 
when it becomes due.
W hether interest or depreciation  
are entered in one section or an­
other o f a profit and loss statem ent, 
as referred to in the article, it  
seem s to be immaterial in deter­
m ining the cost of manufacture. It 
is the facts that are material. To 
produce goods certain th ings are
The Certified Public Accountant 
has been published m onthly during 
the past year. The fact th at the  
magazine was published more 
nearly on tim e and w ith less ap­
parent effort is an evidence o f the  
fact th at the efforts of the editor 
and the editorial com m ittee during 
the previous years have borne good 
fruit.
The Certified Public Accountant 
has continued to be the official or­
gan of The American Society of 
Certified Public Acountants. It has 
contained appropriate editorials, 
articles of technical value, articles 
of a general interest, reports of the  
last convention, reports of all 
board m eetings, reports o f the ac­
tiv ities of the Secretary, news item s 
in respect to the State Societies 
throughout the country, like news 
item s o f the work of the State  
Boards throughout the country, 
personal notices, exam ination ques­
tions taken from  various States, so­
lutions to said exam ination ques­
tions, official new s in respect to
necessary, and the cost o f those 
things, or their use, is w hat deter­
m ines the cost of th e goods, how­
ever they  m ay be charged or in  
w hatever w ay they  m ay be set up.
It is of course recognized that to 
apply interest, rent or depreciation 
to  certain departm ents and to d if­
ferent operations, under m any d if­
ferent conditions is som etim es a 
complicated and difficult proposi­
tion, and for practical purposes it 
m ay not be necessary, because such 
amounts m ay be more readily es­
tim ated. But nevertheless, it should 
be remembered th at when these 
item s are not included, the figures 
thus obtained are only partial and 
incomplete costs, and th at before 
fixing a selling price which will 
yield a satisfactory profit, interest, 
rent, taxes and depreciation m ust 
all be taken into consideration one 
w ay or another.
It is the “basic principles” set 
forth  by Mr. Roth which we are 
questioning, even though it  m ay be 
necessary for practical purposes to 
accept partial costs.
State Legislation and obituaries. 
Each year a number o f the veter­
ans of the C. P. A. movement pass 
on. N ot only their works, but their 
m emory remain w ith  us to spur us 
on to constantly greater efforts.
The Society has been publishing 
The Certified Public Accountant 
w ith  a very minimum of expense. 
That the magazine is  m aking itself 
felt, we all know. A further evi­
dence of the fact is the constantly  
increasing number of advertisers. 
However, the Publication Commit­
tee fully appreciates that we can 
never have such an official organ as 
we should have until the Society or 
the publishing corporation is in po­
sition to invest more in the maga­
zine. So far  we have been making 
brick w ithout straw. May the time 
soon come when the officers and 
the board of The American Society 
m ay be in position to seriously and 
properly finance our official publi­
cation.
FRA N K  W ILBUR MAIN,
Chairman.
REPORT OF COMMITTEE ON PUBLICATION
The Theory of the Commercial Budget
W H E N  America entered the  world war, she, a t the  
same tim e, entered the world mar­
kets w ith  an unprecedented de­
mand for supplies, both raw and 
manufactured. In order to  suc­
cessfully prosecute th e war it was 
necessary th at m illions o f men be 
housed, fed, clothed and provided 
with transportation, arms and am ­
munition. The ordinary method of  
handling such a situation would be 
by the expansion or diversion of 
utilities already a t hand, but it  was 
at once seen th at such an unusual 
situation o f expanding an arm y of 
a hundred thousand to  millions 
would require the use o f unusual 
methods. A t first an attem pt was 
made to follow the customary  
course o f lettin g  contracts for  
whatever huge quantities of serv­
ice, raw m aterial and finished prod­
uct m ight be needed, but practi­
cally no one could be found who 
would enter into such large con­
tracts w ith  the governm ent for the  
very good reason th at but few  
m anufacturers had m eans of de­
term ining the cost o f w hat they  
were called on to provide in such  
uncommon amounts and could not, 
therefore, make intelligent bids. If 
a bid were made and it  happened 
to be figured a few  cents below cost 
on each unit, the very size o f the  
contract spelled bankruptcy. Their 
position was due to  the fact that 
adequate cost system s were not in 
general use, that is, a system  of 
accounts from  which a unit cost 
could be determined even concur­
rently w ith  the process o f manu­
facture. M ost corporations con­
tented them selves w ith  a retrospec­
tive view of operations as reflected 
in the annual balance of the profit 
and loss account. Frequently fit­
tin g  account was not taken of 
opening and closing inventories of 
goods in process, their value being  
more or less estim ated. Very hu­
manly, contractors, producers and 
m anufacturers were not patriotic  
enough to blindly make a contract 
which would very probably mean
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EDITOR’S NOTE: Mr. K earful will 
be glad to  receive any comments or in­
quiries relative to the following article.
the bankruptcy court, so they  
worked out another means which  
they  honestly believed would be 
beneficial to the governm ent, and 
at th e sam e tim e give them selves 
only a reasonable return for their  
investm ent and services. That was 
the cost-plus system . It is not 
necessary here to go into the utter  
failure o f th is scheme, honestly de­
vised though it  was, nor how it 
opened up the field to extravagance 
and waste, and graft so great that 
it  w as necessary for Congress to  
appropriate money for the “prose­
cution o f war frauds.”
W hen th e war w as over business 
men realized from  their war expe­
rience, the necessity o f proper cost 
system s as well as their conven­
ience, and no longer did the cost 
expert, going into a factory to in­
stall h is specialized accounting sy s­
tem, have to  fight his way against 
the prejudice o f everyone, from  the  
board executives to the gang fore­
men.
Another field o f accounting which  
has been working against ju st as 
popular a prejudice is that con­
nected w ith  the commercial bud­
get. For m any years efforts to es­
tablish a governm ent budget were 
frustrated by th is same ignorant 
prejudice. Let us hope that in­
dustry will not need as drastic a 
situation as th at occasioned by a 
world war to demonstrate the value 
o f a budget system . The writer, 
during m any years of experience 
in commercial and governmental 
accounting, has found but one gen­
uine commercial budget in opera­
tion, but he does not mean to say  
that all industrial executives are 
prejudiced against the budget plan, 
for he has seen some who not only
approve o f it, but have attem pted  
to operate w hat, in th eir  concep­
tion, is a  budget and which they  
fondly call a budget. For the  
greater part these schem es are o f  
their own devising and have not 
the earmarks of a budget account­
ants’ work. Budget accounting is 
a specialized branch, and work  
along th is line is best carried on by  
one who, like the cost accountant, 
has made it a particular study.
In commercial and governm ental 
budgets the basic elem ents are the  
same, th at is, predeterm ination  
and final central control. The pur­
pose o f the two, however, is radi­
cally different. In the commercial 
budget the purpose is th e  produc­
ing of income, the net amount of 
which is profit, and if  the net in­
come be a red figure it is a loss, the  
result being an increase or reduc­
tion of the net worth. In the vo­
cabulary o f the governm ent there  
are now no words equivalent to  
profit, loss or net worth. The re­
ceipts are provided in the revenue 
acts of Congress, their amount es­
tim ated, and a lim it placed on ex ­
penditures by m eans of appropria­
tions. Experience has shown th at 
performance is a t variance w ith  es­
tim ates, and the job o f the Budget 
Bureau is to control expenditures 
in order th at they will not exceed  
the collection o f revenue, so th a t  
w ith the governm ent, instead of 
profit or loss, the result is  m erely  
surplus or deficit of revenue.
The first of the essential ele­
m ents of a commercial budget, pre­
determination, or the program, 
constitu tes the reason for having a 
budget, and the other elem ent, con­
trol, is  the scientific direction of  
the performance, the m eans of car­
rying out the program. Thus w e 
have th e cause and its  logical e f­
fect.
W hile th e basic principles of the  
budget always remain th e same, 
the method of m aking and carry­
ing out o f the program varies w ith  
the type and organization of the  
particular industry, and m ay be in­
stalled and operated w ithout the  
general knowledge o f any but the  
executives.
A ssum ing we are operating a 
budget in  an industry consisting of 
a m anufacturing establishm ent, 
having several departm ents and 
m aking articles for which there is 
seasonal demand, also, which is of 
the utm ost importance, th at there  
is an adequate cost system , the  
program would be made to  extend  
over either a calendar or fiscal 
year, preferably the fiscal period. 
The budget organization would 
consist, let us say, o f the presi­
dent, vice-president, secretary, 
treasurer, general manager, attor­
ney, the head o f each department, 
and the budget accountant, w ith  
the president as the arbiter or 
court of last resort in budget m at­
ters.
The firm has done a business of 
$10,000,000 the preceeding year  
and the board o f directors desires 
that, if  possible, the sales be in­
creased during the next year by 
$3,000,000. The budget accountant, 
from  certain sources, and by m eth­
ods which will be described in a 
later article, compiles a tabular 
statem ent showing in detail the ex­
penditures under every heading 
necessary to carry out a program  
increased by $3,000,000. He also 
prepares a statem ent m aking al­
lotm ents o f definite am ounts each 
month under each heading of ex­
penditure to  the one responsible 
for th e particular expenditure. The 
m onthly allotment varies seasonal­
ly, but is not in the sam e ratio as 
the seasonal variation of sales. For 
example, the peak of the purchases 
of raw material would not come in 
the same month as th e peak of the 
sales. A ssum ing again that the 
program as presented by the bud­
get accountant is approved by what 
w e m ay call the budget board, then  
we are ready for operating. There 
m ust be a daily report of purchas­
es, sales, production, collections o f  
accounts receivable, paym ent of 
accounts payable, etc. These will 
be shown by th e accountant in 
comparable form , convenient to 
read. For guidance in financing he 
m ay also show estim ates of future
collections and expenditures, based  
on due dates and w ith  allowance 
for reserves for bad debts and for  
accounts likely to become past due.
We will now assum e that because 
o f a backward season, or some oth­
er reason, sales in one o f the de­
partm ents are not up to  th e pro­
portion which th at department 
should have a t th at date. This is 
first made known by the budget 
accountant and then it  is  up to the 
budget board to determine w heth­
er the advertising m anager shall 
so change h is  copy for the adver­
tising, and attem pt to  boost the  
sales o f th a t departm ent or (2) to 
stop its  production, selling only 
w hat is already manufactured, and 
try  to  boost the sales o f other de­
partm ents to make up for the defi­
ciency. This is the point w here it  
is  seen that the elem ent o f control 
m ust be centered in one person, 
w hether it  be the president, gen­
eral m anager or other selected ar­
biter. He m ust be one who can 
look w ithout prejudice on all de­
partm ents and take them  together  
as a whole, m aking his decision so 
th at the general organization m ay  
receive th e h igh est benefit, rather 
than th at the backward depart­
ment should benefit at the expense 
of the others, which would be the 
case were the head o f th at particu­
lar departm ent perm itted to call for  
as great a portion of the sales e f­
forts as he would naturally desire. 
It can easily be seen that the lat­
ter course would inevitably break 
down the budget program, for  
the heads of th e other depart­
m ents, being human, would immed­
iately demand their proportion of 
the advertising and other selling  
expenditures which could only be 
taken from  other operating ex­
penses w ith  possibly disastrous e f­
fect. The ratio of expense, to  pro­
duction and sales, though not con­
current, m ust be kept constant, ex­
cept where it  can be reduced by  
economies.
In the installing of a budget sys­
tem  the same care m ust be taken  
as w ith  that o f a  system  of cost ac­
counting, th at is, th at it  should not 
be so complicated th at the cost o f 
operation be greater than w e are
willing to  pay for  the benefits we 
expect to derive, th a t i t  be not cum­
bersome in operation, but quickly 
inform ative. The keynote should 
be sim plicity and effectiveness.
RARE BOOK GIVEN HARVARD
The Boston Traveler o f Decem­
ber 1, 1926, announced th at one of 
the three known originals o f the 
first printed historical treatise on 
accounting, which is one o f the 
rarest and earliest o f business 
books, has been donated to  the 
Harvard Business Historical So­
ciety. T his book, the “Summa de 
Arithm etica,” by Fra Lucas Pa- 
cioli, was published in Venice in 
1494. The volume is regarded as 
one of the greatest prizes a busi­
ness library can possess.
Technically known as an “in­
cunabula,” th e accounting book is  
an excellent example o f the Renais­
sance printer’s skill. A fter  420 
years of use and exposure to  vari­
ous clim ates, the pages are still un­
harmed and the ink, made of a 
vegetable dye. preparation, is as 
black and fresh  as when it  was 
first produced. The paper in the 
book w as hand-made from  old 
cloth, and th e printing w as accom­
plished w ith  a hand press.
Fra Lucas Pacioli drew a great 
deal of the accounting information  
contained in h is book from the edu­
cated Greek slaves w ho did the 
m athem atical work of Italy during 
the Roman era. The astounding 
part of h is work is th a t it  contains 
the essence of the accounting sys­
tem  as it  is used today. Many 
m ethods have not changed at all 
since business first came to  be 
recognized as a form  of activity  
best carried on by definite rules.
The N ew  England School of Ac­
counting, W orcester, Mass., is 
proud of the fa ct th a t all three of 
its  form er students who took the 
M ay State Board of Accountancy 
exam ination in M assachusetts were 
successful in passing the same. C. 
Edson Bem is, D. L. Brennan and 
Knute Erickson were the three 
chaps who took the examination 
and passed.
Bricks Without Straw
T H E real te st of an auditor, ac­cording to many experienced  
Certified Public Accountants, is h is 
ability to handle a case “cold.” In 
other words, w hat can a  man do 
with a new engagem ent, lacking 
working papers and program s of 
previous audits? If he can m eet 
that te s t satisfactorily, he is a 
good auditor, and the State Board 
exam inations are really em inently 
practical in  ju st th at way. The 
candidate is presented w ith  prob­
lems which he m ust solve w ithout 
working papers or programs, on 
the basis of h is experience.
B ut in any audit, there is a pre­
sumption o f som ething to audit, a 
set o f books, w hether kept by 
single or double entry, by hand or 
machine, well or poorly. The 
w riter believes th at m ost o f h is  
readers have had engagem ents 
where no audit had ever been made 
before; where th e client resented  
the demand by h is bankers for an 
independent certification; insisted  
that h is books were “all right,” and 
w as substantially correct in  h is 
claim. Such audits are usually a 
pleasant relief from  routine sy s­
tem atic audit furnishing a mild 
stim ulus to constructive planning, 
and an eye-opener for possible 
changes and betterm ents.
B ut the subject o f th is article is 
the m aking o f  an “audit” where 
there is  no proper m aterial for  
auditing. How often has a prin­
cipal heard an assistant, even of 
senior grade, come into the office 
and report, “There’s nothing  
there,” echoing th e cry of the  
Israelites which titles th is  article?  
And therefore we aim to  point out 
some ideas and exem plify them, 
th at m ay prove o f assistance. If 
to any o f our readers th ey  seem  
trite we request th a t they remem­
ber the juniors on their staffs; and 
also the remark of a bright young  
woman about the current craze for  
inform ation gam es: “They should 
not be called ‘W hat do you know?’ 
but ‘W hat did you know ?’ There’s 
hardly a question which a h igh
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“There is no straw  given unto th y  ser­
vants; and they say  unto us: Make 
Bricks.” (Exodus V-16.)
school graduate could not answer 
out of h is knowledge; yet look at 
the marks w e adults get, because 
we forget.”
For a general rule in these  
“hopeless” cases, the w riter can do 
no better than quote the one he 
first heard enunciated by h is h igh  
school m athem atics teacher (now  
an accountant) in regard to the  
demonstration o f geom etric th e­
orems: “Put down everything you  
know about th e figure, no m atter 
how obvious or irrelevant it m ay  
seem. Study these d ata ; rear­
range them ; very soon they  will 
take a logical sequence, the un­
necessary ones m ay be eliminated, 
and you m ay write Q. E. D .”
For no m atter how “hopeless” a 
case m ay be, there is always some­
th ing there out of which “bricks” 
m ay be m ad e; it  is up to  the audi­
tor to supply th e “straw .”
The first exam ple we w ish  to cite 
involved a small m erchant w ith  a 
considerable loan at the bank, 
which the bank refused to  renew  
w ithout a statem ent. In a case like 
that the inventory method was ap­
parently th e only one to follow. 
The proprietor took an inventory  
of merchandise and fixtures, a t 
w hat appeared to be too h igh  
prices, but for  which he assum ed  
responsibility, but the non-physical 
a ssets  presented th e problem. A  
“sales ledger” and a  jum ble o f un­
paid invoices and statem ents was 
all the m aterial w e had to work 
with. And all in indescribable con­
fusion. “Accounts” that were 
seem ingly open, were, when the  
proprietor remembered, settled in  
cash and presumably rung up in  
cash sales. Invoices apparently 
unpaid, had been settled in install­
m ents, for w hich separate receipts 
had been taken, and no indorse­
m ent made on invoice, etc.
Still a substantially correct 
statem ent was prepared. It re­
quired unending patience. Sort­
ing, classifying, listing  o f all the  
data on paper; firm insistence that 
proprietor produce more m aterial; 
a search o f the prem ises by the  
auditor bringing to  light in  a pile 
of “trash” a bundle of cancelled 
checks, claimed to  have been lost 
(undoubtedly h o n e stly ); quizzing  
of the proprietor and som e of h is 
em ployees as to their recollections 
o f doubtful item s; and a final coup 
in th e discovery th at th e pro­
prietor w as delinquent in filing ta x  
returns. The proprietor’s honesty  
w as not in q uestion; he w as m erely  
a bad business man, who found  
record keeping irksome, and neg­
lected it accordingly. B ut when  
the penalties fo r  tax  negligence 
were explained to  him, h is sense of 
citizenship was aroused; h is in teg­
rity  m ight be questioned. A  spur 
to  h is m emory inspired a search o f 
his desk at home, and produced 
more data for the auditors; incom­
plete, confused, but facts  that 
could be put down, rearranged and 
lead to  th e Q. E. D. of an account­
ant, a certified balance sheet.
Now  w e could go on to make ex­
cuses for th at client, and blame the  
bank for not calling for  a sta te­
m ent sooner, and not protecting  
itse lf  by seeing  that taxes were 
paid, since in bankruptcy these  
would take priority over th e bank’s 
note. The subject o f bankers’ con­
tributory negligence is one w hich  
w e should like to see discussed in  
th is publication, but for which  
there is no room in  th is article.
The next exam ple is quite differ­
ent, in th a t th e dishonesty o f the  
people whose books w ere under 
exam ination w as alm ost unques­
tioned. A  bankruptcy w ith  a set 
of books, which a t first and second 
glance appeared honest, y et huge 
losses not accounted for to the  
satisfaction  o f th e creditors. This 
tim e th e “straw ” seemed to  be 
th er e ; but it  w as not o f the quality  
needed for m aking the “bricks” de­
sired. So jot down fa ct number 
o n e: Records incom plete; there­
fore, there m ust be others. And 
number tw o: The bankrupt alleges 
th at all records are on the prem­
ises; therefore, le t us search.
Now to  take two stacks o f steel 
filing drawers, filled w ith  m aterial 
accumulated over five years, looks 
like the “hopeless” situation so fre­
quently encountered. Y et patience 
won. Piece by piece every letter, 
invoice, order, work ticket, etc., 
was taken out, examined, and if  
not 100% clear, laid aside. And  
at the end of four long days, the  
50 odd pieces thus obtained, when  
reassorted, and put in logical order, 
gave a clear and logical Q. E. D. to 
the creditor’s theorem : “There’s 
som ething crooked here.” And 
then, to  revert to th e straw simile, 
literally, in a pile of packing m ate­
rial in the shipping room, was 
found a bill of lading, proved to 
have been forged.
A  third case, which had some 
humorous aspects, involved two 
resident aliens, who, siezed w ith  
a desire to v isit the old country, 
learned that an Income Tax Clear­
ance was required. H aving from  
honest ignorance neglected to  ever 
file a return they sought their busi­
ness counselor, who in turn sent 
them  to his Certified Public Ac­
countant. But how prepare a tax  
return? A memorandum book in 
which they  had noted some trans­
actions, a mass o f cancelled checks 
and a few  notes (bank statem ents  
had been used for scratch paper 
and d estroyed ); some duplicate de­
posit tickets, and no bank book; 
copies o f some orders taken and 
given, and a heap of unsorted, 
dirty, crumpled invoices. N ot a 
trace o f any book of account, and 
the senior partner reiterating in 
broken English, “I don’t remem­
ber; all mixed up.” And still the  
old rule worked.
Statem ent transcripts from  the  
bank, for as far  back as the ac­
count went, were obtained. All 
checks, notes and deposit tickets  
on hand listed carefully, compared 
w ith  the transcript and the un­
known amounts filled in therefrom , 
source and purpose being tem ­
porarily laid aside. Then sim ilar  
procedure w ith  bills and orders, 
comparison o f sam e w ith  checks 
and deposits, m atching like item s, 
and careful, patient scrutiny of the  
memo book.
Finally a long drawn out cross- 
exam ination of th e principals, 
steady but insistent jogging of 
memories, all w ith  due explanation  
of w hy w e m ust know; a difficult 
task handled w ith great tact by the  
young man in charge of the case 
(NOT the w riter). And finally all 
the recorded data on the work 
sheets, rearranged in conformance 
w ith  the testim ony, resulted in a 
series o f tax  returns whose results 
checked logically w ith  th e volume 
of business done and the proprie­
tors’ mode of living. The oral te s­
tim ony was not edduced by m eth­
ods used in court; leading ques­
tions were prominent. But the re­
sults obtained were substantially  
correct, and to date have not been 
questioned by the Bureau of In­
ternal Revenue.
A s a final case, the w riter w ishes 
to cite an extrem e one, which he 
first heard told by Admiral Samuel 
McGowan. The story is part of 
Naval lore, and if  the dates, and 
names o f the characters change 
from  tim e to time, as it is told, 
there is  still no doubt th at som e­
th ing  substantially like the story  
did actually occur.
Even in Civil War days there  
was much governmental red tape 
in connection w ith disbursem ents, 
although a Budget Bureau and 
Comptroller McCarl were un­
dreamed of. And a certain brave 
and honest, but rather illiterate  
man received an appointment in 
the N avy as Paymaster. The re­
quirements of the bookkeeping 
were quite beyond him. But some 
record he m ust have. So he took  
a pickle barrel, and sawed it  in 
two, and for every cent he dis­
bursed he got a receipt. Those for  
payroll he put in one half-barrel, 
and those for food and supplies in 
the other. And when the tim e
came, a t the end of a long, storm y  
cruise, to make his report, he care­
fu lly  packed and sent th e barrels 
to W ashington, where the auditor 
for  the N avy Departm ent was able 
to  balance out th e Paym aster’s ac­
counts to a penny.
All of which m erely goes to show  
that there is really no hopeless 
case. That if  the clay is  there, 
bricks can be made. It is merely 
up to the accountant to not only 
supply th e straw  of patience, but 
if  necessary, d ig more deeply for  
the clay.
COMMERCIAL EXHIBIT
The Business Show in connection  
w ith the P ittsburgh Convention 
m erits the attention of every a t­
tendant upon the m eeting. The 
exhibitors made special prepara­
tions for rendering a service to ac­
countants in that they are able to 
show the practical applications of 
mechanical equipment in a much 
better manner than can ordinarily 
be given in individual offices. A  
few  hours spent in a careful study  
of the exh ib its will well repay 
every one. The following organiza­
tions extend a hearty invitation to 
all:
The Addressograph Co.
Burroughs Adding Machine Co.
Commerce Clearing House.
Duquesne U niversity.
Thos. Edison, Inc.
F elt & Tarrant Mfg. Co.
General Office Equipment Co.
International B usiness Machine 
Corp.
Wm. G. Johnston Co.
MacGregor-Cutler Co.
A. H. M athias Co.
The McCloy Co.
McDonald Ledger & Loose Leaf 
Co.
Monroe Calculating Machine Co.
National Cash R egister Co.
Powers Calculating Machine Co.
Prentice-Hall, Inc.
Rem ington Typewriter Co.
Stevenson & Foster Co.
The Todd Co.
Underwood Typewriter Co.
Study In Analytical Criticism
FAULTY TERMINOLOGY AND NOMENCLATURE IN  ACCOUNTANCY
IT is said that “truth never changes, only knowledge o f it  
grow s deeper and deeper from  age  
to age.” In a m easure th is state­
m ent m ight be made to apply to  
recent changes in term inology and 
nomenclature in accountancy, as 
well as being suggestive o f others 
th at m ight be made w ith  greater  
conform ity to system . And such 
changes as are obviously desirable 
could be made w ithout in th e least 
affecting th e fundam ental principle 
upon which accountancy is based, 
for that principle is accuracy which  
is as fixed and unchangeable as 
truth itself.
The word accountancy itse lf is 
of com paratively recent coinage, 
perhaps it would be more in accord­
ance w ith  facts to say, of recent 
importation, because it was origi­
nally an affectation of our English  
and Scotch accountant friends who 
brought it  w ith  them , when they  
invaded th is country in consider­
able numbers thirty-odd years ago, 
together w ith  m any other terms, 
more or less expressive, and many 
m ethods and practices, more or less 
valuable in American business, 
some of which w e have borrowed 
and some of which we have reject­
ed, not the least of which latter is 
the vague theory th at instead of 
invariably fitting accounts to busi­
ness conditions, including consider­
ation o f th e personal peculiarities 
of those in control, it  is more fea s­
ible to fit the business to some es­
tablished system  of accounting. We 
have never conceded that any sin­
gle system  will fit two concerns 
alike even when in the same line 
of business or trade, that as be­
tween the three prime factors in 
business, n am ely; Organization, 
System  and Coordination, perfect 
coordination of forces should be 
striven for even when in practice 
it involves more or less sacrifice of 
system , and accounting is only an 
incident in System .
The term accountancy is a subli-
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mation of the compound word 
book-keeping and the single word 
accounting, th e form er being the  
common definition o f an art more 
or less fu lly  developed since the  
year 1495, while the antiquity of 
the latter is lost in the dim past. 
Probably from  the fact that the  
form er is  closely identified w ith  
the well known rule of Double-en­
try  it  continues to find a place in 
all dictionaries while the word ac­
countancy, more comprehensive in 
meaning, does not. There is prob­
ably no more fau lty  term in ac­
countancy than book-keeping not­
w ithstanding its  long employment. 
It is no more descriptive of ac­
counting than stone-carving is  of 
ancient hieroglyphics, or stone- 
keeping. The American E n cyclo ­
paedic Dictionary defines book­
keeping, and other authorities 
agree w ith it, practically in the  
same words, as “the art o f keeping 
books in w hich pecuniary transac­
tions are unrem ittingly and accu­
rately entered” and that a book­
keeper is one who “keeps books, 
making the requisite entries in 
them  from day to day.” Both  
term s and definitions are linked 
and hinge on the single word book 
which has only the rem otest con­
nection w ith  the art referred to. 
The incongruity of the situation is 
realized when we consider th at in 
speaking of book-keeping we mean  
account-keeping only, and by book­
keepers we mean account-keepers 
and not librarians, or book-sellers 
or dealers in books, to whom the  
term  book keeper, in the vernacu­
lar, more readily applies. More­
over it  is in the m aking of certain  
specific kinds o f entries wherein  
the art ex ists, and it would be no 
less o f an art i f  they were recorded 
on a slate instead of in a book, so 
long as th e entries were system at­
ically or accurately made. That is 
not a novel w ay of keeping ac­
counts either, nor would it  be an  
innovation to learn th at a barn  
door has served very well for th a t  
purpose, but w e would not call the  
keepers o f accounts in th at man­
ner house-keepers or barn-keep- 
ers or even slate-keepers if  we 
m eant account-keepers. We m ight 
abreviate the latter term to simple 
accountant and have plenty author­
ity  for it  for the sam e authority  
quoted above defines an account­
ant as “one skilled in figures whose  
occupation is the keeping o f ac­
counts.” T hat is certainly an ap­
propriate combination and ought 
to be allowed to stand, but th e  
sam e authority revives th e issue  
and qualifies the combination by 
saying th at a book-keeper, m eaning  
an account-keeper, m ay be either  
“an accountant, secretary or clerk,” 
from which it is to be inferred th at  
even an ordinary clerk stands as  
high in accountancy as a skilled ac­
countant if  he can qualify a s  a  
book-keeper, that is, make entries 
in them  “unrem ittingly and accu­
rately.”
Plainly from  the foregoing th e  
term book-keeper is obsolete, if  it  
ever was legitim ately entitled to a  
place in the literature o f account­
ancy, and the appropriate term  to  
describe an account-keeper is ac­
countant. We have yet to reckon 
w ith  the established uses o f our 
English friends who assign  to an  
accountant a som ewhat more dig­
nified status than that of a m ere 
account-keeper. It was an old je st  
of theirs at one tim e to  remark  
that “a man m ight be a good book­
keeper, but a poor accountant.” 
The humor o f that remark is th at  
it is a paradox on its  face for  
neither a book-keeper nor an ac­
countant can be both good ones 
and poor ones at one and the same 
time. If it was not so definitely 
stated th at the only occupation of  
an accountant was “the keeping of 
accounts” we m ight infer from  th e  
attitude o f our E nglish  friends.
th at they  assigned to  him  some 
higher functions than keeping ac­
counts. B ut w hat h igher functions 
can, he assum e? The n ext step  
higher in accountancy is  auditing  
accounts, and th e next grade h igh­
er is  Auditor. Account-keeping is  
equivalent to  building them  up or 
putting them  together, whereas 
auditing is ju st the reverse, it  is 
equivalent to  pulling them  apart. 
Since an auditor’s functions are 
universally defined as “Carefully to 
exam ine the accounts o f another 
person and form ally and authorita­
tively  certify  to their accuracy” it 
would be an absurd situation to 
hang both titles on the sam e man 
and expect him to do otherwise  
than certify  that his own accounts 
are accurate.
Before the establishm ent of any  
State accountancy laws and before 
the advent of “B ig  B usiness” it 
was the custom  for persons en­
gaged in the business o f public ac­
counting to  assum e the title  of 
plain Auditor. Occasionally an au­
ditor would open a new set of ac­
counts for  some concern and keep 
them  temporarily, but the usual 
practice consisted in testing  them  
for errors or irregularities. Rob­
ert H. M ontgomery refers to  th is  
period in accountancy as follow s: 
“In w hat m ight be called th e for­
m ative days o f auditing students 
were taught th at the ch ief objects 
of an audit w ere:
1. The detection or prevention of 
fraud.
2. The detection or prevention of 
errors.
but in recent years there has been  
a decided change in the demand 
and in the service.” It w as not un­
til a fter  a long tim e th at periodic 
audits came to be looked upon as a 
sort o f insurance against possible 
loss o f all kinds, but w ith  the  
grow th of incorporated business 
enterprises it became evident th at 
annual audits were too fa r  apart 
for safety . E ventually large con­
cerns took into their employ men 
of superior accounting ability to 
audit their account continuously  
and upon them  they  conferred the  
rank and title of Auditor, thus  
forcing those engaged in public
auditing, as distinguished from  pri­
vate auditing, to assum e a more 
distinctive title. A t first th ey  
chose the combination “Auditor & 
Public Accountant” w hich w as an 
excellent one while it  continued in  
general use, for there was a large 
amount o f business installing new  
system s or rather system atizing  
old ones as well as th e general run 
o f auditing to do. B ut the tim e 
came when it  was necessary to sep­
arate the sheep from  the goats en­
gaged in the b u sin ess; there w as a 
good deal o f price cutting and more 
or less unprofessional conduct by 
unscrupulous fellows that brought 
the profession into greater or less 
disrepute, and th is  separation was 
very successfully accomplished by 
the institution  of S tate Account­
ancy Laws. This brought about a 
sort o f natural reversion to type  
w ith respect to nomenclature, the  
word accountant coming into its  
own, so to  speak, becom ing the  
basic word in all t i t le s ; accountant 
for the person privately employed, 
public accountant for th e  one pub­
licly employed or in business for  
him self, and certified public ac­
countant for the one passing the  
high est te sts  for efficiency for car­
rying on the business publicly.
A fter  all what does it  sign ify  
w hat titles  are conveyed by law or 
how little conform ity to system  ex­
ists  in  term inology or nomencla­
ture, the great th ing  about public 
accounting is th e knowledge and 
training received by those who fol­
low it consistently as a profession. 
No other profession or occupation 
affords th e same opportunity for  
acquiring a  knowledge o f the busi­
ness world and a keener insight 
into the principles and practices 
th at stim ulate progress. And it  is 
not a superficial knowledge either, 
such as m agazine w riters pick up 
by industrially interview ing m en of 
business generally, but real first­
hand knowledge, com ing slowly but 
surely in the ordinary course o f 
work, w ithout pressure and there­
fore easily digested. Consider his 
opportunities for observation and 
study not from  the outside but 
from  the very heart o f things. A l­
m ost as if  unconsciously a public
accountant, in  the course o f a few  
years, acquires a  business training  
that qualifies him  to fill alm ost any 
position in business at a mom ent’s 
notice, a step th at he would not 
have the nerve to take, but for his 
fam iliarity w ith  men and things. 
Once he is equipped w ith a working 
knowledge o f the technique and me­
chanics o f accountancy the practice 
of accountancy thereafter becomes 
a life  course in education itself.
OFFICE EQUIPM ENT CATA­
LOGUE
The members o f The American  
Society of Certified Public Account­
ants have recently received through  
the courtesy of the Office Equip­
m ent Catalogue, Inc., 660 Cass 
Street, Chicago, a copy o f their
1927 Office Equipment Catalogue.
The National Association of Of­
fice Appliance M anufacturers spon­
sor th is catalogue as one o f a se­
ries of publications w hich are in­
tended to dissem inate useful and 
practical knowledge that will be of 
assistance to  office executives and 
business men generally in improv­
ing office practice by utilizing mod­
ern office devices.
In addition to publishing the  
catalogue, the company m aintains 
a service which is available, w ith­
out charge, which service is cared 
for by W. H. Leffingwell, and read­
ers o f The Certified Public A c­
countant are invited to use the 
same.
IN  MEMORIAM
Harry W. Knauss, C. P. A. (In­
diana No. 274, June 5, 1918), died 
at his home, 715 Delaware Avenue, 
Peoria, Ill., on Friday, July 15,
1927, a fter a year’s illness.
Mr. K nauss moved to Illinois 
from Bethlehem , Pa., when a young  
man, and had lived in Peoria since 
1910. A t the tim e o f his death he 
was conducting an accounting prac­
tice in th e Peoria L ife Building. 
He was a charter member o f The 
American Society o f Certified Pub­
lic Accountants.
Impressions of a Trip up the Chagres River, 
Canal Zone, in a U. S. A. Police Launch
T O th e lover of our northern  woods the Jungle is  a never- 
ending surprise. In one respect the  
Jungle is  like the Great Sahara or 
the sea. It is a th ing of fear and 
death to the people who m ust live 
in i t ; a th ing of beauty— a rich ex­
perience— only to  the traveler who 
passes through for pleasure.
You m eet men in Panama, yellow  
w ith fever, bent w ith  rheumatism , 
old before their tim e, wrecks of
form er strong men. X------  told
me his story. He had been de­
feated in a five-year struggle w ith  
the Jungle. He had sunk not only 
his own health and h is own money, 
but all he could borrow from  
friends and strangers. He had 
“gone broke” in an effort to cash in  
on some of the luxuriant wealth  
of the Jungle. He hates the word. 
There was no fraud or carelessness 
to h is failure. He w as a man used 
to  success; he appreciated the im­
portance o f the m inute details 
which are essential to achieve it. 
The Jungle had made sport o f him. 
Freshets had swept away his camp. 
The thousands he had put into his 
road had been washed out in a 
night. Three separate tim es the 
river had upset h is canoes, swal­
lowing each tim e a season’s pro­
vision. A  rare disease o f which  
only a few  cases have been ob­
served in Ancon H ospital killed two 
of h is foremen. L ightning had 
smashed a derrick and a donkey 
engine which he had brought into  
the Jungle w ith  incredible exertion.
The natives o f the Isthm us did 
not share m y enthusiasm  for the  
Jungle. If I talked about it they  
would look w ith uncomprehending 
wonder a t m y raving. To them  it  
m eans fields w hich will not stay  
cleared. The Panaman can 
never lay down his m achete. In 
three weeks h is farm  would be en­
gulfed. The Jungle w ith  its  won­
drous beauty is the enem y of the  
man who works in it. B ut for the
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P ittsburgh, Pa.
traveler it  offers endless variety, 
endless interest.
Once out of sigh t o f the Am eri­
can-built houses of the Canal Zone 
you enter a wonderland. The m ost 
strik ing th ing  about the Jungle is 
the color. There is none o f the  
modulation, the m elting o f one 
shade into another, of the North. 
Back of everything is the all-per­
vading green. So slight are the  
differences in shades of the various 
greens th at it  is alm ost impossible 
for an amateur to get a photograph  
of tropical foliage. Spattered all 
over th is background of green are 
m asses of colors in m ost vivid con- 
trasts— lurid yellow, crimson, 
green, and dazzling w hite. The in­
tense southern light reduces th is 
unspeakable gaudiness to a rich 
but real harmony. The Jungle 
seem s to  put over bizarre color 
schem es which would ju stify  homi­
cide a t home. There are innumer­
able varieties o f orchids. Even the  
sim plest o f them  have an elem ent 
of m ystery  about them . The na­
tives express th is by the names 
they  give to them . A common 
w hite orchid they  call “The Tears 
of the V irgin.”
Of vines and creepers there is an  
equal variety. One o f them  en­
velopes a tree and virtually  
strangles it. A  tree m ust breathe. 
The leaves o f the vine lay flat on 
the trunk o f the tree overlapping 
each other until they envelop the 
doomed trunk in an air-tight 
sheath.
No one who has not at first hand 
struggled w ith  the Jungle can rea­
lize th e difficulties o f m aking a 
journey through it. Trees o f stu ­
pendous size m atted w ith creepers 
and parasitical vines hang in fe s ­
toons from  tree to tree, form ing  
an alm ost impenetrable network.
“Luxuriant” is not a  strong  
enough word to describe the vege­
tation of the Jungle. There is  a 
prolificness about it  which makes 
shad roe look like a symbol o f race 
suicide. One is oppressed by a 
feeling  th at the Jungle is  continu­
ally g iv ing  birth, th at it  is gu ilty  
of mad ungoverned spawning. 
Death comes to the vegetation  of 
the Jungle not so much from  ex­
traneous accident as from  the  
sheer pressure o f birth. The new  
is pushing into life  w ith  such in­
decent haste, such irresistible in­
sistence that nothing has a chance 
to reach a ripe m aturity. The rot­
ting leaves underfoot seem  to be 
only half developed.
If the plants have preempted the  
ground space th e air is free for  
abundant insect life. The tropics 
are the happy hunting grounds o f 
entom ologists. You are fortunate  
i f  th e chiggers and sand fleas dont’ 
get you.
The Jungle is an en tity  and in­
describable. I think everyone who 
enters it  feels it  as a personality  
hardly lovable, but infinitely fa sc i­
nating. No one can escape the spell 
of its  beauty; a beauty rich and 
luxuriant and th reaten in g; a 
beauty underlaid w ith  dread. No  
w riter has ever given an adequate 
description o f the Jungle. The 
charm of the Jungle is such a float­
ing haunting th ing. In the reports 
of the Sm ithsonian Institu te you  
will find its  details catalogued, but 
you will not find it. Bergson would 
say  th at it  m akes its  appeal to th at 
intuitional fringe o f consciousness 
which can not find expression in 
words, “the language o f reason.”
“Lee, the undertaker, w as run 
over by an auto and died.”
“He didn’t make much on th at  
funeral, did h e?”
“No. In fact he w ent in the  
hole.”— (The Pelham  N ew s.)
A Few Facts About State Inheritance Taxes
M A N Y  years ago a popular journalist jestin g ly  re- 
marked that two th ings were cer­
tain— D eath and the Income Tax. 
If one were to attem pt to reflect 
the grow ing sentim ent o f today, he 
would hardly omit some scorching 
reference to inheritance taxes.
The history o f inheritance taxes  
is not so recent as it  is popularly 
believed to  be. In the year 1826, 
the year in which America cele­
brated the fiftieth  anniversary of 
her independence, Pennsylvania  
passed the first inheritance tax  
law. Louisiana followed in 1828, 
and from  th at date until the year  
1900 tw enty-tw o other S tates had 
passed some form  of inheritance 
tax  laws.
Since 1900 twenty-one other 
S tates joined the group, so that 
now only three S tates in the Union, 
Alabama, Florida, and Nevada, be­
sides the D istrict of Columbia have 
neither an estate nor inheritance 
tax. Of the forty-five rem aining  
States, four have only an estate  
tax and thirteen have both an es­
ta te  and an inheritance tax.
Concrete evidence that the States 
intend to maintain a steady pro­
gram  of inheritance tax  legislation  
is seen in the many amendments 
and new laws passed during the  
last decade. In the period from
1917 to 1927, inclusive, one hun­
dred and fifty-seven such changes, 
or an average of three and one- 
half per State have been made in  
the forty-five States now imposing 
estate or inheritance taxes. This 
does not include numerous changes 
in th e adm inistration o f the laws 
such as relieving one department 
from  th is duty and delegating it 
to another. 
W ithin th e last few  years in­
heritance taxes have become so 
burdensome and annoying th at the  
man w ith  a large and well d istri­
buted estate finds it  necessary to  
seek expert advice and to make his 
plans w ell in  advance of h is  con­
templated death in order to be able
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to die w ith the least inconvenience 
and expense to h is beneficiaries. 
This condition, caused by multiple 
taxation, has created the need for  
a new class o f practitioner, a com­
bination lawyer and accountant, 
known as “An Inheritance Tax 
A nalyst.”
Accountants as a whole are pre­
sumed to know som ething of the  
general provisions of inheritance 
tax  laws. Those who do not are 
m issing a great deal for the subject 
is one th at is constantly grow ing  
in interest and importance. So 
much has been w ritten  about it 
that no one could do justice to the 
subject in a few  pages. I t  is  not 
m y intention to attem pt to cover 
every point, but I am going to  con­
fine my discussion to some of the  
phases th at bring about inequali­
ties in the various States laws.
These inequalities include not 
only the rates imposed and their  
application, but extend also to 
classification of beneficiaries, ex ­
emptions allowed beneficiaries, ap­
plication of exemptions, dower and 
curtesy, insurance, recognition of 
Federal estate taxes and taxes paid 
to other States, reciprocity, trans­
fers in contemplation of death, and 
many others.
Perhaps the m ost marked differ­
ence is in the range of rates, some 
maximum rates being as low as 5 
per cent and others as h igh as 40 
per cent. In m ost States the rates 
are graduated, but in a few  th e flat 
rate known as the M athews plan, is 
in use. The following summary 
shows the difference in rates in the  
forty-one States in which inheri­
tance taxes are im posed:
Maximum rate  lies between 5 per cent 
and 10 per cent, inclusive, in 14 states.
Maximum ra te  lies between 11 per cent 
and 20 per cent, inclusive, in 18 states.
Maximum ra te  lies between 21 per cent 
and 30 per cent, inclusive, in 5 states.
Maximum ra te  lies between 31 per cent 
and 40 per cent, inclusive, in 4 states.
This does not include the four 
States o f Georgia, M ississippi, 
North Dakota, and U tah, in which  
only an estate tax  is imposed. The 
difference between an estate tax  
and an inheritance tax  is th at the  
form er is imposed upon the estate  
as a whole, while the latter is col­
lected upon the share of each bene­
ficiary, a fter deducting the exemp­
tion. An exception to th is is in  
Oregon where the estate tax  is ap­
portioned to  each beneficiary and 
not payable from  the residuary  
estate. Oregon has both an estate  
and inheritance tax.
There is some difference also in 
the classification of beneficiaries, 
which is important on account of 
the exem ptions allowed each group. 
For the m ost part, they are ar­
ranged in four groups, but th is is 
not uniform throughout the States 
as some have as low as three and 
others as many as six. Group A  
usually includes father, mother, 
husband, w ife, child, or mutually  
acknowledged child, and lineal de­
scendants, although some States  
include lineal ancestors, while in 
W yoming, grandchildren contrary 
to the general rule, are placed in 
Group B. Group B usually includes 
collateral relatives, although in 
Arizona, for instance, brother and 
sister are placed farther down the  
line in Group D. Group C usually 
includes all others not in any other 
group, and the last group includes 
g ifts  for religious, charitable or 
educational purposes w ithin  the  
State. This is modified in some 
S tates to include g ifts  for S tate or 
municipal purposes.
A  summary of the number of 
classifications recognized by the  
forty-one States having inheri­
tance tax  laws fo llow s:
7 states have 3 groups.
19 sta tes have 4 groups.
8 sta tes have 5 groups.
7 sta tes have 6 groups.
The following simple problem  
will illustrate some of the lack of 
uniform ity in S tate inheritance tax  
la w s:
“A, B, and C, legal residents, of 
Oklahoma, Wisconsin, and Illinois, 
respectively, died simultaneously, 
each leaving a net estate of $100,-
000, all of which is taxable only in 
the State of residence, and which 
is divided equally between a broth­
er and a friend.”
conclusive. In most of the States 
the period is either two or three 
years, and in fourteen States no 
certain period is fixed, but the de­
cision is based on the circum­
stances surrounding each particu­
lar case.
Another popular misconception 
among the general public is th a t 
dower and curtesy rights are ex­
empt from inheritance taxes. This 
is true only in a few States, as such 
rights have either been abolished 
in a majority of the States or still 
retained without exemption from 
death taxes. There are twelve 
States in which dower and curtesy 
are not subject to inheritance 
taxes, and one other, Arkansas, in 
which they are exempt to an 
amount not exceeding $5,000. In 
those States in which they are not 
exempt, there is usually some pro­
vision for the deduction of the 
widow’s allowance during the pe­
riod of administration. In those 
States that have community laws 
only one half of the estate is tax­
able. One exception to this is in 
New Mexico, where, if the wife 
dies, the entire community prop­
erty, unless otherwise judicially 
decreed, belongs to the husband, 
free from inheritance taxes; but 
if the husband dies, one-half of the 
estate is taxed.
A complete article in itself could 
be written upon the subject of in­
surance and its various phases 
from the standpoint of inheritance 
taxes. Eighteen of the forty-five 
States have failed to specifically 
define the status of insurance pay­
able to the estate, and to named 
beneficiaries. However, the general 
rule is that insurance payable to 
the estate is taxable, and insurance 
payable to a named beneficiary is 
not. Only one of the forty-five 
States, North Dakota, specifically 
exempts life insurance payable to 
the estate. Life insurance payable 
to a named beneficiary is taxable 
in Arkansas, Mississippi, Montana, 
Tennessee, and Wisconsin. How­
ever, in all of the above named 
States, with the exception of Wis­
consin, there are certain exemp­
tions, either as to beneficiaries or
SOLUTION
A’s B’s C’s
Brother Brother Brother
Classification ........................................ B B  A
Share in net e s ta te .............................  $50,000 $50,000 $50,000
Exemption ............................................ 1,000 500 10,000
Ta x
1st Bracket ............................................  1% of $24,000 4% of $24,500 2% of $40,000
2nd Bracket .......................................... 3% of 25,000 8% of 25,000 None
Total tax ........................................ $990 $2,980 $800
A’s B’s C’s
Friend Friend Friend
Classification .......................................  C D  C
Share in net estate.............................  $50,000 $50,000 $50,000
Exemption ............................................ 500 100 100Tax
1st Bracket ............................................ 6% of $24,500 8% of $24,900 10% of $20,000
2nd Bracket ..........................................  7% of 25,000 16% of 25,000 12% of 29,900
Total tax ........................................ $3,220 $5,992 $5,588
Combined .....................................  4,210 8,972 6,388
In the illustration used above, it 
is interesting to note some of the 
differences in the laws of the three 
States. In the matter of classifica­
tion, they are more closely in ac­
cord than on any other point, the 
only differences being that in Illi­
nois a brother is in Group A and is 
given a larger exemption, and in 
Wisconsin a friend is in Group D. 
In Oklahoma and Wisconsin the ex­
emption is deducted from the first 
bracket and the initial rate applied 
to the remainder, while in Illinois 
the exemption is applied against 
the last bracket which causes a 
saving in tax where it is most 
needed. The difference in exemp­
tions and graduation in rates is 
apparent. Finally, the most im­
portant difference is in the result. 
When a resident of Kenosha dies 
under the circumstances assumed 
above, it costs his beneficiaries 
$2,584 more in inheritance taxes 
than it would have in Waukegan, 
only a short distance across the 
Wisconsin-Illinois line. Not wish­
ing to be partial to Oklahoma, I 
might add tha t the tax in New 
York would have been only $4,000.
An illustration of the flat rate, 
or Mathews method, in which the 
entire share of each beneficiary, 
after deducting the exemption, is 
taxed at the one rate is seen in 
Maryland. Under the circum­
stances outlined above, the tax to 
each the brother and the friend
would be 5 per cent of $50,000, or a 
total of $5,000. In Maryland they 
would be classified under Group B, 
and would not be entitled to ex­
emption where the share was in 
excess of $500. The advantage of 
the flat rate to the taxpayer is not 
so apparent unless the estate is of 
considerable size.
It is not uncommon for property 
to be transferred during the life 
of the decedent with the object of 
escaping death taxes. Such trans­
fers are subject to close investiga­
tion and frequently are adjudged 
to be “Transfers in Contemplation 
of Death.” Just what constitutes 
such a transfer depends upon the 
circumstances surrounding each 
case. The States have made pro­
vision in their laws to tax such 
transfers made within a certain 
period of time preceding death, 
with the exception of Maine and 
Texas, in which the statutes are 
silent on that point. The period of 
time preceding death during which 
transfers are presumed to have 
been made in contemplation of 
death varies in the many States 
from six months to six years. The 
statutes of Arizona and Wisconsin 
had prescribed six years, but the 
decision of the U. S. Supreme Court 
in the case of Schlesinger vs. Wis­
consin, held that the presumption 
that a transfer made within six 
years preceding death was made 
in contemplation of death was not
as to the amount. For instance, in 
Arkansas, only named beneficiaries 
other than wife, and direct de- 
scendents or ascendants are taxed, 
while in Montana only the excess 
over $50,000 is taxed.
Alert insurance companies have 
suggested insurance payable to a 
trustee to provide a fund for the 
payment of inheritance taxes. This 
kind of insurance is definitely tax­
able in over 50 per cent of the 
States, either by statute or by 
policy adopted by the taxing offi­
cials. In some States there are cer­
tain conditions under which it is 
taxable. In California it is taxable 
if payable to the executor, but ex­
empt if payable to a trustee. A 
complete discussion of insurance 
can be obtained in some of the cur­
rent books on inheritance taxes, 
and there are many phases of it 
that are worth while to study.
There are many States that do not 
allow the deduction from the gross 
estate of Federal estate taxes. The 
Federal Government allows as a de­
duction from the Federal estate 
tax, inheritance and estate taxes 
paid the individual States not to 
exceed 80 per cent of the Federal 
estate tax. The deduction of Fed­
eral estate taxes is allowed uncon­
ditionally in twenty-two States, 
under certain conditions in four 
others, and is not allowed in fif­
teen States.
The deduction of the Federal es­
tate tax for the purpose of the 
State tax adds another complica­
tion in the States that do not have 
a tax to absorb the difference be­
tween the 80 per cent credit al­
lowed by the Government and the 
amount of State taxes actually paid 
The State tax is computed on the 
net estate after deducting as a 
credit the amount of Federal taxes 
paid, but the limitation of the 
credit allowed by the Government 
can not be determined until the 
total State and inheritance taxes 
payable has been computed. The 
following problem will illustrate 
the difficulty that arises:
“A, a resident decedent of Okla­
homa died leaving a net estate of 
$1,500,000, all of which was tax­
able only in Oklahoma. (Oklahoma
is one of the States that permits 
the deduction of the Federal estate 
tax.) The net estate was distri­
buted as follows: $100,000 to a 
charitable organization within the 
State, and the balance divided 
equally between his wife and son.” 
In Oklahoma dower and curtesy 
have been abolished, so that the 
entire amount of the widow’s 
share is subject to inheritance tax.
SOLUTION
Federal Estate Tax:
Net estate as
above ..............  $1,500,000
Deductions:
Gifts to charit­
able organi­
zations ..........  $100,000
Specific exemp­
tion ................  100,000 200,000
Net estate subject 
to Federal tax... 1,300,000
Tax on above........  72,500
Less: 80 per cent 
credit (tenta­
tive) _____ _ __  58,000
Net Federal tax 14,500 
Oklahoma Tax:
Net estate as
above ................  1,500,000
Deductions:
Gifts to charit­
able organi­
zations ..........  100,000
Federal estate 
tax ................  14,500 114,500
Net estate tax­
able in Okla....
Wife’s share ....
Son’s share ......
Tax on wife’s share:
1 per cent on 
$10,000 ( 1 s t  
$25,000 less ex­
emption) ---------
2 per cent on 
$25,000 ..............
3 per cent on 
$50,000 ..............
4 per cent on 
$592,750 ............
Tax on son’s share:
1 per cent on 
$15,000 ( 1 s t  
$25,000 less ex­
emption) ..........
2 per cent on 
$25,000 ..............
3 per cent on 
$50,000 ..............
4 per cent on 
$592,750 ............
Total tax in
Oklahoma...  51,670
Since the total tax paid to Okla­
homa was only $51,670, the execu­
tor was wrong in deducting the full 
80 per cent against the federal es­
tate tax. The question is how 
much should he have deducted so 
that the credit would not be more
than the tax payable to Oklahoma ? 
However, this problem is fairly 
simple, and bearing in mind that 
the original 80 per cent credit will 
have to be reduced somewhat, it 
is evident that when it is reduced, 
the following items will be af­
fected :
(1) The net federal estate tax 
will be increased.
(2) The net estate subject to 
Oklahoma tax will be reduced ac­
cordingly.
(3) The share of each beneficiary 
will be reduced accordingly.
(4) The reduction in the share 
of each will be affected at the rate 
of tax on the last bracket.
SOLUTION
Let X  equal the amount by which the 
tentative Federal estate tax is re­
duced.
Then $58,000 minus X  equals the new 
Oklahoma tax.
Then 4 per cent of X  equals the reduc­
tion in the Oklahoma tax.
4X
But $51,670 minus ------  equals the new
100
Oklahoma tax.
4X
Therefore $51,670 minus ------  equals
100
$58,000 minus X, clearing, transposing, 
and assembling,
96X equals $633,000 
X  equals 6,594 
Substituting the known value of X, 
$58,000 minus $6,594 equals $51,406 
(new Federal credit).
$51,670 minus $264 equals $51,406 (new 
Oklahoma tax).
Proof
Federal estate t a x __________  $72,500
Less credit for Oklahoma tax 51,406
Net Federal estate t a x ____ 21,094
Oklahoma tax:
Net estate as above_______  $1,500,000
Deductions:
Gifts .................. $100,000
Federal estate 
tax ------------  21,094 121,094
1,378,906
Tax on wife’s share:
1 per cent of
$10,000 100
2 per cent of
$25,000 500
3 per cent of
$50,000 ___ ___ 1,500
4 per cent of
$589,453 23,578
Tax on son’s share:
1 per cent of
$15,000 .... ___ 150
2 per cent of
$25,000 500
3 per cent of
$50,000 1,500
4 per cent of
$589,453 23,578
Total Oklaho­
ma tax 51,406
692,750
692,750
1,385,500
100
500
1,500
23,710 25,810
150 
500 
1,500 
23,710 25,860
25,678
25,728
The various comparisons dis­
cussed in th is article have been  
solely from  th e  standpoint o f a  
resident decedent. W hen th e es­
tate is  distributed among several 
jurisdictions, the true burden of 
inheritance taxes begins to be 
apparent, as the varying laws of 
other States governing the pro­
cedure and tax  in connection  
w ith  an estate o f a  non-resident 
decedent have to  be carefully con­
sidered. Inheritance taxes from  
the standpoint o f a non-resident 
decedent together w ith  some prac­
tical problems and other points not 
covered such as life  estates, es­
ta tes by the entirety, contingent es­
tates and so forth  m ay be discussed  
in a subsequent article.
Until not so long ago, it  w as not 
uncommon for th e transfer o f a 
share o f stock to  be taxed in the  
State of residence, the State in 
which th e issu ing corporation was 
incorporated, th e State in which  
the certificate was physically lo­
cated, and in w hatever S tates the  
issuing corporation did business or 
owned property. This latter prac­
tice w as held unconstitutional in 
the Rhode Island H ospital case so 
th at one step forward w as made 
toward th e elim ination o f multiple 
taxation.
Another step toward elim inating 
multiple taxation has been noted in 
the increasing number of S tates 
th at exem pt intangible personal 
property on non-resident decedents 
of reciprocal States. Pennsylvania, 
which w as the first State to  pass 
an inheritance ta x  law, was also 
the first State in th is group which  
now includes ten. There are also 
eight others th a t do not tax  in­
tangible personal property o f any  
non-resident decedent, so that the  
danger o f multiple taxation  from  
the transfer o f a share o f stock has 
been partially, although by no 
means entirely eliminated.
The constitutionality o f the va­
rious S tate laws has been tried and 
established. There is no doubt but 
that w e w ill have inheritance taxes  
for some tim e to  come, although  
they m ay grow  less burdensome, as 
the result of increasing demands 
for reform. It is singular that of
the forty-five States, there are only 
seven in which th e constitutional­
ity  o f their law s has never been  
attacked.
There is much current literature
Your com m ittee has been in 
touch w ith  th e several State Socie­
ties and desires to report the fol­
lowing progress in extending the  
relations o f th e societies w ith  edu­
cational agencies:
The Alabama Society has a Com­
m ittee on Education which reports 
to the Society each year on the sub­
ject o f Education for Accountancy 
in the State. The Society also has 
a Committee on Scholarship which  
is  in process o f establishing a 
scholarship on a suitable basis in 
the School o f Commerce of the U ni­
versity  o f Alabama. Mr. Francis
B. Latady, C. P. A., Secretary and 
Treasurer of the Alabama State  
Board of Accountancy, offers, a 
prize each year at the U niversity  
for the best solution o f a  problem  
in A ccounting subm itted by Mr. 
Latady. A  com m ittee o f C. P. A ’s 
in Birm ingham  acts as a Board of 
Control of the Y. M. C. A. Even­
ing School in th a t city, in which a 
three-year course in Accountancy 
is conducted.
The Delaware Society does not 
have a com m ittee on th is subject. 
However, certain of the members 
of the Society are in frequent touch  
w ith  the schools o f the State and 
by th at method communicate to 
them  item s of interest from  the  
Society and the Society’s desires 
on educational m atters.
The Illinois Society has a Com­
m ittee on Education, the Chairman 
of which is Professor David Him- 
melblau, Head o f  the Department 
of Accounting in Northw estern  
U niversity. This com m ittee has 
made an effort during the year to  
establish standards for accounting 
schools desiring to have students 
eligible for  student membership in 
the Illinois Society. So far th e  
com m ittee has not completed its  
work in th is respect. A t the pres­
ent tim e th e Society has student
on th e subject of inheritance taxes. 
Those interested in a  thorough  
study o f it  will find it  not only in­
tensely interesting, but o f consid­
erable value professionally.
associate members from  N orth­
w estern U niversity, The W alton  
School, Chicago U niversity and the  
U niversity o f Illinois. Two student 
members are nominated by each 
institution  and hold such member­
ships for  a  period o f one year. Stu­
dent associates m ust be in  resi­
dence during the year of their  
membership and are adm itted to all 
m eetings of the Society, but do not 
have th e right to vote or hold office. 
This seem s to your com m ittee a 
very desirable method o f stim ulat­
ing good work on the part of stu ­
dents and is mentioned for such  
consideration as other S tate socie­
ties m ay desire to  g ive the plan.
In Indiana, the Society has not 
undertaken to enter into relations 
w ith  th e institutions w ith in  the  
State. However the Society has en­
gaged in a campaign o f public edu­
cation and has issued two bulletins 
entitled respectively “The Banker, 
The Balance Sheet and the Certified 
Public Accountant” and “The B usi­
ness Man and The Certified Public 
Accountant.”
There is no direct relation be­
tween the Society o f Louisiana Cer­
tified Public Accountants and the  
collegiate schools of business. On 
the lines of general education the  
society has issued a pamphlet en­
titled  “The Accountant in N ew  Or­
leans” which is No. 5 o f the N ew  
Orleans vocational inform ation se­
ries.
The Missouri Society has a Com­
m ittee on Education which is  
headed by Mr. J. J. Lang as Chair­
man. W hile the Society does not 
have direct relations w ith  the in­
stitu tions located in  Saint Louis 
it  is  interesting to note th e extent 
of the indirect relations. The num­
ber o f certified public accountants 
on the faculties o f the institutions 
follow s: Saint Louis U niversity, 
8; W ashington U niversity, 2; City
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College of Law and Finance, 3; Mis­
souri School of Accountancy and 
Law, 4 ; Y. M. C. A., 3. The Kan­
sas City Chapter o f the Missouri 
Society has conducted a  school of 
accountancy for the past 16 years. 
A t its inception the purpose of the  
school was to  train candidates for  
m embership on the accounting 
staffs of practitioners, but th at pur­
pose now has been long outgrown  
and th e school is conducted for  
anyone who desires to avail h im self 
o f its courses. The school has al­
w ays been self-supporting.
The principal features o f the 
work of the New  Jersey Society has 
been the establishm ent of two 
scholarships by members o f the 
Board of Exam iners, Messrs. James
F. H ughes and James F. Welch. 
The com m ittee has been active dur­
ing the year and while it has inter­
ested itse lf in  the work of one in­
stitu tion  in the State, the relations 
are not yet definitely in the class 
o f direct relations.
The N ew  York State Society has 
a Committee on Relations w ith  Pre­
paratory Institutions. The State 
Society has continued its decidedly 
ambitious research program during 
th e  year through its forty-odd  
technical com m ittees. During the  
year the first technical monograph 
w as published entitled, “A cco u n ­
ta n ts’ Reports.” There are no di­
rect relations between the society  
and the institutions offering colle­
giate instruction in accountancy. 
H owever, a large number o f the  
m embers are associated on the  
teaching staffs of these institutions 
and in th is w ay active indirect re­
lations are maintained.
The Committee on Publicity and 
Education o f the North Carolina 
A ssociation has distributed some 
tw o thousand booklets throughout 
the State, setting  forth  the aims 
and objects of the Association and 
containing biographical sketches of 
the members. Two of the profes­
sors of the State U niversity are 
honorary members of the A ssocia­
tion and one professor is a Certi­
fied Public Accountant. All of 
th ese  gentlem en take active inter­
est in the relations between th e two 
bodies. A t one m eeting of the as­
sociation, students of the School of 
Commerce o f the U niversity  were 
present and a number of topics o f 
mutual interest w ere discussed.
During the last few  years, the  
Ohio Society has held a jo in t m eet­
ing w ith  the College o f Commerce 
of the State U niversity  a t Colum­
bus w ith excellent results. Mem­
bers o f the staff at the U niversity  
are active in the Columbus Chap­
ter and there are m any individual 
ways o f cooperative effort adopted. 
This is the first year th at the S tate  
Society has had a special Commit­
tee on Education.
The South Carolina A ssociation  
deserves commendation for  its  ac­
tion in establishing an annual 
award amounting to $50, to  be g iv ­
en to the student in th e S tate U ni­
versity  having the best grade in 
accounting. Steps have been taken  
to  bring up before the association  
at its October m eeting the question  
of appointing a com m ittee on edu­
cation. The association has gone 
on record in the m atter of improv­
ing the educational requirem ents 
of candidates for the S tate license.
No definite steps in the m atters  
of education have been taken by 
the Tennessee Institu te of Ac­
countants during the year. It is 
hoped that beginning w ith  th e an­
nual m eeting of the In stitu te which  
takes place in October some action  
may be taken.
The Texas Society has not de­
voted as much attention  to  the  
work of education as m any would 
have wished owing to th e cam paign  
for the upbuilding o f the m em ber­
ship. The Society plans to issue a 
roster o f members to  be sent to 
bankers, county judges and m ayors 
of incorporated cities. The Society  
has been cooperating, how ever, in 
the plan of placing students from  
schools of collegiate grade in the  
offices o f practitioners during the  
vacation season and th is  does mark  
a m ost desirable form  o f coopera­
tion. There is a  proposal to  be laid 
before the Society involving the  
offer o f a cash prize fo r  th e  sub­
m ission of a suitable paper by a 
student in any recognized school of 
business adm inistration in the  
State.
W hile the V irginia Society has 
no report o f general interest to  
make th is year, it  is important to 
note th at the Society has amended 
its  rules so th at instructors in ac­
countancy in schools of collegiate 
standing are eligible for associate  
membership. Two instructors have  
been admitted under th is classifica­
tion and the plan seem s to  offer 
many advantages in the opinion of 
your com mittee.
The W est V irginia Society has a 
Committee on Education, but noth­
ing has been undertaken during the  
year that is  of general interest to  
the members o f our Society. Your 
com m ittee hopes th at during the  
year the State society will take  
steps to enter into direct relations 
w ith  the several institutions in that 
State.
The W isconsin Society has a 
Committee on Education, the Chair­
man of which is Professor F. H. 
Elwell of the S tate U niversity. The 
only direct relation existing at 
present between the State society  
and the several colleges of the State  
is th e  special m eeting held by the  
Society to which are invited the  
heads of the departm ents o f ac­
counting instruction in the several 
colleges. A t th is m eeting, held once 
a year mutual problems are dis­
cussed. The Society has addressed 
itse lf to some aspects o f public edu­
cation.
Mr. MacDougall, Secretary of the  
W yoming Society, reports that 
there is no com m ittee on education 
appointed as yet. This m atter will 
be taken up at the November m eet­
ing and the m atter o f cooperating 
w ith the State U niversity has been 
in the minds of the E xecutive Com­
m ittee of the Society since the visit 
of Secretary Springer. W hen one 
considers the conditions which con­
front the members in th is State 
and the necessity o f laying down 
first a campaign on public educa­
tion, the progress is hopeful and 
we encourage the Society in its  evi­
dent purpose of cooperating with 
the State University.
As a result of the work of the 
Committee this year, we are more 
optimistic than we have been in 
the past on this question of educa­
tion. There appears to be a keener 
sense of responsibility on the part 
of the several societies than has 
been evidenced hitherto. There is, 
however, a great deal of room for 
improvement and your committee 
urges the responsible officers of 
each State society to appoint a 
committee of interested members 
—such a committee to be a contin­
uing one for at least several admin­
istrations—and that this commit­
tee shall actively interest itself in 
promoting more intimate relations 
with educational institutions of col­
legiate grade. While the Commit­
tee of The American Society wishes 
to keep in touch with educational 
progress throughout the United 
States, we do not feel that we can 
do so except through the medium 
of the State societies. It would be 
contrary to the policy of the So­
ciety for your committee to enter 
into relations directly with the col­
legiate institutions, but where 
State societies are neglectful in the 
m atter some form of cooperation 
should be worked out.
Your committee believes that it 
would be profitable for practition­
ers located in communities contig­
uous to collegiate institutions to 
arrange for the organization of a 
definite series of summer session 
courses to be taken by the younger 
members of their staff during the 
slack season of the year. This 
might to a great extent solve the 
idle time problem during the sum­
mer for many accounting firms. Un­
der this plan, juniors would become 
seniors at an earlier date and more 
efficient seniors, too.
Respectfully submitted,
JNO. T. MADDEN,
Chairman.
E. J. FILBEY,
HARVEY C. DAINES,
G. W. ECKELBERRY, 
FAYETTE H. ELWELL.
SOLUTION OF PROBLEM NO. 1 OF NORTH 
CAROLINA EXAMINATION QUES­
TIONS, MAY, 1927
(Published on page 275 of September, 1927, issue)
By JOHN B. TANNER, C. P. A. (Ohio and Wisconsin) International Accountants
Society, Inc.
PROCEDURE OF SOLUTION
This problem does not require a work­
ing sheet as the accounts affected by 
apportioning and adjusting entries are 
not numerous. It is obviously important, 
however, to make the entries in the prop­
er order so as to get the costs of the 
several “service” departments distri­
buted to the three “sales” departments.
The first apportioning entry distributes 
the building expense to two service de­
partments and three sales departments 
on the basis of floor space occupied. This 
distribution increases the expenses to be 
distributed from “Light” and “Heat” to 
the three sales departments. The dis­
tribution of “Light” expense is made on 
the basis of candlepower used and “Heat” 
expense on the basis of radiating surface.
The determination of Cost of Goods 
Sold in each of the three sales depart­
ments, Hosiery, Neckwear and Shirts is 
easily made from the Inventory and Pur­
chases accounts given for each of these 
departments. By deducting the sum of 
Expense and Cost of Goods Sold from  
Sales the net profit or loss in each of the 
three departments is obtained, as shown 
in the closing entries. These net profit 
and net loss figures are also shown in the 
“Summary of Net Profit or Loss,” the 
latter statement showing also the result­
ing net profit of the three sales depart­
ments combined.
Adams-West Company 
APPORTIONING JOURNAL ENTRIES 
April 30, 1927
Expense—Light (50/2000)
(52) $10
Expense—Heat (100/2000)
(53) 20
Expense—Hosiery Dept.
(500/2000) (511) 100 
Expense—Neckwear Dept.
(550/2000) (512) 110 
Expense— Shirt Dept.
(800/2000) (513) 160 
Expense—Buildings ... (54) $400 
Distributing the buildings ex­
pense on the basis of the num­
ber of square feet of floor space 
occupied by each department.
Expense— Hosiery Dept.
(10/55) (511) 20 
Expense—Neckwear Dept.
(15/55) (512) 30 
Expense— Shirt Dept.
(30/55) (513) 60
Expense—Light ............  (52) 110
Distributing the lighting ex­
pense on the basis of the num­
ber of 16 candle-power globes 
used in each of the depart­
ments.
Expense—Hosiery Dept.
(2 /7) (511) 48 
Expense—Neckwear Dept.
(2 /7) (512) 48 
Expense— Shirt Dept.
(3/7) (513) 72
Expense—Heat .........  (53) 168
Distributing the heating ex­
pense on the basis of the num­
ber of radiators in each of the 
departments.
Adams-West Company
ADJUSTING JOURNAL ENTRIES
April 30, 1927
Cost of Goods Sold—
Hosiery (413) $1,000 
Inventory—Hosiery
(1211)
To close the old inven­
tory into Cost of Goods 
Sold Account.
Inventory—Hosiery
(1211) 700 
Cost of Goods Sold—
Hosiery (413)
To set up new Inventory 
Account.
Cost of Goods Sold—
Hosiery (413) 4,500 
Purchases—Hosiery
(412)
To close purchases made 
during the period into Cost 
of Goods Sold Account.
Cost of Goods Sold—
Neckwear (423) 1,200 
Inventory—Neckwear
( 1212)
To close the old inven­
tory into Cost of Goods 
Sold Account.
Inventory—Neckwear
(1212) 1,000 
Cost of Goods Sold —
Neckwear (423)
To set up new Inventory 
Account.
Cost of Goods Sold—
Neckwear (423) 2,000 
Purchases—Neckwear
(422)
To close purchases made 
during the period into Cost 
of Goods Sold Account.
Cost of Goods Sold—
Shirts (433) 900 
Inventory—Shirts
$1,000
700
4,500
1,200
1,000
2,000
(1213) 900
To close the old inven­
tory into Cost of Goods 
Sold Account.
Inventory— Shirts
(1213) 
Cost of Goods Sold—
Shirts (433) 
To set up new Inventory 
Account.
Cost of Goods Sold—
Shirts (433) 
Purchases— Shirts
(432)
To close purchases made 
during the period into Cost 
of Goods Sold Account.
300
3,000
300
3,000
Adams-W est Company 
CLOSING JOURNAL EN TR IES 
A pril 30, 1927
(411) $5,000 
(33) 118
$4,800
318
4,000
Sales—Hosiery
Profit and L o s s ___
Cost of Goods Sold
H osiery (413)
Expense—Hosiery Dept.
 (511)To close income and ex­
pense accounts of the 
Hosiery D ept. into Profit 
and Loss.
Sales—Neckwear ... (421)
Cost of Goods Sold—
Neckwear (423)
Expense—Neckwear Dept.
  (512)
Profit and Loss ...... (33)
To close income and ex­
pense accounts of the 
Neckwear D ept. into Profit 
and Loss.
Sales—Shirts ........  (431)
Cost of Goods Sold—
Shirts (433)
Expense— Shirt Dept.
  (513)
Profit and Loss ... (33)
To close income and ex­
pense accounts of the  Shirt 
D ept. into P rofit and Loss.
Adams-W est Company 
SUMMARY OF  N ET PR O FIT  OR LOSS 
F o r the m onth ending A pril 30, 1927
  N et profit. N et loss.
H osiery D epartm ent.___  $118
Neckwear D epartm ent.... $1,437
S hirt D epartm ent ............. 1,883
Totals ....
L ess—Loss
REPORT OF COMMITTEE ON RELATIONS WITH 
STATE SOCIETIES
6,000
2,200
363
1,437
3,600
517
1,883
Final n e t profit
3,320
118
3,202
118
IN D EPEN D EN T AUDIT CAUSES 
FLURRY IN  FINANCE 
DEPARTM ENT 
Hinted Many Changes in Routine A re 
Coming on Completion of W ork
O ttaw a, Ont., Sept. 8 (Staff Special)— 
D epartm ent of Finance is in  a  flurry 
today over th e  commencement of an in­
dependent aud it of Canada’s finances.
I t  w as decided by  P arliam ent th a t, a t 
the end of each five years, a  complete 
overhauling  of the bookkeeping of the 
Finance M inister would be conducted 
both as regards h is departm ent and its  
dealings w ith other governm ental de­
partm ents.
Hyde and Company of M ontreal a re  in 
charge, Hyde him self being chairm an of 
th is audit board.
 I t  is hinted th a t m any changes in rou­
tine a re  coming on completion of the 
board’s work. F u rthe r, th a t another loan 
of $100,000,000 will be made in New York 
fo r  refunding purposes.
Finance M inister Robb, however, does 
no t discuss any  outcome to the special 
audit. The M inister will leave fo r 
Goderich tom orrow  night, where he will 
speak on S atu rday  night—the close of 
the  N orth H uron by-election.
(News item  taken  from  Toronto paper 
of Septem ber 8, 1927.)
Your officers and directors have 
given much tim e and thought to  
the subject of the relationship to 
th is Society of the various State 
organizations o f Certified Public 
Accountants. The constantly in­
creasing number of candidates for 
the State granted Certified Public 
Accountant certificate affords evi­
dence of the general recognition of 
the value of the franchise obtained 
by successful candidates for the  
certificate. To establish th is val­
uable franchise, the pioneers of the 
profession gave generously of their 
tim e and their efforts and spent 
freely  of their personal funds. B e­
cause of their efforts, Certified 
Public Accountant laws have been 
placed upon the statute books of 
the various S tates, and education 
in accountancy has been initiated, 
fostered and developed. The e f­
forts  of the pioneers in furthering  
the welfare of the Certified Public 
Accountant have been carried on 
by their successors, and a founda­
tion is being laid for continuing  
th is work.
In seeking to obtain the State  
granted Certified Public Account­
ant certificate, the candidate is pri­
m arily interested in  acquiring the  
necessary knowledge and practical 
experience to enable him  success­
fu lly  to m eet the te s ts  prescribed. 
He m ust give several years to the  
study o f accountancy and to obtain 
the required practical evperience. 
It is  not necessary for him  to ac­
quire any knowledge of the labors 
put forth  to place the various Cer­
tified Public Accountant laws upon 
the statu te books, nor of the devel­
opment o f accountancy education, 
both of which were instrum ental in 
creating the franchise he desires. 
The successful candidate in the 
State tests  for the Certified Public 
Accountant certificate immediately  
becom es a joint participant of the  
value created by the pioneers in the  
profession.
Such newly licensed Certified 
Public Accountant should at once
be inducted into membership not 
only in th e State organization of 
Certified Public Acountants, but 
also in th is  Society, and his con­
stant attendance at m eetings of the  
State organization and of the So­
ciety urged upon him  as essential 
to the protection of h is certificate. 
Thus he will become fam iliar w ith  
the work of the past and w ith  the 
attem pts which are being made 
from the outside to destroy all 
th at has thus far  been accom­
plished and to detract from  the  
value of the franchise which he has 
by his own effort obtained; he 
should understand th at the m ost 
valuable assistance to him in the  
practice of his profession will come 
from  m aintaining these organiza­
tions and endeavoring therein to 
obtain such improvements as to 
him seem essential.
The provisions of your By-Laws 
set forth  among the duties of this 
com mittee that of suggesting m eth­
ods by which affiliation of State 
Certified Public Accountant Socie­
ties w ith  th is Society m ay be es­
tablished and maintained.
Affiliation of State Societies with  
th is Society will be automatically 
accomplished when in each of the 
States the required percentages of 
members, directors and officers of 
the State organization are mem­
bers of th is Society. Therefore a 
system atic membership campaign 
should be instituted in each State 
w ith  the purpose of accomplishing 
th is result. This entire work should 
not be le ft to the State represen­
tative.
Your com m ittee interprets the 
provisions of the By-Laws to em­
power it to appoint a membership 
com mittee from its  own members, 
which membership com mittee shall 
in turn arrange for the appoint­
m ent of sub-committees in each 
State for the purpose of building 
up membership not only in the 
State Society but in th is Society.
In accordance w ith th is interpre­
tation and the conclusions above set
forth, it  is proposed to appoint a 
membership com m ittee from  
among the m em bers o f th is com­
m ittee, the duties o f such member­
ship com m ittee to be:
(1) To cooperate w ith  the other 
com m ittees o f th is Society when­
ever necessary;
(2) To appoint sub-com m ittees 
in each o f the S tates;
(3) To furnish such sub-com­
m ittees a memorandum setting  
forth  the advantages to th e hold­
ers o f the S tate granted Certified 
Public Accountant certificates of 
membership in the State Society  
and also in th is Society;
(4) To provide th a t a card index  
be maintained as to the holder of 
each Certified Public Accountant 
certificate, show ing exactly what 
effort has been made in bringing  
such certificate holder into the  
State organization and into th is  
Society ;
(5) To prepare and subm it to the  
annual m eeting of the Society in
1928 a statem ent setting  forth  the  
result o f its  activ ities for the year.
A  national organization w ith  a f­
filiated member societies in each  
S tate is our aim ; its  inestim able 
value to the whole profession is 
obvious to every Certified Public 
Accountant.
JAMES F. HUGHES,
Chairman.
REPORT OF THE SECRETARY
(Continued from  Page 296.) 
is not desirous o f establishing  
standards of its  own, as distin­
guished from  those provided for by  
th e laws o f th e several States, it  
is  recognized th at the Society  
m ight be of som e assistance if  it  
provided a series of questions from  
which any board m ight select such  
as it  deemed applicable to the pro­
fessional requirem ents for th at  
particular S tate and it  is expected  
th a t a definite report on th is  sub­
ject will be available at an early  
date.
A ffiliation
A  year ago th e Constitution and 
By-Laws were amended providing  
for possible affiliation o f S tate so­
cieties w ith  The American So­
ciety. The Board of Directors fe lt  
th at it  w as not w ise to establish  
such affiliated relationships until a t  
least a half a dozen S tates had in­
dicated their desires for such affil­
iation. Definite action has now  
been taken by the State societies 
in M ichigan, W isconsin, Maine, 
W est Virginia, D istrict of Colum­
bia and North Carolina.
F inances
The financial statem ents show  
th at the Society is in a very  
healthy financial condition a t the  
present tim e, the net revenue for  
the past year having been $4,- 
685.95. It will be noted that in  
listing  th e assets no reference has 
been made to  unpaid dues as in past 
years. Under our plan of charging  
a m onthly rate for the unexpired 
portion o f a fiscal year and perm it­
tin g  the dues to be paid sem i-an­
nually if  desired, there are alw ays 
some unpaid balances. W e have, 
however, elected to omit from  our 
statem ent of a ssets  any reference 
to unpaid dues in  determ ining w hat 
th e net revenues for the current 
year have been. It has been true 
each past year th at in some in­
stances delays have occurred in  
com pleting m em berships and issu­
ing certificates so th a t th e bal­
ances carried have not been the  
exact am ounts collected, which  
fa ct has necessitated  correcting en­
tries in the subsequent year.
It will also be noted by compar­
ing the sta tem en ts for last year  
and th is  th at th e Society did not 
encroach upon its  revenue for th is  
year in m eeting its  obligations for  
the past year. W hile due to th e  
fa ct th at the secretary did not re­
turn from  his W estern trip in tim e 
to actually pay all of the A ugust 
bills, we have listed  them  in the  
liabilities and taken them  into ac­
count in determ ining the revenues.
The m em bers will find, if  they  
compare the receipts for th is year  
w ith  those for last, that there has 
been a decrease in income from  
membership fees due to the change  
in  our Constitution and By-Laws
under w hich m embers of S tate so­
cieties are not required to pay the  
adm ission fee  o f $10.00 when join­
ing. This w as th e first step taken  
by The Am erican Society in its  
cam paign to establish  closer rela­
tions w ith  State societies and as­
s is t in enlarging th e sphere o f their  
activ ities. Over half of the per­
sons join ing The American Society  
th is year joined their State society  
first, presumably in some cases a t  
least, in  order th at th is saving  
m ight be effected. We are earn­
estly  looking forward to the tim e  
when, as in the American B ar A s­
sociation and the American Medical 
A ssociation, only those will be ad­
m itted to  The Am erican Society  
who are m em bers of their S tate so­
cieties.
P ublish ing Company
During the year The A ccountants 
Publishing Company was organized  
w ith  a capital stock of $5,000 
which was purchased by The A m er­
ican Society for  fixtures valued a t  
$1,000 and a m ailing list valued a t  
$4,000, but which, as a m atter o f  
fact, had cost th e Society consid­
erably more. Messrs. Councilor, 
Harrison and Springer were the in­
corporators o f The A ccountants 
Publishing Company, and in addi­
tion to one share held by each, the  
stock is  owned by The Am erican  
Society. A  contract was entered  
into betw een The American Society  
and The Accountants Publishing  
Company under which The A m eri­
can Society agreed to pay th e  cost 
of publishing th e magazine for th e  
rem ainder o f the fiscal year. Each  
year hereafter separate financial 
sta tem en ts will be presented for  
The A ccountants Publishing Com­
pany and The American Society.
Federal L egislation
The m ost extended cam paign  
which The Am erican Society m ade  
during th e year referred to th e  
proposal before Congress la st Jan­
uary, sponsored by Senators Mc­
Kellar and Couzens, to require th a t  
all refunds am ounting to $50,000  
or more, should receive the ap­
proval o f  Comptroller General Mc-
Carl prior to their paym ent. This 
was m erely the opening wedge 
which would block prompt settle­
m ents o f refunds for overpaid  
taxes. The next move would natur­
ally have been to make th e sam e 
requirem ent for all refunds and ac­
countants know th at the govern­
m ent has erected all the necessary  
barriers to  safeguard itse lf in the 
present provisions of the Treasury 
Department. The Society, there­
fore, called th e attention o f all cer­
tified public accountants to the pro­
posal and assisted  in furnishing  
Congress w ith  reasons w hy it  was 
not w ise to adopt such an amend­
ment.
D eaths
We pause to record our apprecia­
tion of the interest shown in The 
American Society during their life­
tim e and the service rendered the  
profession in general by the follow­
ing who, during the year, were 
called to their final account:
J. J. Bernard, Raleigh, N. C.
Dillwyn Parrish Blakely, N orris­
town, Pa.
W illiam Clabaugh, W ashington,
D. C.
Edwin S. Doubleday, Springfield, 
Mass.
Frank G. Du Bois, Newark, N. J.
Arthur S. Fitzgerald, Norfolk, 
Va.
Cecil C. H astings, E l Paso, Texas.
W arren P. Hill, Los Angeles, 
Calif.
E llis L. Jackson, Charlotte, N. C.
H. W. Knauss, Peoria, Ill.
Jean Paul Muller, W ashington,
D. C.
Julius W. Paeske, Los Angeles, 
Calif.
Joseph A. Peters, Memphis, 
Tenn.
F . P. Rivers, Valdosta, Ga.
A . J. B. Schmidt, St. Paul, Minn.
John Percy Sm ith, N ew  York 
City.
Charles L. Talbot, Boston, Mass.
John W. Todd, Charlotte, N. C.
W illiam Giles Tyson, Brunswick, 
Ga.
Theodore U . W algren, New Or­
leans, La.
In closing th is report we desire h is first year in th at office an ex-
to express our thanks to not only 
the office force, th e officers, direc­
tors and representatives, but to all 
members as well, who have cooper­
ated w ith  the Secretary in m aking
trem ely pleasant one and, w e trust, 
a profitable one.
R espectfully subm itted,
D. W. SPRINGER, 
Secretary.
REPORT OF COMMITTEE ON STATE 
LEGISLATION
Your Committee on State L egis­
lation begs leave to subm it the fo l­
lowing as its  report:
During the current year, as is  
always th e case in odd numbered 
years, the Legislatures o f m ost of 
th e S tates have been in session. In  
nearly all of these som e legislation  
affecting certified public account­
ants has been introduced. Only a 
small percentage of proposed legis­
lation is  adopted, and following  
th is general rule relatively little  
th at affects our profession became 
law.
There were adopted certain  
m easures which tend to  enlarge the  
scope of the work of public account­
ants and place added responsibili­
ties upon the public accounting pro­
fession. A s an exam ple of th is  
there may be mentioned a new Vir­
ginia law which authorizes the  
Auditor of Public Accounts, in the  
performance o f h is duties, to  “em­
ploy th e services o f certified public 
accountants, provided th e cost 
thereof shall not exceed such sums 
as m ay be available out o f th e ap­
propriation provided by law for the  
conduct o f his office.” It would un­
doubtedly be both interesting and 
valuable to  have a compilation of 
such legislation, but as m ost o f it 
has been presented in The Certified 
Public Accountant during the last 
year, it  seem s inexpedient to do 
more than make reference to  the  
files o f th at magazine.
This report, therefore, will be 
devoted to  a discussion of legisla­
tion affecting the C. P. A. certifi­
cate.
Illinois
Because o f the number of bills 
introduced and the length o f the  
legislative fight, and because also 
of th e wide-spread publicity result- 
ing from  th e peculiar form  of the
new legislation, it  is probable that 
the Illinois situation is o f greatest 
interest.
It is hardly necessary at th is  
tim e to discuss the development of 
the bill which finally became a law  
or to comment on any of th e pe­
culiar features which were origi­
nally embodied in it, but were 
stricken out by amendment. In 
regard to  the history o f the legis­
lation, it  will be sufficient to  say  
th at a very unsatisfactory bill was 
introduced by the uncertified pub­
lic accountants early in the legis­
lative session. Some features of 
th is bill were so obviously against 
good business policy th at the Illi­
nois Society o f Certified Public Ac­
countants, which directed the oppo­
sition to  th e  bill, w as able to  bring 
to bear on the legislature a storm  
of protest from  chambers of com­
merce, trade associations, and 
other groups. The original bill had 
been accompanied by two other  
bills providing for appropriations, 
etc., to  carry out the provisions of 
the principal bill.
In accordance w ith  it s  policy of 
never interfering in purely state  
m atters except at th e request of a 
state society, The American So­
ciety  o f Certified Public Account­
ants as an entity  did not enter the  
fight except th at as a result o f cer­
tain  allegations made before the  
legislative com m ittee it  was asked  
to  express its  attitude toward the  
bill. This expression w as con­
tained in th e follow ing letter from  
President Councilor to John A. 
Stolp, President o f th e Illinois So­
ciety o f Certified Public Account­
ants:
“I have ju st had called to  m y at­
tention th e bill which is pending 
before the Illinois Legislature re­
lating to the practice o f public ac­
counting. It would be very un­
fortunate if  th is bill w ere to be­
come a law as it  would benefit 
neither th e public nor the profes­
sion. Furthermore, there are cer­
tain features which would be 
inimical to the best interests of the  
business public as well as being a 
serious backward step in the pro­
fession.
“I hesitate to use superlatives, 
but I feel that the passage of th is  
bill would be little short o f dis­
astrous, and if  there is any way in 
which The American Society can 
assist in defeating it, I hope you 
will call on m e.”
Shortly after th e defeat o f the  
first bill, th e uncertified men intro­
duced other bills which, a fter much 
amendment, became law in July of 
th is year. The noteworthy feature  
of th is new legislation is  found in 
the fact th at it  regulates the prac­
tice of public accounting, w hether 
by certified men or by uncertified 
men, through a different board 
from th at which awards th e C. P. 
A. certificate. The C. P. A. law of 
1903 is  still effective, the final sec­
tion in the new law providing spe­
cifically th at “nothing contained in 
th is act shall be construed or taken  
as repealing or as in any w ay a f­
fecting in whole or in part the pro­
visions o f” the C. P. A. law of 1903. 
The astonishing result of th is s it­
uation is that the granting o f an  
Illinois C. P. A . certificate does not 
give th e recipient any right to 
practice public accounting in the  
S tate o f Illinois. The privilege to 
practice m ust be obtained from  an­
other board under the provisions of 
the 1927 legislation.
For the purposes o f th e act, a 
public accountant is defined as “one 
who serves or offers to serve the  
public generally in :
“ (1) Perform ing audits or pre­
paring financial statem ents for  
municipal corporations, public u tili­
ties, banks, building and loan asso­
ciations, trust estates (except 
when employed by the cestui que 
trust) insurance companies and 
charitable organizations which re­
ceive and dispense funds donated 
by th e public.
“ (2) Preparing or vouching for  
the accuracy of financial sta te­
m ents o f any business, knowing  
th at such statem ents are to be 
used, (a) For the inform ation of 
stockholders or inactive or silent 
partners in such business, (b) As 
an inducem ent to any person to in­
v est in or extend credit to such  
business, or (c) For filing in the  
office of the Secretary of State un­
der the provisions o f “The Illinois 
Securities Law.”
A fter  October 1, 1927, it  will be 
unlawful for any person to “per­
form or offer to perform for the  
public generally” any of the above 
public accounting services w ithout 
first having obtained “a certificate 
of registration as a public account­
ant from  the Department of R egis­
tration and Education” of the 
State of Illinois. It is specifically 
provided th at the act does not pro­
hibit any person from  performing 
these acts provided “that he does 
not perform or offer to perform  
such acts for the public generally;” 
and it is also provided that the act 
is “not intended to prevent the em­
ploym ent by a public accountant of 
any person for service along the 
lines described in Section 1 so long 
as he works under the adequate 
control and supervision o f a public 
accountant authorized to render 
such service and so long as such  
employee does not personally cer­
t ify  to  the accuracy of such serv­
ice.”
The Departm ent of Registration  
and Education is required to exam ­
ine applicants in May and Novem ­
ber of each year. The law does not 
specify a s  to  w hether the exam i­
nations are to be w ritten or oral, 
but it is required that they “shall 
constitute a fa ir  te s t  of the quali­
fications o f applicants to practice 
as public accountants including 
their knowledge of accounting, 
auditing, and law  in so far as it  
affects accountancy. An applicant 
who fails to  pass a satisfactory ex­
amination on any o f the subjects, 
shall be re-examined, w ithout
charge, on such subjects, at any  
subsequent exam ination w ithin tw o  
years.”
The qualifications required of ap­
plicants for exam ination are th at  
th ey  shall:
“ (1) B e citizens of the United  
S tates or have legally declared 
their intention of becoming citi­
zens, and (2) B e residents of th is  
State, or have a place for the regu­
lar transaction of business w ithin  
th is State, and (3) Be over the age  
of tw enty-one years, and (4) Be of 
good moral character, and (5) H ave 
three years’ experience in public 
accounting, and (6) H ave grad­
uated from  a high school or a sec­
ondary school approved by the D e­
partm ent o f R egistration and Edu­
cation or have completed an equiv­
alent course of study as determined  
by an exam ination conducted by  
th e Department o f R egistration  
and Education.”
Every successful applicant is is­
sued “a certificate of registration  
as a public accountant.” 
Reciprocity is provided for. The 
Board of Registration and Educa­
tion is said to interpret the reci­
procity provisions as m eaning that 
it  may, w ithout exam ination, grant 
a certificate of registration as a  
public accountant to any legally  
recognized public accountant o f an­
other S tate, territory, country or 
province w hich allows persons reg­
istered under the Illinois law to  
practice in th at other State, etc., 
provided th at:
“the requirem ents for the registra­
tion or licensing or other legal rec­
ognition o f pubilc accountants in  
the particular State, territory, 
country or province, were, a t th e  
date o f the license or certificate, 
substantially equal to the require­
m ents then in force in th is S tate .” 
Certifications of registration are  
to be given by waiver “to any resi­
dent of th is State, or to anyone who  
has a place for the regular transac­
tion of business as a  public ac­
countant w ithin th is State, and 
who shall apply therefor in w riting  
to the Departm ent of R egistration  
and Education before the first day
of October, 1927, and who satisfies 
the Department o f R egistration  
and Education that he is of good 
moral character, who” is an Illi­
nois C. P. A. or “for a period of not 
le ss  than one year im m ediately  
preceding the taking effect o f th is  
A ct has been continuously and ac­
tively  engaged at an established  
place of business in practice as a 
public accountant, either as an in­
dividual on h is own account, or as 
an active member of a partnership  
or firm or as an officer o f a corpo­
ration.”
A  certificate of authority to prac­
tice as a public accountant m ay be 
issued w ithout exam ination to any 
partnership all of th e members of 
which hold certificates o f registra­
tion  as public accountants, or to any 
corporation which is authorized by 
its  charter issued prior to the tak­
in g  effect of th is A ct to practice 
public accounting in th is State, all 
officers o f which hold certificates of 
registration  as public account­
ants.
Certificates m ust be renewed in  
April o f each year to remain valid.
A n im portant section is that 
which gives to public accountants 
th e right to  privileged communica­
tions :
“A  public accountant shall not be re­
quired by any court to divulge inform a­
tion  or evidence which has been obtained 
by him in h is confidential capacity as a 
public accountant.”
New  York
Another long legislative fight 
was staged in N ew  York. The 
Board o f Directors and the L egis­
lative Committee of th e  N ew  York 
S tate Society, at a joint m eeting, 
decided that it  would be w ise to 
have a bill introduced into the L eg­
islature along the lines o f the Cuv- 
illier bill o f the previous year, and 
th at th e S tate Society should op­
pose th e Gedney bill and the  
Coughlin bill or any other bill 
which did not conform substan­
tia lly  to the Cuvillier bill. The 
actual legislative discussion cen­
tered around the Gedney-Sheridan 
bill.
In answer to a request from  the
President of the N ew  York State  
Society o f Certified Public Ac­
countants the following communi­
cation w as prepared by the Secre­
tary of The Am erican Society and 
approved by the President of The 
American Society and forwarded to  
the President o f th e N ew  York 
State S ociety :
“This office is in  receipt of legislative 
inform ation from  the New York S tate 
Society and in  answ er to a  request from  
you fo r a  statem ent from  The American 
Society w ith reference to the proposed 
New York legislation, we beg to submit 
the following:
“The Gedney-Sheridan bill is open to 
the same criticism which was raised 
against the bill of la s t year by the Chair­
m an of the Legislative Committee of 
The American Society a t the public hear­
ing. From  all of the legal advice which 
The American Society has had, we are 
not able to reach any other conclusion 
but th a t a law  which does not protect all 
public accountants who were in practice 
on the ir own account when the law  was 
passed, would be declared unconstitu­
tional. This year the bill fixes a  tim e by 
which those who have practiced between 
two and five years m ust qualify to re ­
main in practice. We are of the opinion 
th a t the tim e fixed is  too short from  a 
practical standpoint and th a t a consti­
tutional question m ight be raised against 
it.
“The Gedney-Sheridan bill is open to 
the professional objection th a t it a t ­
tem pts to break down the standard  a l­
ready established in the State, as the 
resu lt of the exam inations which have 
been given, by adm itting  to an equal 
footing those who, on a  tim e basis only, 
qualify under the new law. I t  is true 
th a t the tim e service element has been 
increased over the bill of a year ago, 
but, nevertheless, whenever the  waiver 
clause is reopened there is always in ­
spired a  hope in the minds of those who 
do not quite qualify under its  provisions 
th a t a t  some fu tu re  tim e they m ay be 
favored by the generosity of legislative 
action. U ntil, therefore, a sta te  has 
dem onstrated by specific legislative ac­
tion th a t i t  is ready a t all tim es to in­
crease the standards by which a  pro­
fession is m easured and not willing a t 
any tim e to lessen those standards, a 
sp irit of unrest in the profession is 
natural.
“In  general, a t all tim es, there are two 
classes of practitioners in any profes­
sion—those who are seeking to get by 
w ith the minimum of effort and those 
who are endeavoring to reach the top in 
their profession. In New York, as in 
other states, there are those who fo r 
some tim e have been preparing, under 
p resen t laws, to meet the prescribed
standards as the resu lt of examination. 
I t  hardly  seems fa ir  th a t the  same 
recognition should be given to  those who 
have devoted the ir tim e and energy to 
finding an easy w ay of securing a  C. P. 
A. certificate as to those who have taken 
conditions as they found them  and set 
resolutely a t  work to  m eet the  require­
m ents already established.
“We note from  the  copy of the le tte r 
to Dr. Downing th a t he has indicated 
th a t under the provisions of the  C. P. A. 
law  and the S tate Education Departm ent, 
the Regents, w ith th e ir  discretionary 
powers, m ight be able to reach p rac ti­
cally all of the desirable ends which new 
legislation would afford. I t  has always 
been fe lt th a t a well adm inistered law 
which is not up-to-date is b e tte r  than 
a poorly adm inistered modem  law. 
Throughout the entire accounting world 
the New York Board of Regents and 
th a t p a rt of the S tate Education D epart­
m ent over which Dr. Downing has p re­
sided w ith such efficiency fo r so many 
years, has a  standing which, in our judg­
ment, would m ake more effective the 
rules prom ulgated by them  than  legis­
lative enactm ent would be in m ost states. 
No other state , as pointed out in a com­
munication in TH E CER TIFIED  PUB­
LIC ACCOUNTANT three years ago, is 
as well fortified in this adm inistrative 
situation.
“The Am erican Society, therefore, en­
dorses the action of the New York S tate 
Society in requesting the Legislature to 
postpone new legislation until a  tr ia l has 
been made of the suggestions offered by 
Dr. Downing, believing th a t in so doing 
the in terests of both the public and the 
profession will be safeguarded.”
Florida
Florida became the six th  State  
to secure a complete regulatory  
law  governing public accounting  
within the State. The bill as 
passed appeared in  full in the July 
issue of THE CERTIFIED PUBLIC  
ACCOUNTANT.
Indiana
Indiana has probably made its  
greatest step forward by its amend­
m ent to its C. P. A. law. The im ­
portant changes are th at hereafter  
a residence of one year in Indiana 
will be required of those who take  
the C. P. A. exam ination, and that 
an annual registration o f all hold­
ers of Indiana C. P. A. certificates 
is required. The fee  for registra­
tion is  $3.00 payable in June of 
each year. The fee  for reinstate­
m ent o f a revoked certificate is  the 
amount o f current and delinquent 
fees, not to  exceed $25.00.
A rkansas
The Arkansas L egislature passed  
a bill, th e  main provision o f which  
resulted in th e reorganization of 
the personnel of th e Board of A c­
countancy w ith the proviso th at no 
member shall be eligible for reap­
pointm ent until a fu ll term  of three  
years shall have elapsed.
Miscellaneous
The third m ost extended legis­
lative fight occurred in California 
where, strongly backed by the In­
stitu te o f Chartered Accountants, 
an attem pt was made to secure leg­
islation, the main purpose o f which  
w as to reopen th e waiver clause. In 
fact, in m ost sta tes th at seemed to
The work of your Committee on 
Federal Legislation has to do w ith  
two general subjects: (1) Federal 
legislation affecting directly the  
profession of public accountancy, 
and in particular the certified pub­
lic accountant; and (2) Federal 
legislation not directly affecting  
the rights or privileges of public 
accountants, but which is of inter­
est to them  because of its relation  
to their clients or to business gen­
erally. The work of the com m ittee 
m ay be either negative in nature, 
when proposed legislation seem s 
objectionable and it  is desirable for  
our Society to express opposition  
thereto, or positive or constructive  
in character, when constructive 
legislation is proposed toward the  
fram ing o f which w e m ay make 
suggestions or to which w e should 
g ive  support.
During the term  of service of the  
present com m ittee no legislation  
was introduced in Congress affect­
ing our profession, nor did there  
seem to be any call for the intro­
duction a t the request of our So­
ciety o f any such legislation. Con­
sequently, your com m ittee had no 
occasion to  be active w ith  respect
be th e m ajor purpose o f the bills 
introduced by other than state so­
cieties of certified public account­
ants.
L egislation failed o f enactment, 
although bills were introduced in  
the Legislatures of Maryland, Okla­
homa, W est Virginia, Missouri, 
Oregon, Arizona, Montana, W yo­
m ing, North Dakota, Connecticut 
and Tennessee. In all S tates The 
American Society rendered what 
assistance it  could to the State  
society.
PA U L W. PINKERTON,
Chairman.
REYNOLD E. BLIGHT.
JAM ES J. FOX.
THEODORE J. WITTING.
to the first of the tw o general sub­
jects above-mentioned.
The activ ities of your com mittee 
in relation to the second of these  
two subjects were concerned w ith  
the subject of Federal taxation and 
its  administration. During the past 
session o f Congress a determined  
effort w as made (originating in the  
Senate) to require all refunds of 
Federal taxes to be subject to the  
review and approval of the Comp­
troller General. Your com mittee 
was convinced that for various 
reasons, including especially expe­
dition and economy of adminis­
tration, the procedure suggested  
was h ighly undesirable from the  
standpoint of both the Government 
and our clients. Your com m ittee 
joined in th e opposition to the pro­
posed legislation and, aided by the  
Secretary o f our Society, placed its  
view s before th e appropriate com­
m ittee of Congress, and sent a com­
munication to our membership, set­
tin g  forth  the situation and sug­
gestin g  the sending of the mem­
bers’ view s to  th e com m ittee of 
Congress having the m atter under 
consideration. A  compromise was 
the final outcome which, while not
altogether satisfactory, w as m uch  
less objectionable than the legisla­
tion first proposed.
The compromise reached requires 
th at paym ent o f any refund exceed­
ing $75,000 be deferred until six ty  
days after a report of the proposed  
refund has been made to the Joint 
Congressional Committee. Inas­
much as our Federal Government 
is one of three co-equal depart­
m ents, viz., legislative, executive  
and judicial, it  is rather a peculiar 
provision th at a congressional com­
m ittee shall exercise executive  
functions and control the acts of 
executive departm ents. It m ay be 
pointed out also th at the procedure 
referred to  is  resulting in a loss to  
taxpayers o f interest on refunds  
which in some cases is of consider­
able amount. N ot only is there a 
loss o f interest for at least s ix ty  
days, as interest does not in an y  
event run while the proposed re­
fund is before the Joint Congres­
sional Committee, but interest is  
also lost to the taxpayer during  
the tim e which elapses between th e  
scheduling of the proposed refund  
by the Commissioner (after which  
it is  forwarded to the General 
Counsel o f the Bureau o f Internal 
Revenue for the preparation o f a 
memorandum to the Joint Congres­
sional Committee on the case) and 
the date when it  is forwarded to  the  
Joint Congressional Committee. In  
some cases th is period has run into  
quite a number o f months. Thus 
far, however, no taxpayer has ques­
tioned th e constitutionality o f th is  
legislation and it has become a part 
of the procedure in the adm inistra­
tion of Federal taxation. In th e  
interest o f taxpayers, and the elim ­
ination of fruitless expenditure by  
the Government, it would be desir­
able to have it  repealed i f  a new  
revenue act is enacted at the ap­
proaching session o f Congress.
The prospect of revision of th e  
present revenue act and the crea­
tion o f an advisory com m ittee to  
aid the Joint Congressional Com­
m ittee on internal revenue taxa­
tion appeared to  afford an oppor- 
(Continued on Page 320.)
REPORT OF COMMITTEE ON FEDERAL 
LEGISLATION
Financial Statements
EXHIBIT A
Com parative Balance Sheets as a t A ugust 31 
Assets
C urrent— 
Cash—
The American 
Society
1926
Bank ....... .............................  $3,899.33*
P e tty  Cash 900.00
1927
$475.88
900.00
Publishing
Co.
1927
$407.78
Dues Receivable .....................
Accounts Receivable ............
4,799.33
1,727.60
585.41
1,375.88
407.78
407.78
Total .......................... ......
Fixed—
F urn itu re  and F ixtures ...
L ibrary  ....... ........................... .
M ailing L ist ......... .................
Capital Stock of Accountants 
Publishing Company ............
7,112.34
4,919.54
1,783.66
3,766.76
572.15
5,000.00
1,000.00
4,000.00
12,031.88 11,122.57 5,407.78
Liabilities and N et W orth
C urrent—
Dues Paid in Advance.... .....  9,257.15 243.50
A dvertising Paid in Advance 8.00 
Accounts Payable ................  1,123.55 407.78
Capital Stock _____________ _
N et W orth, Surplus (Ex. B ) ....
9,265.15
2,766.73*
1,367.05
9,755.52
407.78
5,000.00
12,031.88 11,122.57 5,407.78
*A typographical erro r in report fo r la s t year showed this 
am ount four cents in advance.
EX HIBIT B
ANALYSIS OF SURPLUS 
TH E AMERICAN SOCIETY OF C ER TIFIED  PUBLIC 
ACCOUNTANTS
Fiscal Y ear Ending A ugust 31, 1927
Balance A ugust 31, 1926 ________ ___ __
Credits—
Dues Receivable, 1926 .... ............. ............. $585.85
Contributions ----------------- -------- --------  30.00
N et Revenue (Exhibit C) __________  4,685.95
R estoration to Surplus of p artia l ex­
pense of compiling m ailing l i s t ........  4,000.00
$2,766.73
Charges—
Receivables trea ted  as Income in  1926 
S tatem ent ______________ _________
9,301.80
12,068.53
2,313.01
N et W orth, Aug. 31, 1927 (Exhibit A).
2,313.01 
9,755.52 
EX HIBIT C
CONSOLIDATED REVENUE AND EXPENDITURE 
Fiscal Y ear Ending A ugust 31, 1927
Gross Revenue
Dues—
Advance Paym ents _______  $9,257.15
Collections ......................... .....  23,416.95
Subscriptions .... .......................
A dvertising—
Advance Paym ents _______
Collections _______________
Miscellaneous, Publishing Co. 
Miscellaneous, American Soc’y
-  $32,674.10 
1,190.00 
2,511.61
8.00
1,959.87
1,967.87
255.05
412.22
Expenditures
Secretary’s S a la r y ..................... 7,312.50
Clerical Expense ....................... 4,801.01
Office Supplies ........................  399.19
R ent ........ .....................................  1,608.00
Telephone and Telegraph ...... 295.81
Miscellaneous .............................  155.84
Clerical Expense, C. P . A ..... . 2,600.00
P rin ting  ........................................ 6,712.02
Postage ........................................ 1,290.81
Rent ............................................. 402.00
Miscellaneous .............................  154.50
P rin ting—
D irectory ........ ..... .... ............ 508.00
M embership Certificates .... 269.00
Pam phlets ............................ — 329.70
General .................................... 1,127.03
Postage—
Elections .................................  113.83
Certificates .............................  31.90
Directory .................................  158.33
Pam phlets ............................... 168.02
General ....... ...........................  1,125.43
Travel .........................................
Special—
Legal ................................ .....  1,195.00
Moving Expense of Sec’y 1,360.68 
Scholarship American A rbi­
tra tion  Association .......... 350.00
Miscellaneous—
Officers’ Expense ................... 37.47
Convention Expense --------- 308.82
A udit ___________________  200.00
Insurance, Taxes and Bonds 90.78 
Dues, U. S. Chamber of
Commerce ----- --------------  175.00
14,572.35
11,159.33
2,233.73
1,597.51
1,044.23
2,905.68
812.07
N et Revenue (Exhibit B)
EXHIBIT D
CONSOLIDATED STATEM ENT OF RECEIPTS 
DISBURSEMENTS 
Fiscal Y ear Ending A ugust 31, 1927
Receipts 
Cash on Hand, Sept. 1, 1926—
N ational M etropolitan B’k,
W ashington, D. C.............  $3,899.33*
P e tty  Cash in  Sec’y ’s Office 900.00
Dues and Membership Fees—
Dues, F iscal Y ear 1925-26 ... $585.85
Dues, F iscal Y ear 1926-27 23,416.95
Dues, F iscal Y ear 1927-28 ... 243.50
24,246.30
Fees ........................................ . 1,190.00
The Certified Public Account­
an t—
Subscriptions ....... ............... . 2,511.61
A dvertising ______________  1,959.87
Miscellaneous ____ ___ ____ 255.05
Miscellaneous—
Contributions ____________  30.00
Commissions _____________  36.00
Repaym ents ....... ...................  376.22
$39,010.85
*A typographical erro r in  re ­
p o rt fo r la s t y ear showed this 
am ount fou r cents in  excess.
34,324.90
4,685.95
AND
$4,799.33
25,436.30
4,726.53
442.22
35,404.38
Membership C ertif ica tes .... 23.90
Directory ........... .....................  149.83
Pam phlets ....... ........................ 168.02
General ...................................  1,015.69
---------------  1,417.62
419.37 Travel ............................................  705.79
Miscellaneous—
Officers’ Expense ..................  37.47
Convention Expense ............  308.82
Audit _ ______ ___________  200.00
Insurance, Taxes and Bonds 90.78 
Dues, U. S. Chamber of
Commerce .... ......................  175.00
14,508.04  ----------------  812.07
Special—
Legal .......................................  1,195.00
Moving Expense of Sec’y ... 1,360.68 
Scholarship American A rbi­
tration  Association ..........  350.00
---------------- 2,905.68
---------------  33,620.72
11,071.12 1,783.66
Balance—
National M etropolitan B’k,
American Society .............. 475.88
National M etropolitan B’k,
Publishings Co......................  407.78
1,781.03 P etty  Cash in Secretary’s
Office ....... ..... ......................  900.00
---------------  1,783.66
REPORT OF COMMITTEE ON ADMISSIONS
Disbursem ents
Assets—
F urn itu re ....................... .........  137.25
F ix tures ............. ...................... 209.97
L ibrary .................................... 72.15
Secretary’s Office—
Salary of S e c re ta ry ..............  7,312.50
Clerical Expense ................... 4,781.01
Office Supplies ..... ................. 393.66
Rent ____________________  1,608.00
Telegram s and Telephone ... 274.54
Miscellaneous .........................  138.33
The Certified Public Account­
an t—
Salary and Clerical Ex­
penses ................................... 2,600.00
P rin ting  .................................... 6,672.02
Postage .................................... 1,248.60
Rent .......................................... 402.00
Miscellaneous .........................  148.50
Prin ting—
Membership C ertifica tes..............220.25
Directory ................................. ........508.00
Pam phlets ........ ...................... ........329.70
General ................................... ........723.08
Postage—
Elections .................................  60.18
The Committee on Adm issions 
has the honor to report th at for  
the fiscal year ended A ugust 31,
1927, 308 applications for member­
ship were received and approved.
The section of the By-laws, under 
the provisions o f which th is Com­
m ittee is  appointed and functions, 
places upon its three members the  
duty o f inquiring into the eligibil­
ity  o f applicants for membership  
and filing w ith  the Secretary re­
ports o f acceptance or rejection  
signed by a t least two members.
Each member of the Committee 
has received from  the Secretary’s  
office from  tim e to tim e during the  
year two copies of a report on each 
applicant for membership, advising  
th at an application has been re­
ceived and show ing the applicant’s 
name and address, date and num­
ber o f C. P. A. certificate and State  
by which issued, together w ith  
such other inform ation as w as on 
file in the office o f the Secretary. 
One copy is returned to the Secre­
tary showing approval or rejection  
and the other constitutes the Com­
m ittee member’s file copy. The 
members o f th e Comm ittee under­
stand that the Secretary has prev­
iously assured h im self in each in­
stance by official notice from  the
respective State Boards of Ac­
countancy th at the applicant is a 
Certified Public Accountant and 
specific inform ation from a State  
Society, if  the applicant is  a mem­
ber o f such an organization.
The applications have come from  
all parts o f the United States and 
even from  the Philippine Islands 
and Cuba, and naturally only an in­
significant number, if  any, of the  
applicants have been personally 
known by members o f the Commit­
tee. Our work has therefore of 
necessity been largely perfunctory.
The suggestion contained in our
Board o f D irectors of The Am eri­
can Society of Certified Public 
Accountants.
G entlem en:
I respectfully subm it a summary 
of and com ments on the financial 
transactions of the Society during 
the year ended. D etails o f the Cash 
Account, Revenues, Expenditures, 
Financial Condition, etc., will be 
furnished by the statem ents pre­
pared by the Secretary.
The total revenues from  all 
sources amounted to  $39,010.85, 
while th e expenditures for all pur-
last report is therefore repeated  
th at each applicant be vouched for  
by the State R epresentative in the  
State from  which he applies and it  
shall be the duty of the State Rep­
resentative to make due inquiry as 
to the desirability of the applicant 
for membership.
It m ight be desirable to eliminate 
th is Committee and possibly charge 
the State R epresentatives w ith  the  
sole duty o f approving applications 
for membership.
R espectfully Submitted,
Committee on Adm issions, 
CHARLES F. COATES, Chairman, 
FREDERICK M. SCHAEBERLE, 
EDW ARD M. TYLER.
poses aggregated $34,324.90, leav­
ing  a net revenue of $4,685.95 for  
the year— a very gratify ing result 
indeed. These totals are the con­
solidated figures for The American  
Society o f Certified Public Account­
ants and The Accountants Publish­
ing Company, the relation o f the  
two organizations being set forth  
in the report o f the Secretary.
The cash in th e bank a t th e be­
ginning o f th e year and in the pos­
session of the Treasurer w as $3,- 
899.33. The combined cash receipts 
for the year were $30,605.05. The
REPORT OF THE TREASURER
cash disbursem ents were $33,- 
620.72, leaving a balance on hand 
at the end of the year of $883.66, 
$475.88 o f which was deposited to 
the credit of The American Society  
and $407.78 o f which was deposited  
to  th e credit of The Accountants 
Publishing Company. The P etty  
Cash in the possession of the Sec­
retary w as the sam e at the end of 
the year as at the beginning, 
namely, $900.
Respectfully subm itted,
T. COLEMAN ANDREW S, 
Treasurer.
REPORT OF COMMITTEE ON 
FEDERAL LEGISLATION
(Continued from  Page 317.) 
tun ity  for our Society to render 
constructive service. Your Commit­
tee on Federal Legislation, there­
fore, sent a communication to our 
entire membership, suggesting that 
criticism s o f unsatisfactory provis-  
ions o f the present revenue act or 
of present adm inistrative proced­
ure and suggestions for corrective 
m easures and improvem ents be 
sent to  the Joint Congressional 
Committee, either directly or 
through your Committee on Fed­
eral Legislation. We know of a 
number o f suggestions sent directly 
to the Congressional Committee 
and various suggestions were re­
ceived by  your com m ittee. The 
latter suggestions have been re­
viewed and collated for subm ission  
to  the Congressional Committee.
A t the present tim e opinion is 
divided as to  what tax  legislation is 
likely to be enacted by the next 
Congress. It was originally antici­
pated th at not only would there be 
a reduction o f some of the existing  
Federal taxes, but th at there 
would also be a thorough revision  
of the substantive and adm inistra­
tive  provisions of the present law. 
Lately, the opinion has been ex­
pressed in some quarters that ac­
tion a t the next session of Congress 
m ay be confined to  a revision of tax  
rates and th at legislative action on 
the determination o f taxable in­
come and the adm inistration proce­
dure will be deferred to a later date.
The feeling o f those expressing th is  
view  is that the advisory commit­
tee and the Joint Congressional 
Committee will not be able to com­
plete their study of all the features  
of the existing law and adm inistra­
tive procedure possibly requiring 
revision in tim e to perm it of well 
considered legislation being en­
acted at the coming session o f Con­
gress.
Respectfully subm itted, 
for the Committee on Federal 
Legislation,
W ALTER A. STAUB, 
Chairm an; 
HOWARD C. BECK,
J. T. M ADDEN,
JOHN A. STOLP.
Miller, Moll & Co., Accountants 
and Auditors, announce the re­
moval of their offices to th e Public 
Ledger Building, S ixth  and Chest­
nut Streets, Philadelphia, Pa.
STANDARD APPRAISALS
Recognized A uthority on 
Valuation Problems
Experts in A ll Lines
Standard Appraisal Co.
6 Church St., N ew  York
B r a n c h e s ,  A l l  P r i n c i p a l  C i t i e s
John H. Rawlings, C. P . A., an­
nounces th e removal o f h is office to 
1117 F idelity  Bank Building, Mem­
phis, Tenn.
Classified Advertisements
A d v e rtis in g  copy fo r  th is  p a g e  should  
be rece ived  in th e  office of T H E  C E R T I­
F IE D  PU BLIC ACCOUNTANT n o t la te r  
th a n  th e  25th d a y  of th e  m o n th  p reced in g  
th e  m o n th  o f p u b lica tio n . R a te s  fo r  “H elp  
W an ted ” and  “S itu a tio n  W an ted ,” $3.00 
p e r  inch  o r f ra c t io n  th e re o f  (7 lin e s  to  
an  inch ) fo r  one in se rtio n . T he ra te  
fo r  "M isce llaneous’’ is $5.00 p e r  inch  fo r 
each  in se rtio n .
ACCOUNTANTS.—Leading firm of cer­
tified public accountants desires to ob­
ta in  several in-charge, senior assist­
ant, and junior assis tan t accountants. 
Replies m ust be concise and sta te  in 
order—Name, address, telephone, age, 
religion, education, experience, p res­
ent connection, salary  expectation and 
how soon available.—Box No. 179, 
TH E CER TIFIED  PUBLIC AC­
COUNTANT.
C. P. A., certified in  th ree S tates, seven 
years public practice in supervisory 
capacity, broad experience in Federal 
T ax m atters, consolidations, system a­
tizing and financial investigations. 
Have a long successful record of pre­
senting cases before the T reasury  De­
partm ent. Capable of assigning staff 
members, supervising engagem ents, 
editing reports, and assum ing detail 
responsibilities of principal. Open fo r 
a  position which will develop into a 
partnersh ip  connection upon demon­
stration  of ability. Address, Box No. 
180, THE CER TIFIED  PUBLIC AC­
COUNTANT.
ONE OF THE LARGEST accounting 
concerns in the South, operating five 
offices, w ith a  staff of thirty-tw o mem­
bers, requires the services of a  man 
to edit reports and assist the  head of 
the firm. M ust be capable of hand­
ling men, interviewing clients, etc. Po­
sition perm anent—good salary  to the 
rig h t man. Give details as to form er 
employment and experience. Address 
THE CER TIFIED  PUBLIC AC­
COUNTANT, Box No. 181.
F or Income Tax Problem s All Through the Y ear 
Robert H. Montgomery’s
1927 Incom e Tax Procedure
I. Determ ination of N et Income, P reparation  of R eturns and Paym ent. 
II. Practice Before T reasury , Board of Tax Appeals, and Federal Courts. 
In  tw o  vo lum es, 2062 pag es . P r ic e  $16.00.
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IT MIGHT BE WORSE
W hen y ’ fail t ’ make a “home run” 
in th ’ puzzlin’ gam e o’ life  
A n’ yer strength  seem s all too little  
fer  to battle ’ga inst th ’ str ife;
When yer feelin ’ blue an’ lonely, an’ 
y ’ don’t  know where t ’ steer  
Fer t ’ find some true companion 
who will drive away yer fear—
Jest remember there are fellers who 
are ridin’ in a hearse  
Who’d be glad t ’ have yer chances 
— Conditions m ight be worse.
NOTES
George V. McLaughlin, C. P. A., has for tw enty-five  
years been associated w ith  banks, except for a short 
period when he occupied the position of Police Com­
m issioner in N ew  York and for a still shorter period  
when he w as E xecutive V ice President for the Postal 
Telegraph and Cable Company, however, in  both of 
these positions which he occupied w ith  credit to him ­
self, the banking instinct would not down and so th is  
last month he accepted th e presidency of the Brooklyn  
Trust Company and it is probable that, having re­
turned to h is first love in the business world, he w ill 
remain as a fitting representative o f the C. P. A. in  
the banking world.
New  York U niversity Law School annually bestow s  
a scholarship to  the student passing the best exam ina­
tion at the end of the first year and th is is generally  
considered the h igh est honor which is available to  
first-year evening students. A t th e end of th e last 
scholastic year the award went to Jonas Albert, a 
Certified Public Accountant holding a N ew  York cer­
tificate.
Paul W. Pinkerton, President o f The Am erican So­
ciety, appeared before the W ays and Means Com­
m ittee of the House of Representatives in connection  
w ith the hearings held w ith  reference to th e new  
Revenue bill. H e represented the Illinois Chamber of 
Commerce.
Homer A. Dunn, Chairman of the Comm ittee on 
Arbitration of th e Society, has been invited to  become 
a Director o f the American Arbitration A ssociation  
and has accepted. Once more the certified public ac­
countant is recognized.
THE CERTIFIED 
PUBLIC ACCOUNTANT
The Official Organ of 
The American Society of Certified Public Accountants
Published by The Accountants Publishing Company, N a­
tional P ress Building, W ashington, D. C.
Application fo r en try  as second-class m a tte r is pending.
E ditor: DURAND W. SPRINGER
Subscription price a  year of twelve issues, $2.00; tw enty 
cents the copy.
All communications should be addressed to the Editor. 
P rin ted  by the Terminal P ress, Inc., 923 Eleventh S treet 
N. W., W ashington, D. C.
THE PRESIDENT’S COLUMN
T HE Pittsburgh Convention has come and gone. In numbers and in enthusiasm it was the 
best convention which the Society has yet held.
Yet the thing which impressed me most about the 
Pittsburgh Convention was not the attendance or the 
enthusiasm. To me the high spot of the annual meet­
ing lay in the fact that no one seemed to consider it 
necessary, either in conversation or in address, to 
assert the right of The American Society to recogni­
tion as the national organization of Certified Public 
Accountants.
In its earlier history, there was visible a readiness 
to assume a defensive attitude in behalf of the society
PAUL W. PINKERTON
or that sort of blatant declaration which seemed 
planned to bolster up the confidence of the speaker 
as well as that of the listener. At Pittsburgh there 
appeared to be only that assured poise which results 
from the confident knowledge that one’s position is 
unquestioned. It was just understood and accepted 
that the place of the Society had been established and 
that no longer was there any serious attempt to ques­
tion it.
What then is this place which is accorded to The 
American Society of Certified Public Accountants? 
The name of the organization furnishes the answer. 
It is the national organization of the holders of State- 
granted certificates of ability as accountants. The 
problems of the holders of such certificates are the 
field of activity of this society.
There may be a place also for accounting organi­
zations of a more general character—organizations 
which are not so selective in that they do not limit 
their membership solely to certified public account­
ants. At the same time, however, there seems to be 
in such matters a constant and unavoidable conflict 
between certified public accountants and non-certified 
accountants. Recognizing the existence of this con­
flict and realizing the impossibility of great accomp­
lishment through a union of two groups one of which 
is distrustful of the other, The American Society of 
Certified Public Accountants has taken its stand and 
won its place on the theory that the American form 
of government will not permit any group other than 
the State to pass upon the qualifications of profes­
sional practitioners.
That on this basis it is now recognized in the pro­
fession as truly representing the holders of State- 
granted certificates is shown by the constant increase 
in membership, an increase which has persisted even 
in the face of the fact that during the past year the 
board of directors removed from membership those 
who were in arrears.
Unhesitating confidence in the fact that this recog­
nition has been given was the underlying motif of the 
Pittsburgh convention.
PAUL W. PINKERTON,
President.
Annual Meeting
T H E S ixth  Annual M eeting of The Am erican Society of 
Certified Public A ccountants was 
held a t P ittsburgh  on September 
28, 29 and 30. The H otel Schenley 
was the headquarters and all ses­
sions were held there.
Members began arriving early on 
Tuesday, som e because o f the de­
sire to try  out th e  go lf course on 
which cham pionships would be won 
and lost the n ext day, and others 
because o f th e  desire to  become ac­
climated to  th e local surroundings 
before th e m eeting actually began. 
The final registration  totaled two  
hundred and eighty.
A  larger number o f w ives, sw eet­
hearts and friends accompanied th e  
members than in years past. 
W hether th e prospect th at a new  
fraternal order, th e Secret Order of 
Thirteen, w as to  be established or 
w hether, by reason o f the urgent 
invitation o f th e local com m ittee  
in  charge o f women’s activities, or 
w hether for any other reason you  
m ay w ish  to  ascribe, the fact re­
m ains th a t th e fa ir  sex  w as well 
represented and helped to make the  
convention all th e  more enjoyable. 
The P ittsburgh Comm ittee, consist­
ing  o f Mrs. Mae B. Colledge, Chair­
man, Mrs. N ellie S. Barnes, Mrs. 
Ada E. Cumming, Mrs. E va P. 
Main, Mrs. Florence C. Scott and 
Mrs. Grace O. W illison, were in con­
stant attendance from  Tuesday 
m orning until Saturday evening  
and not only were their efforts suc­
cessfu l but th ey  w ere h ighly ap­
preciated. One of th e  many lovely 
courtesies o f  th is  com m ittee was 
th e sending to  th e  room of each 
lady, im m ediately upon arrival, a 
huge box of flowers w ith  a cheery  
word o f greeting.
W ednesday m orning w as given  
over to enjoym ent, no business be­
ing  scheduled except for a  m eeting  
o f th e Board o f D irectors which oc­
cupied three hours in th e  forenoon.
The reports o f th e  various offi­
cers and com m ittees were consid­
ered. The Board authorized the  
appointm ent by th e  President o f a 
Comm ittee on th e  Natural Fiscal 
Year and recommended James A. 
Councilor as th e Chairman of th a t  
com m ittee. The Board gave gener­
al approval to the report presented  
by the Comm ittee on Relations w ith  
State Societies w ith  the suggestion, 
however, th a t a change should be 
made in th e wording of the second 
duty suggested  w ith  reference to  
the manner in which the Member­
ship Com m ittee should be selected  
and th at then the m atter should be 
referred to  th e incom ing Board of 
Directors for th e  necessary authori­
zation. The Board unanimously en­
dorsed letters w hich had been given  
during th e p a st year by th e Presi­
dent and Secretary w ith  reference 
to the leg islative m atters in Illinois 
and N ew  York. The Board unani­
m ously recommended the presenta­
tion to  the m em bers for their au­
thorization o f suggested  amend­
m ents to  A rticle VI of the Consti­
tution and to  By-Laws 6 and 8.
Mr. Pride made a report on the  
Dillon case and the Secretary was 
directed to  n o tify  th e M assachu­
setts Society th a t The American  
Society would, in  accordance w ith  
previous action, share on a fifty- 
fifty  basis any expense in connec­
tion therew ith  which th ey  had as­
sumed.
R egistration  began early in the  
morning. Old acquaintanceships 
w ere renewed and new friendships 
were established. By noon busses 
began carrying th e crowd to  the  
Longue Vue Country Club. Dur­
ing th e  afternoon the golf tourna­
m ent w as conducted, the result o f 
th e sam e being as follows: Low  
Gross, Springer Cup, won by Wm. 
T. R oyston o f Pittsburgh, w ith  A.
S. Banks o f N ew  York, runner-up; 
Low N et, W ashington Cup, won by  
Frank A . W illison o f P ittsburgh  
w ith  George W. R ossetter o f Chi­
cago, runner-up; B est Gross Nine,
E . A . Ford Barnes, P ittsburgh;
B est N et Nine, Henry J. Jumon­
ville, N ew  Orleans; Most Pars and 
Birdies, W. J. L. Patton of Rich­
mond, w ith  O. W. Zacharias o f  
Richmond and H. J. Miller of New  
Orleans runners-up; Kicker’s N et, 
Gordon M. Hill, Jacksonville, with  
Leo J. Stephens o f Pittsburgh run­
ner-up; Sweepstakes, (first div­
ision) Geo. W. R ossetter o f Chi­
cago, A. S. Banks of N ew  York, A.
C. Upleger o f Waco, Texas, O. W. 
Zacharias of Richmond; (second  
division) H. J. Jumonville o f N ew  
Orleans and Otto G. R ichter of 
Pittsburgh, tie ; H. B. Scott of 
Pittsburgh, Ernest Crowther of 
Pittsburgh and Gordon M. Hill o f  
Jacksonville, tie.
M ost of those who did not play 
golf were participants in the bridge 
tournament. The local com m ittee 
was so lavish w ith  prizes th a t it 
would practically require th e  listing  
o f all present in order to indicate  
the winners.
The dinner dance a t the club 
was h ighly enjoyable and, follow­
ing th e dining and dancing, the  
members were transported to a 
typical K entucky Derby scene w ith  
th e Accountants Horse Race as  
th e center o f th e am usem ent fea­
ture. Arrangem ents had been  
made so th a t all individuals w ere 
provided w ith  th e where-withal so  
essential to the proper enjoym ent 
o f a Kentucky race track. A s is  
usual in  such cases, som e o f the  
individuals were dead broke, down 
and out, when the races w ere com­
pleted. The h igh est winner was 
able to  carry hom e six ty  thousand  
“business college” dollars. The 
track winners were T. Coleman 
Andrews and Mrs. Vaughan  
Darby. M idnight found the crowd 
back in th e city.
Under the direction of th e  Com­
m ittee on B usiness Show, Frank  
A. W illison, Chairman, J. M. Cum­
m ing, Richard H. Mohler, Adrian
F . Sanderbeck and H. B. Scott, th e  
finest exhibition o f office equip-
m ent which has ever been shown  
at any o f our conventions was ac­
cessible and the members visited  
the exhibit room both before and 
after m eetings and some of them  
during the m eetings. The follow­
ing firms exh ib ited : The Addresso- 
graph Co., Burroughs Adding Ma­
chine Co., Commerce Clearing 
House, Duquesne U niversity, Thos. 
Edison, Inc., F elt & Tarrant Mfg. 
Co., General Office Equipment Co., 
International Business Machine 
Corp., Wm. G. Johnston Co., Mac- 
Gregor-Cutler Co., A. H. M athias 
Co., The McCloy Co., McDonald 
Ledger & Loose L eaf Co., Monroe 
Calculating Machine Co., National 
Cash R egister Co., Powers Cal- 
culatng Machine Co., Prentice-Hall, 
Inc., Rem ington Typewriter Co., 
Stevenson & F oster Co., The Todd 
Co., Underwood Typewriter Co. In  
a later issue we shall have a more 
detailed statem ent w ith  regard to  
th is feature of the Convention.
Thursday morning th e ladies 
were taken on a sightseeing trip  
during w hich lunch was served at 
th e Shannopin Country Club and 
the Schenley Hotel was reached on 
their return about five o’clock.
Thursday m orning the m eeting  
of S tate R epresentatives was held. 
J. S. M. Goodloe o f New York City, 
presented a paper on “Regulatory  
Legislation” which appears in th is  
issue and Homer A. Dunn of New  
York City, presented a paper on 
“State and National Society Re­
lations” which also appears in th is  
issue. Oral reports were given  
by representatives present and 
w ritten  reports were read from  
several o f the representatives who 
were unable to be present.
Prior to the presentation of 
th ese  reports the report o f the  
com m ittee appointed at th e Rep­
resentative m eeting a year ago for  
the purpose of preparing a sta te­
m ent as to what m ight be consid­
ered proper functions of Represen- 
tatives, w as read and suggestions  
requested as to any changes which  
should be made prior to  th e tim e  
when it  would be formally sub­
m itted  to  the members for adop­
tion as a specific article in th e B y- 
Laws. Several suggested  amend­
m ents to the By-Laws which had 
been formally adopted by th e  
Board of Directors a t its  W ednes­
day m eeting, were also read in or­
der th at the R epresentatives pres­
ent m ight have them  in mind in  
m aking their reports. A t the con­
clusion of the reports, Representa­
tiv e  Dunn commented on the in­
creased interest shown in sta te so­
cieties by the reports o f the State  
Representatives as compared w ith  
conditions existing when th e first 
m eeting of S tate Representatives 
was held at which tim e practically  
nothing w as said w ith  reference to  
their work and the relations ex ist­
ing between them  and The Ameri­
can Society.
Harold B. Barnett, member of 
the Society from  N ew  York, asked  
perm ission to  present the follow­
ing  resolution in order th at it  
m ight be in the m inds o f th e mem­
bers of the Society for considera­
tion prior to  th e tim e when it  
would be presented to  th e Society  
for action in connection w ith th e  
regular business:
“W hereas, since th e inception  
o f public accounting there has 
been in each sta te but a lim ited  
supervision by the duly authorized  
governm ental authorities, and 
“W hereas the practice o f public 
accounting, due to th e great influx 
o f men into the profession, is now  
reaching the point w here proper 
regulation o f the profession is  de­
sirable; and 
“W hereas such regulation in  
every state will raise the standard  
of the profession, thus proving an 
inestim able benefit not only to the  
practitioners them selves but to th e 
business public generally; and 
“W hereas, th e  tim e is now  pro­
pitious for securing proper regu­
lation o f the practice o f account­
ancy in each and every sta te  o f  
these United S ta te s ; therefore be it  
“Resolved, T hat The American  
Society of Certified Public Account­
ants, now assembled in Conven­
tion a t Pittsburgh, th is 29th day 
of September, 1927, place itse lf
on record as favoring th e propel 
registration  and regulation of pub­
lic accountants in each state  
throughout th is  country.”
During th e period between the  
morning and afternoon sessions 
the Board of Directors for th e year  
1927 and 1928 held a m eeting.
They elected th e following offi­
cers : President, Paul W. Pinkerton, 
Chicago, Illinois; F irst Vice-Presi- 
dent, A rthur C. Upleger, Waco, 
T ex a s; Second Vice-President, 
Charles F. Coates, Hartford, Con­
necticut; Secretary, D. W. Spring­
er, W ashington, D. C .; Treasurer, 
Frank A. W illison, Pittsburgh, 
Pennsylvania.
The report of the Budget Com­
m ittee, presenting a budget for the  
coming year, w as adopted.
The afternoon m eeting, which  
was in reality  the opening session, 
was called to order by Frank W il­
bur Main, of P ittsburgh, Chairman 
of the General E xecutive Commit­
tee. H e introduced Hon. James 
Francis Burke, General Counsel of 
th e P ittsburgh Chamber of Com­
merce and the P ittsburgh Clearing 
H ouse Association, as the gentle­
man who had been chosen to  pre­
sent a welcome to  the m eeting, in 
the follow ing manner:
“It is  m y pleasure to introduce 
to you one o f our outstanding cit­
izens who is going to express to you 
our welcome in a w ay which it 
would be impossible for me to do. 
W e canvassed th e  situation very  
thoroughly. There was some 
thought o f having the Mayor of our 
city  address you, but we fe lt that 
after all, as th is is a professional 
and not a political m eeting, a m eet­
ing which deals w ith  business and 
finance, it  would be more fitting to  
choose for th is task  the man best 
fitted in the S tate o f Pennsylvania, 
th e Hon. Jam es Francis Burke, 
General Counsel, P ittsburgh Cham­
ber o f Commerce, and Pittsburgh  
Clearing H ouse Association.
“H e is known throughout th e 
United States. For many years he 
w as th e whip o f the Republican 
Party. W e are not having him  
here, however, because o f th a t fact.
W e are having him here because he 
is one of our outstanding attor­
neys. I m ight m ention many other 
positions w hich he holds, but for  
the benefit of our golfers, I will 
say th at he is also the General 
Counsel of th e United States Golf 
Association.
“Gentlemen, it  g ives me much  
pleasure to  introduce to you the  
Hon. Jam es Francis Burke.”
Mr. Burke’s address will appear 
in a later issue.
A fter  the address o f welcome 
President Councilor assumed the  
chair and presented the report of 
th e President which appeared in 
th e October issue. The Secretary  
called attention to  h is report which  
was printed in th e October issue  
and indicated th at i f  there were 
any questions w hich any o f the  
members desired to ask at the reg­
ular business session, a fter having  
read it, he would be glad to answer 
them . He also indicated th at the  
report of the Treasurer was printed  
in the October issue and m ight be 
read for the purpose o f asking any  
questions at th e  regular business 
session. The report of the auditor 
w as read and adopted. I t  appears 
elsew here in th is  issue.
President Councilor presented  
Leonard H. Conant, a form er Pres­
ident o f the American Association  
o f Accountants and one o f the  
charter m embers o f the N ew  York 
State Society o f Certified Public 
Accountants, asking th a t he intro­
duce the speaker o f th e  afternoon, 
which he did in a very graceful 
manner.
George W ilkinson, C. P. A., of 
Illinois, N ew  Jersey, Pennsylvania  
and Colorado, now a resident o f  
Philadelphia, presented an able his- 
torical document under th e title  of 
“The Genesis of the Certified Pub­
lic Accountant M ovement.” This 
paper will appear in a later issue  
and should be read by all.
A  welcome addition to the pro­
gram of the afternoon was th e  
presentation of Charles D. Hamel, 
first Chairman of th e United States 
Board of T ax Appeals and a very 
warm friend of The American So­
ciety. A t the present tim e Mr. 
Hamel is  preparing, on authoriza­
tion of and acting as counsel to the  
Joint Congressional Comm ittee on 
Internal Revenue Taxation, sugges­
tions as to changes which could or 
should be made to  th e Revenue A ct 
of 1926. Mr. Hamel referred to  
the work which had already been 
completed and the plans of investi­
gation th at were still being made 
w ith  reference to the m atter which  
covers the entire phase of tax  leg is­
lation.
Following general announce­
m ents invitations were presented  
for th e 1928 Convention of The 
American Society. W hile th is m at­
ter is decided by the Directors, it 
has generally been custom ary for  
the cities desiring to entertain the  
Society to make their presenta­
tions before the general body for  
publicity purposes. Formal invi­
tations were received from  New  
Orleans, Denver and Seattle.
Thursday evening was again de­
voted to  entertainm ent. Vaude­
ville w as featured from  9.30 to
11.30 and the m eetings o f The Or­
der o f Twelve and the Secret Order 
o f Thirteen held sw ay from  11.30 
to  1.30. The v audeville entertain­
ers were: M iss H artley, p ianist; 
Cooler, Juggler; H uston and Grey, 
Dancers; Oxford F ive, Entertain­
ers ; H ughes and Bishop, Radio 
Stars; Jane Gibson, Soprano; Earl 
Gates Revue; W atson and Lee, 
Comedy and S inging; Gwynne & 
Co., Magician.
Friday th e ladies were guests of 
th e H. J. Heinz Company (57 
varieties) for luncheon and an in­
spection v isit, returning to the  
hotel in tim e to listen  to the paper 
by M iss Jones.
The forenoon session  was prac­
tically devoted to  com m ittee re­
ports, all o f which had appeared in  
the October issue, except the re­
ports of the Comm ittee on Arbi­
tration and th e Comm ittee on Con­
stitution  and By-Law s which were 
read at th is  tim e.
General discussion was then  in­
dulged in w ith  regard to  the re­
ports which had been placed before
th e members through the October 
issue, more questions being asked  
w ith  reference to the Secretary’s 
report than concerning any of the  
others, as is but natural, practical­
ly each one of the points suggested  
in th e report being touched upon 
but no specific action being taken  
thereon further than to receive 
and adopt all of the reports. The 
reports printed were those of th e  
Comm ittee on Education, Commit­
tee on Relations w ith  State Societ­
i e s ,  Committee on State Legisla­
tion, Comm ittee on Federal L egis­
lation and th e Committee on Ad­
m issions.
The Tellers presented the fo l­
lowing report which was adopted:
“The Tellers elected by the  
Board of Directors under Article 
IX of the Constitution have the  
honor to report th at th ey  have 
counted th e primary and election  
ballots for  S tate representatives 
for the fiscal year ending A ugust 
31, 1928, and find the list o f rep­
resentatives published in the Au­
gust, 1927 number of THE CERTI­
FIED PUBLIC ACCOUNTANT to  
be correct w ith  one addition, H. W. 
H ennegin being the elected repre­
sentative for th e State o f Arkansas 
although the official organ for that 
m onth shows no election for that 
State. I t  w as noted th at in a few  
states there were tie  votes involv­
ing the representative for the past 
year; in such instances, the elec­
tion w as decided against th e past 
representative, which w e under­
stand has been th e established  
practice due to  action taken by the  
directors in the first year.
The count o f the ballots for di­
rectors disclosed the election of di­
rectors as published in the Septem ­
ber, 1927 issue of THE CERTI­
FIED  PUBLIC ACCOUNTANT to  
be correct.
Respectfully submitted, 
CHARLES F. COATES, 
ALTON B. COPELAND, 
EDW IN S. RENO.”
An unusual feature o f th e pro­
gram consisted o f a roundtable 
presided over by Elmer E. Staub
o f Detroit, devoted to w hat was 
termed, “Interesting Incidents in  
My Experience as a Certified Pub­
lic Accountant.” These experi­
ences, which were told by Messrs. 
Staub of Michigan, H ughes o f N ew  
Jersey, McCollough of North Caro­
lina, Pinkerton o f Illinois, Rawl­
ings of V irginia, Pride of Mas­
sachusetts, W olf o f Illinois and 
Bachrach of Pennsylvania, will ap­
pear from  tim e to  tim e in future  
issues and w e trust th a t they  will 
be as interesting when read as 
th ey  were when heard.
The Board of Directors m et at 
one o’clock. I t  was decided to ac­
cept th e invitation of the Society  
of Louisiana Certified Public Ac­
countants to hold th e 1928 Conven­
tion at N ew  Orleans w ith  a pro­
vision th at said acceptance be con­
ditioned on securing satisfactory  
hotel rates and conditions. It was 
also voted to extend the apprecia­
tion of th e Society to the Colorado 
and W ashington Societies for their  
invitations to m eet a t Denver and 
Seattle and express the hope that 
these invitations would be renewed  
at a future date.
The Board also recommended 
th a t an amendment to the By- 
Laws be presented providing for a 
standing com m ittee o f five on An­
nual Convention, of which the  
President and Secretary should be 
m embers ex-officio and th e Presi­
dent w as authorized to appoint a 
special com m ittee of like size in  
connection w ith  th e n ext annual 
m eeting.
Special resolutions were passed  
by the Board concerning Messrs. 
Clabaugh, DuBois and Muller, all 
o f whom had been called to their  
reward during th e past year and 
each of whom had had a special 
official relationship to th e Society  
during their life  tim e.
The Friday afternoon session  
was presided over by Vice-Presi­
dent Pinkerton. The first m atter  
w as the report of the Committee 
on Pan American Relations, a spec­
ial com m ittee recently appointed, 
which report was made by A. C. 
U pleger and will be printed in a
later issue. A t the conclusion o f 
th e report he presented th e  fo l­
lowing resolution which was un­
anim ously adopted:
W hereas trade relations betw een  th e  
United S tates and Latin-Am erican coun­
tries are assum ing large proportions and 
the U nited S tates is being called upon to  
finance to a  large extent the undeveloped 
resources of Latin-A m erica; and
W hereas it is deemed advisable to ef­
fect closer contacts w ith our neighbors in  
Latin-Am erican countries engaged in the  
profession of public accounting; and 
W hereas the American Society of Cer­
tified Public Accountants is organized fo r 
the purpose of prom oting the develop­
m ent of the practice of public account­
ancy and the in terests of  Certified Public 
Accountants: Therefore be i t
Resolved, T hat the P resident of The 
American Society of Certified Public Ac­
countants be authorized and instructed to 
appoint a  committee on P an Am erican 
relations to investigate and study public 
accounting conditions in  L atin  America, 
enlisting the aid of the United S tates De­
partm ent of Commerce in securing in­
form ation in regard  to the sta tus of 
Public Accountants in South and Central 
America, and report the ir findings a t the 
next annual m eeting: And be i t  fu rth e r 
Resolved, T hat official invitations be  
extended to officers of all societies of ac­
countants in Central and South Am erica 
to attend the next annual m eeting of The 
American Society of Certified Public Ac­
countants as guests: And be i t  fu rth e r 
Resolved, T hat the committee prepare 
an agenda to  be subm itted to  these of­
ficers which will be of sufficient profes­
sional in te rest to them  to induce them  to 
attend the next annual m eeting: And be 
i t  fu rth e r
Resolved, T hat a t some tim e in  the  
fu tu re  the directors be authorized to set 
aside in their budget the  sum  of $1,500 
which will be used to send a  representa­
tive to Central and South Am erica to 
establish closer contacts w ith U nited 
S tates Certified Public A ccountants: And 
be i t  fu rth e r 
Resolved, T hat the P an  American 
Union be requested to set aside a  day fo r 
accountants and prepare an agenda fo r 
discussion a t the nex t Pan-Am erican 
Commercial Congress.
An opportunity was offered for  
any questions to be raised w ith  
regard to  any o f th e  reports of o f­
ficers or com m ittees referred to 
in the preceding sessions.
The first subject considered in  
the afternoon session w as “The 
Relation of the Chapter to Modern
S tate Society Organization.” The 
paper was presented by W alter A. 
Coy of Cleveland and will appear 
in another issue. Gardner W. 
Kimball, President o f th e Pennsyl­
vania Institu te o f Certified Public 
Accountants, led th e discussion  
and his remarks will appear in con­
nection w ith  Mr. Coy’s paper.
The Secretary presented as a 
m atter o f record a statem ent con­
cerning the Ipswich Mills vs. Dillon  
case.
The Secretary also presented a 
request from  the National A ssocia­
tion  o f Purchasing A gents and 
from  th e United S tates Depart­
m ent o f Commerce, through R. M. 
Hudson, Chief of th e  D ivision of 
Simplified Practice, th a t The 
A m erican Society endorse a sim ­
plified invoice which had been  
worked out by th e N ational A s­
sociation o f Purchasing A gents  
following a long series o f com mit­
tee  m eetings and work w ith  a large 
number of trade organizations. On 
motion, the m atter o f the approval 
o f th e  simplified invoice w as re­
ferred to the Board of Directors 
w ith  power to act after having as­
sured them selves of the desirabil­
ity  o f such a form  from  an ac­
counting standpoint.
The second topic on th e program  
w as “The Young Woman and the  
Certified Public Accounting Pro­
fession .” This w as presented by 
M iss Myra H. Jones, C. P. A., of 
Pittsburgh and the paper will ap­
pear elsewhere in th is issue.
Mr. Pride presented the report 
of the Committee on Resolutions 
as fo llow s:
The members of The American Society 
of Certified Public Accountants have 
learned w ith sincere reg re t of the death 
during the p as t year of the following 
members of the Society:
J . J. Bernard, Raleigh, N. C.
Dillwyn P arrish  Blakely, Norristown, 
Pa.
W illiam Clabaugh, W ashington, D. C.
Edwin S. Doubleday, Springfield, Mass.
F rank  G. DuBois Newark, N. J.
A rth u r S. F itzgerald, Norfolk, Va.
Cecil C. H astings, El Paso, Tex.
W arren P. Hill, Los Angeles, Calif.
Ellis L. Jackson, Charlotte, N. C.
H. W. Knauss, Peoria, Ill.
Jean  Paul Muller, W ashington, D. C.
Julius W. Paeske, Los Angeles, Calif.
Joseph A. P eters, Memphis, Tenn.
F . P. R ivers Valdosta, Ga.
A. J . B. Schmidt, St. Paul, Minn.
John Percy Smith, New York City.
Charles L. Talbot, Boston, Mass.
John W. Todd, Charlotte, N. C.
Theodore U. W algren, New Orleans, 
La.
We express by th is resolution our sor­
row and to the fam ilies of the deceased 
our deepest sym pathy.
Be i t  Resolved, T hat a  copy of this 
resolution be spread on the m inutes of 
the Society and a copy be forw arded to 
the  fam ily of each of our departed 
brothers.
The last m atter considered was 
the resolution now form ally pre­
sented by Mr. Barnett, referred to  
in the report o f th e m eeting o f  
State Representatives. The reso­
lution w as discussed pro and con 
for practically tw o hours. A  
synopsis o f the discussion will ap­
pear in another issue. The resolu­
tion as finally adopted was as fo l­
low s:
W hereas, since the inception of public 
accounting there has been in  each S tate  
but a limited supervision by the duly 
authorized governm ental authorities; and
W hereas the practice of public account­
ing, due to the g rea t influx of men into 
the profession, is now reaching the point 
where proper regulation of the profession 
is desirable; and
W hereas it is the concensus of opinion 
of the members p resent th a t such regu­
lation in every S tate will raise the stand­
ard  of the profession, thus proving an 
inestim able benefit not only to the prac­
titioners themselves but to  the business 
public generally; and
W hereas the tim e is now propitious fo r 
securing proper regulation of the prac­
tice of accountancy in each and every 
S tate  of these United S tates: Therefore 
be it
Resolved, T hat the Secretary of The 
American Society of Certified Public Ac­
countants be and hereby he is instructed 
to submit these pream bles to a mail vote 
of the members of th is Society upon the 
question of w hether they are in favor of 
or not in favor of the proper reg istra tion  
and regulation of public accountants in 
each S tate throughout th is country: And 
be i t  fu rth e r
Resolved, T hat reference to  a  copy of 
the paper of Mr. J . S. M. Goodloe on 
“Regulatory Legislation ” presented by 
him to the S tate  Representatives of the  
Convention on Septem ber 29, 1927, be 
made in the notification which is to be 
sent to the members w ith a  vote which
m ust be taken  on or before Jan u ary  1, 
1928.
The annual banquet closed the  
m ost successful m eeting in the h is­
tory of The American Society.
Frank Wilbur Main, Chairman 
of the P ittsburgh General E xecu­
tive Committee presided and intro­
duced Frank A. W illison, who was 
to  a ct as toastm aster, w ith  the  
following rem arks:
“A s General Chairman of the  
Sixth  Annual Convention Commit­
tee, it  is m y pleasant duty to  pre­
sen t to  you th e Toastm aster o f the  
evening. This convention, as you 
are all aware, has been held under 
the auspices of th e Pittsburgh  
Chapter o f  the Pennsylvania In­
stitu te; sim ply as an indication of 
the exten t to which th is conven­
tion has been planned by the P itts ­
burgh Chapter, I need only call a t­
tention to the fact that o f the  
th irty  members of the General 
Committee, tw enty-eight are mem­
bers of th e P ittsburgh Chapter. 
The other two, due to the fact that 
th ey  are Certified Public Account­
ants o f other States, are not yet 
eligible for membership in the  
Chapter. A s soon as they obtain 
their Pennsylvania Certificates 
they  will also become active mem­
bers.
“A s a further indication of the  
interest of the Chapter I need only 
call attention to  th e fact th at the  
President o f the P ittsburgh Chap­
ter has been one of the two Vice- 
Chairmen of the Convention Com­
m ittee, a member of the E xecutive  
Committee, Chairman of its  Busi­
ness Show Committee, Chairman 
of the Horse Race Committee, 
member o f th e Finance Com­
m ittee, and so on. Strange as it  
may seem, in  addition to taking  
care o f h is large professional prac­
tice, he has practiced his golf gam e 
sufficiently to take one of th e  
prizes.
“It gives m e great pleasure to  
introduce th e man of all men best 
fitted for the task  of Toastm aster, 
th e genial President of the P itts ­
burgh Chapter, Mr. Frank A. W il­
lison.”
The Toastm aster’s opening re­
marks and the extrem ely able ad­
dress o f th e speaker o f th e eve­
ning, A lbert E. Day, D. D., pastor 
of Christ M ethodist Church, P itts ­
burgh, w ill appear in another is­
sue.
Following Dr. D ay’s address, 
prizes were form ally awarded after  
which th e crowd was entertained  
by Eleanor Schad, Dancer; Luke 
Barnett; Miller S isters and M iss 
H artley ; Madame C asaretto; Helen  
Claire M cAllister and Billy Jarrett.
President Councilor introduced  
the officers for the ensuing year.
D. H. McCollough of North  
Carolina and Mrs. V esta N. Coun­
cilor o f W ashington, D. C., pre­
sented on behalf o f the visitors  
formal resolutions o f thanks to th e  
Pittsburgh Chapter and to  th e  
ladies for their magnificent and 
royal hospitality and friendship  
during the Convention.
Dr. Klein, President o f th e  N ew  
York State Society o f Certified 
Public Accountants, announced 
th at in a telephone conversation  
which he had w ith  J. G. Korner, 
form er Chairman o f the United  
States Board of Tax Appeals, he  
had been asked to extend to the So­
ciety h is greetings and to  say th a t  
he recalled th e very m any kind­
nesses which had been received by 
him  while Chairman of the Board 
at the hands of The American So­
ciety.
The m eeting was closed by  
Chairman Main who took occasion  
to compliment the various mem­
bers o f th e com m ittees for the  
work which they had done in mak­
ing possible the successful m eeting  
ju st being concluded and closed by 
introducing the Joint Chairmen of 
the 1927 Convention Committee, 
H. B. Scott and Frank A. W illison, 
at 11.30 p. m., Friday evening, 
September 30.
A  report o f the m eeting would  
not be complete w ithout referring  
to a few  side issues not form ally  
listed on the program. “WHO’s  
WHO'’ w as th e first attem pt a t en­
abling those present to  carry back
w ith  them  photographic remem­
brances o f their associates 
through a very happy three-day 
period. It is true th at som e of 
those whose pictures did appear 
therein were detained a t the last 
moment. It is also true that some 
who had not anticipated th at they  
could be present were able a t the  
last moment to join the crowd and 
their faces did not appear in the  
distinguished grouping but it  is an  
exceedingly interesting memento 
o f the occasion.
The D aily Blah brought to the  
members in a whim sical manner 
much more of entertainm ent 
well as o f inform ation than is  
usually derived from  th e local daily 
newspaper of th e convention city  
and while its  effusions were largely  
th e  work of half a dozen vivid  
im aginations, nevertheless, they
ran truer to form  than much of the  
m atter which appears in our daily 
paper under th e  gu ise of news.
For th e individual who had 
wearied h im self w ith  handshak­
ing so th at ordinary correspond­
ence would have been tiresom e, if  
not impossible, and perhaps for  
other reasons than merely the  
over-worked handshaking, the  
postal cards furnished by th e Com­
m ittee by which, w ith  the use of 
th e ordinary accountant’s check, 
volum es could be told, or imagined, 
proved an exceedingly easy method  
of keeping the home fires burning.
To a larger exten t than at any  
former m eeting, the members re- 
turned home w ith  a firm resolu­
tion th at they  would see each other 
at the next annual m eeting which  
will be held at N ew  Orleans in
1928.
REPORT OF THE AUDITOR
In accordance w ith  your request 
we have completed an audit o f the  
books and records of The American  
Society of Certified Public Ac­
countants for the fiscal year ended 
A ugust 31, 1927.
A s a result of our audit we sub­
m it herew ith the follow ing:
E xhib it A— Comparative Balance 
Sheets as at A u­
gu st 3 1 ,  1927-1926.
B— A nalysis o f Surplus 
for Fiscal Year 
Ended A ugust 31, 
1927.
C— Consolidated Revenue 
and Expenditure  
Statem ent for F is­
cal Year Ended 
A ugust 31, 1927.
D— Consolidated S ta te ­
m ent o f Receipts 
and Disbursem ents 
for Fiscal Year 
Ended A ugust 31, 
1927.
We certify  that, in our opinion, 
th e Balance Sheet of The Am eri­
can Society of Certified Public 
Accountants as of A ugust 31,
1927, fairly reflects th e financial
position at th at date, and th at the 
related Statem ent o f Income and 
Expenditures for  th e year ended  
A ugust 31, 1927, is correct w ithout 
taking into consideration any 
amount due the society by its  mem­
bers for  unpaid dues th at accrued 
during the period in question.
Respectfully subm itted,
D. N. BURNHAM  & COMPANY, 
by D. N. BURNHAM , 
Certified Public Accountant.
The exhibits were printed in the  
October issue.
NOTES.
The H otel Accountants A ssocia­
tion held an extrem ely interesting  
m eeting on the evening of October 
21, at the Plaza Hotel, N ew  York  
City. Richard H. Browne, the  
President, reported th at the as­
sociation had been requested by  
the hotel proprietors to  collect 
statistical inform ation based on 
th e uniform system  of accounts for  
hotels, which inform ation was to  
be furnished to persons interested  
in hotel organizations, w hether  
members o f the association or not.
E. M. Statler emphasized the ab­
solute necessity, under present day 
conditions, for all hotels using a 
uniform system  of accounts. The 
subject, “Should General and Over­
head E xpenses be Apportioned to 
all Hotel Operating Departm ents,” 
was debated by Louis A. Bruty, 
who upheld th e affirmative and F.
H. Hurdman, who took the nega­
tive side o f the question.
The Corporation Trust Company 
and Commerce Clearing House an­
nounce the form ation o f Commerce 
Clearing House, Inc., Loose-Leaf 
Service Division of The Corpora­
tion Trust Company. The new  
company will publish the Loose- 
L eaf Services heretofore published 
by both companies, w ith  th e excep­
tion of The Corporation Tax Serv­
ice, State and Local, and The Stock  
Transfer Guide and Service, which  
The Corporation Trust Company 
will continue under its  direct man­
agem ent.
T. Coleman Andrews, President 
of th e Richmond Association of 
Credit Men, made an address on 
Thursday evening, October 6 ,  1927, 
before a joint m eeting o f the  
Credit Men’s A ssociations o f Char­
lotte, H igh Point, W inston-Salem  
and Greensboro, N orth Carolina. 
He spoke on cooperation between  
Credit Men, th e interchange of 
credit information, credit education 
and the economic status o f the  
credit man.
Mr. Andrews is  also Chairman of 
the President’s Council of the F ifth  
D istrict o f th e National A ssocia­
tion o f Credit Men, th e President’s 
Council being composed o f the 
presidents o f the local associations 
in the district.
La Salle Extension U niversity  
has recently had prepared under 
th e direction o f W. B. Castenholz 
a booklet on Commercial Arbitra­
tion, much of which w as writtten  
by Judge Grossman. The m atter  
presented by the Judge is extrem e­
ly  interesting to public accountants 
m aking a study o f th e subject. 
Copies m ay be had at th e nominal 
price o f twenty-five cents each.
Regulation of the Practice of Public Accounting
L EGISLATION has been adopt­ed in every State, the District 
of Columbia and the territorial pos­
sessions of the United States pro­
viding for the issuance of Certified 
Public Accountant certificates and 
the public practice by the holders 
thereof, under some form of regu­
lation, more or less elastic and in­
definite. Practically all, if not all, 
of the C.P.A. laws state  in the title 
tha t it is an act for the regulation 
or control of the practice of public 
accounting, but the laws of only 
seven States provide, even in part, 
for real control or regulation. 
Michigan and Maryland exercise 
such control and substantial regu­
lation in requiring compulsory 
registration and the limiting of 
public practice to those so regis­
tered and licensed. In Louisiana, 
North Carolina and Tennessee the 
regulation so fa r as can now be 
ascertained, is more nominal than 
real, while the laws of Illinois and 
Florida are of such recent origin, 
th a t no definite information is yet 
available as to the nature and scope 
of the registration and regulation 
contemplated by the statutes.
Prior to 1890-1900, there were 
comparatively few practicing pub­
lic accountants in the United 
States. Since the passage of the 
first C. P. A. law in New York in 
1896, the number has increased 
from approximately two hundred 
or less to many thousands. From 
the best information to be had, 
there are approximately five or six 
thousand C. P. A’s in the U. S.— 
of whom about two-thirds are now 
actually in practice. In this con­
nection it may be well to comment, 
as one of the needs for registration, 
th a t there are few States which 
can today furnish any reliable in­
formation as to the practice or non­
practice of its certificate holders, 
or as to those still living or those 
who have passed on to the other 
side where the balance sheet ceases 
from troubling and the tax  return  
is a t rest.
There are a t least three to five
By J. S. M. GOODLOE, C. P. A.
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Delivered a t S tate  Representative An­
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times as many public accountants 
in individual practice or employed 
by practitioners as there are C. P. 
A’s in practice, but statistics in re­
spect to the actual number are far 
from reliable and the real census is 
and must be largely a m atter of 
conjecture.
To the credit of the public ac­
countants of this country, be it said 
th a t by fa r the greater number— 
both certified and non-certified, are 
of good repute, worthy and well 
qualified. But, as always, those 
lacking in the essential qualifica­
tions make the most vociferous 
claims as to the possession of th a t 
ability, experience and integrity 
which they have not. Unfortun­
ately, the public is not yet educated 
to the point of determining as be­
tween the able and conscientious 
accountant, be he C. P. A. or other­
wise, and the charlatan. Persistent 
and sometimes exaggerated ad­
vertising, subtle propaganda and 
the oft-repeated claims of virtues 
not possessed may—and sometimes 
do, make well known, a name or 
title which has not back of it th a t 
vital substance of character and 
accomplishment so essential to the 
proper practice of public account­
ing. In conferring upon the late 
E lijah W. Sells, the honorary de­
gree of “Doctor of Commercial 
Science,” the Chancellor of New 
York University referred to ac­
countancy as “a department of hu­
man effort in which the prime es­
sentials are accuracy and tru th .” 
May not we, as public accountants, 
reasonably insist th a t these “prime 
essentials” be required of all those 
who offer their services, as public 
accountants, to the public.
In the early days of accountancy 
in th is country, it was said th a t the 
principal work of the public ac­
countant was the detection and
prevention of fraud and the detec­
tion of errors. The development of 
modem business and the tremen­
dous increase in corporate opera­
tions, with the resultant increase 
in credits and investments, de­
mands a fa r more im portant and 
comprehensive service and rele­
gates the form er objectives to a 
subordinate position, but without 
minimizing or detracting from 
their importance or value. In his 
work on “Auditing Theory and 
Practice,” Mr. Robert H. Mont­
gomery refers to the work of the 
public accountant as being (in 
part) to ascertain and report upon 
the financial condition and earnings 
of an enterprise for its proprietors, 
executives, bankers, creditors, in­
vestors, or other parties a t inter­
est; to submit similar statements 
in more or less detail to  serve as a 
basis for credit; to ascertain and 
state the facts in m atters of dis­
pute, litigation, bankruptcy, fran ­
chise and income taxation, price 
fixing either voluntary or involun­
tary, and the like, to the end th a t 
the proprietors of the enterprise, 
its investors, creditors, and others 
interested and entitled thereto 
may have submitted to them, a t 
regular intervals, comprehensive 
though condensed statem ents as to 
the finances and earnings of the 
business and th a t the fairness and 
accuracy in all essential particulars 
may be attested by means of a re­
port or certificate of a disinterested 
and competent authority.
The nature and scope of the ac­
countant’s work demands ability of 
the highest order, a broad experi­
ence and the maximum of intelli­
gence, character and integrity. 
Legislation is not a cure for all ills 
nor can men be made either honest 
or competent by statute, but the 
compulsory registration of all pub­
lic accountants offering to serve 
the public, a fte r reasonable inquiry 
and investigation as to character 
and ability, will eliminate a sub­
stantial number of the unfit and, in 
event of misconduct or negligence, 
go fa r  towards placing responsi­
bility therefor and the prevention 
of repeated offenses.
A recent announcement by the 
Federal Reserve Board is to the 
effect th a t the flotation of new se­
curities in the United States during 
the first half of 1927 was approxi­
mately five and one-half billion dol­
lars or a t the rate  of about eleven 
billions per annum. As compared 
w ith this statement, D istrict A t­
torney Banton, of New York, has 
recently stated th a t the loss to in­
vestors, by the issue and sale of 
fraudulent securities since the late 
w ar has been more than three bil­
lions of dollars. In August last, 
the Federal Trade Commission 
made public its resolutions in re­
spect to the issue and sale of so- 
called “Blue Sky” securities and in­
structed the chief economist of the 
Commission to investigate and re­
port on (a) The practice of selling 
such “Blue Sky” securities, and (b) 
Legislative and other methods em­
ployed to abate the evil, and the re­
sults thereof, and (c) To report 
thereon to the Commission, stating 
the arguments both for State and 
Federal regulations and the form 
which such regulations should 
take.
The greatest part of the work of 
the public accountant is in respect 
of m atters relating to credits, in­
vestments, and taxation. In prac­
tically every instance his reports or 
statem ents reach fa r beyond the 
“nominal” client. The selection of 
the auditor in respect to corporate 
reports for publication is, in this 
country, a m atter for determina­
tion by the officers or directors 
ra ther than by the shareholders, 
but the auditor’s responsibility to 
the shareholders, the real owners of 
the property, is in no way dimin­
ished thereby. We m ust recognize 
our liabilities and responsibilities to 
the thousands of invisible clients 
represented by the shareholders of 
the corporation, the investors in its 
securities, both present and pros­
pective — its creditors, insurors, 
and last but by no means least, the 
Federal and State tax  authorities.
In a recent address by Pro­
fessor Edgar L. Heermance, of New 
Haven, before the Connecticut So­
ciety of Certified Public Account­
ants, he emphasized the fact th a t 
the “ultimate client of the public 
accountant is not the man who pays 
the bill but the general public.”
Our law - making bodies have 
well recognized the fact th a t the 
public is entitled to and receives 
protection against the dishonest 
and incompetent practitioner in 
many lines of professional work as 
well as in some lines of industrial 
effort. For instance, the State of 
New York as well as other 
States, exercises control and regu­
lation in respect of legal practice 
and the protection of the public 
health (including the practice of 
medicine, nursing, dentistry, chi­
ropody and the like) and also limits 
and regulates by license the prac­
tice of engineers, architects, land 
surveyors, auctioneers, real estate 
brokers, etc. Nearly every State, 
if not all, exercises control and 
supervision in regard to banking, 
insurance, and the sale of securi­
ties. Surely the practice of ac­
counting is no less im portant in 
protection of the savings of the 
public, the granting of credit, and 
the prevention of the sale of worth­
less securities on false or mislead­
ing reports, some of which are 
intentionally made.
In the annual report of the 
New York State Society of C.P.A’s 
for the year 1923, the president 
(Mr. Robert H. Montgomery) says 
in respect of the report of the 
Legislation Committee:
“The m ost im portant suggestion is th a t 
regarding the reg istra tion  of all public 
accountants w ithin the  S tate  of New 
York and the restriction of the practice 
of public accounting to  registered ac­
countants.
“A fter careful consideration I  am 
forced to the conclusion th a t we should 
m ake the  attem pt imm ediately to secure 
the enactm ent of the necessary legisla­
tion. F our months ago I  advised our 
committee th a t the tim e fo r  such action 
had not arrived.
“Very recently two m ajor events have 
led me to  change my mind regarding the 
desirability of early  action. The first is 
the act under which the practice of pro­
fessional engineering and land surveying
in New York S tate  is prohibited except 
to those licensed by the S tate.
“Item  two is the deplorable loss to  in­
vestors through the  possible use of or 
reliance on incorrect o r fraudulent ac­
countants certificates, and the resu ltan t 
demand fo r rigid supervision of all those 
who hold them selves out as qualified 
practitioners. . . .
“The new spapers in commenting on the 
falsity  of the  balance sheets published 
by some of the brokerage houses which 
failed early  in  1923 quite generally re ­
ferred  to the accountants connected 
therew ith as certified public accountants. 
This would indicate a  general belief th a t 
all public accountants are certified.”
In a recent article on “Ac­
countants Limitations,” published 
within the last month, Mr. Mont­
gomery says, with respect to pro­
posed legislative regulation:
“There will be attem pts to  lim it our 
activities by restrictive legislation which 
purports to classify accountancy as a 
profession and would probably recognize, 
as qualified public accountants, vas t num ­
bers of unqualified and refuse to recog­
nize a t all, m any who are qualified. This 
is a lim itation beyond the scope of this 
paper and m ay be dismissed w ith the 
thought th a t it  is highly am using if  not 
edifying to  find th a t those who wish to 
protect bankers from  the unqualified, 
usually are unknown to the bankers, 
w hereas the only ones who are to be 
barred  are the  very ones upon whom the 
banker relies.
“The public cares very little  w hether or 
not the public accountant is legally or 
in common parlance a member of a pro­
fession. . . .
“ So f a r  legislation largely  has con­
cerned the individual. The demands of 
the public largely  have concerned the ac­
countants’ organizations. There has 
been a conflict and the issues will become 
more acute in the near fu ture.
“In  h is fundam ental work, the public 
accountant functions and will continue 
to function in  spite of and not because of 
legislation. Legislation has been valu­
able in dem anding more study and in 
keeping together the best elements in the 
profession, bu t i t  has not made a  learned 
profession out of accounting and never 
will.”
“Restrictive legislation” is not 
synonymous with “Regulation” as 
applied to  accountancy practice. 
The first term  may be assumed as 
restricting, limiting or confining 
such practice to a more or less 
limited group, such restriction be­
ing more in the interest of or on 
behalf of those admitted to p rac-
tice than of the public a t large; 
per contra, “regulation” may be 
defined as the supervision and con­
trol by the State, of those in prac­
tice, the establishment of reason­
able standards and the require­
ment th a t those licensed under 
such a measure shall, in the in ter­
ests of the general public, observe 
and live up to the standards estab­
lished by law, regulations or pre­
cedent.
The m atter of whether account­
ing is a profession, a vocation, a 
trade, or a calling, or as sometimes 
seems in the case of some of our 
large accountancy organizations, 
the commercialized sale of clerical 
services, is not pertinent to the 
subject of this paper. I t is, how­
ever, of substantial interest to re­
member th a t in the exercise of its  
police powers, the State has under­
taken the regulation and control of 
many lines of professional and in­
dustrial endeavor.
In more recent years, the en­
actment of the Income and Excess 
Profits Tax laws, both State and 
Federal, have contributed largely 
to the volume of the work as well 
as to the income of the public ac­
countant. The recognition accord­
ed the public accountants by the 
Treasury Department of the United 
States, and later by the U. S. Board 
of Tax Appeals, only emphasize the 
need of and demand for regulation 
under the jurisdiction of the State.
Both of these branches of the 
Federal Government provide, as a 
prerequisite for admission to prac­
tice, for investigation as to the 
character, integrity, ability, and ex­
perience of the would-be practi­
tioner, and prescribe the rules of 
practice and a code for the govern­
ment of those admitted to practice 
before these bodies. . . . The Board 
of Tax Appeals fu rther limits prac­
tice before it  to Attorneys-at-Law 
and Certified Public Accountants.
The principal arguments which 
I have heard advanced in op­
position to the  proposals for regis­
tration and regulation of public ac­
countancy practice may be sum­
marized as follows:
(a) That such an act would be 
contrary to the Constitution of the 
United States and of the several 
States.
(b) That it would either require 
tha t all persons in practice a t the 
time of the passage of the act re­
ceive C. P. A. certificates, practi­
cally without regard to qualifica­
tions, or
That it would create two classes 
of accountants in public practice, 
the C. P. A’s and the non-C. P. A’s 
and th a t the second class would— 
could—or m ight utilize the posses­
sion of a State-granted license as 
basis for claims as to having all the 
qualifications of the C. P. A.
(c) That there is no substantial 
difference in the requirements for 
or qualifications in respect to pub­
lic practice and those of the “pri­
vate” or non-practicing accountant 
engaged by a corporation, firm or 
other organization.
In respect to these objections it 
may be said:
(a) Any act to regulate or con­
trol any line of endeavor m ust of 
necessity be drafted in accordance 
with the police powers granted. I t 
is not essential in this connection, 
to discuss such power, but a recent 
decision of the Court of Appeals of 
the State of New York (the highest 
court of the State) in respect to the 
act licensing and regulating real 
estate brokers, furnishes a most 
valuable and im portant precedent. 
In an opinion by Justice Cardozo, 
the court held (without a dissent­
ing opinion), th a t the legislature 
acted within its  lawful powers 
when it established a system of 
licenses for real estate brokers. 
The statu te  provides th a t the ap­
plicant m ust be a  citizen of the 
United States or have declared his 
intention of becoming such citizen 
and th a t he shall give such infor­
mation as the Commission may 
reasonably require to enable the 
Commission to determine the tru s t­
worthiness and competency of the 
applicant in such manner as to 
safeguard the interests of the 
public.
In his opinion, Judge Cardozo 
says specifically:
“The legislature has a  wide discretion 
in determ ining w hether a  business or oc­
cupation shall be barred  to the dishonest 
or incompetent. Callings i t  is said, there 
are, so inveterate and basic, so elemen­
ta ry  and innocent, th a t they m ust be 
le ft open to all alike, w hether virtuous 
or vicious. I f  th is  be assumed, th a t  of 
broker is not one of them. The in­
trinsic na tu re  of the business combines 
with practice and trad ition  to a tte s t the 
need of regulation. The real estate  broker 
is brought by  his calling into a  relation 
of tru s t and confidence. Constant are 
the opportunities by concealment and 
collusion to  ex tract illicit gains. . . . W ith 
tem ptation so aggressive, the dishonest 
or un trustw orthy m ay not reasonably 
complain if they  are told to stand aside. 
Less obtrusice, bu t not negligible, are 
the perils of incompetence. The broker 
should know his duty. . . . Disloyalty 
m ay have its  origin in ignorance as well 
as fraud.
“He (the broker) is accredited by his 
calling in  the minds of the inexperienced 
or the ignoran t w ith a knowledge g rea ter 
than  the ir own.”
The opinion of Justice Cardozo 
might well be applicable to the pro­
posed regulation of accountancy 
practice.
A t the time of the introduction 
of the McGinnies bill in the N. Y. 
Legislature in 1924 the New York 
State Society of Certified Public 
Accountants was advised by its 
counsel, Messrs. White and Case, 
that, in their opinion, the proposed 
act for the registration and regula­
tion of all practicing public ac­
countants was within the powers of 
the legislature and not in conflict 
with the constitution of the State.
(b) The argument th a t the regis­
tration of all accountants in public 
practice but without conferring the 
C. P. A. certificate other than as 
now provided for, has, in the case 
of Maryland and Michigan, created 
two separate and distinct classes of 
accountants within those States, 
but without, as fa r  as can now be 
ascertained, doing any in jury  to 
either class. In every State we now 
have two classes, the C. P. A. and 
the non-C. P. A. The C. P. A. may 
under present conditions be disci­
plined for professional misconduct 
to the extent of the revocation of
his certificate but, aside from the 
S tatu te of Fraud and the provisions 
of the Criminal Code, there is no 
basis for other action against 
either C. P. A. or non-C. P. A.
Registration would a t least re­
quire the practitioner to show— 
and prove his qualifications—pro­
vide the means for investigation 
and verification of such claims to 
practice—and in the words of 
Judge Cardozo, “the dishonest and 
untrustw orthy may not reasonably 
complain if they are told to stand 
aside.” In the event of well- 
founded complaints as to incom­
petence, culpable negligence, or 
fraud, there is provision for inves­
tigation and action, the revocation 
of the license and, based on such 
revocation and the hearing thereon, 
recovery of damages by civil action.
(c) The claims for the account­
ant not in practice are not perti­
nent to the proposition to license 
practicing public accountants. The 
fields of work are widely different 
and the act for regulation should 
so clearly define the public practice 
th a t there may be no conflict or 
grounds for any misunderstanding. 
The public accountant in practice as 
such is one who offers his services 
to the public for compensation, 
principally in m atters of credit, in­
vestment, taxation and the like. 
The accountant not in public prac­
tice is in no way restricted in his 
work as an employee and becomes 
amenable to the provisions of the 
regulatory act only if, when, and 
as he offers to act in the capacity 
of a PUBLIC accountant.
The C. P. A. laws of the vari­
ous States are widely different in 
many respects and the rules and 
regulations of the several boards 
or commissions are perhaps still 
more a t variance. Some States 
have good laws, poorly adminis­
tered, some poor laws are so well 
administered th a t the original 
defects are almost if not quite 
unknown, and all possible varia­
tion in between. To the credit 
of the various State Boards 
charged with administration of 
the C. P. A. laws be it said
th a t the general standing and 
administration throughout the 
country is magnificent. The C. P. A. 
laws as such, are inadequate and 
insufficient, in th a t they do not 
carry into effect the full intent 
indicated by their titles, and until 
such time as practice is either lim­
ited to those who have proved their 
qualifications by acceptable tests, 
or by the elimination through a 
longer period of the unfit (supple­
mented by adequate education, 
training and experience or the com­
ing practitioners), there must be 
some reasonable and proper system 
of regulation. I t m ust be remem­
bered th a t the possession of a C. P. 
A. certificate is by no means an 
absolute guaranty of character or 
competence.
In New York there have unfor­
tunately been some holders of C. P. 
A. certificates, obtained by fraud 
and perjury, and others who have 
been convicted in the courts of 
felonies involving moral turpitude. 
I regret to say, however, that, as 
far as I am able to learn, no cer­
tificate has been revoked a t any 
time during the more than th irty  
years since the passage of the 
original C. P. A. law.
The C. P. A. laws of the several 
States have been of great value to 
the holders thereof, but I believe 
th a t they have been and are of far 
greater value to the credit man, the 
banker, the investor and to the 
public in general.
The accountant is not an insuror 
nor should he be held liable in re­
spect of m atters beyond his au­
thority or instructions or the exer­
cise of due diligence and discretion 
but he should be made responsible 
to anyone injured for damages 
caused by wilful or fraudulent mis­
statements, gross negligence, or 
misconduct in his profesnional ca­
pacity, whether the injured persons 
be party  to the agreement for serv­
ice or otherwise. This principle 
was recognized many years ago by 
the American Association of Public 
Accountants in the first code of 
ethics of the accountancy associa­
tions of this country which pro­
vided (in effect) th a t the associa­
tion would receive and act—in re­
spect to misconduct of a member— 
upon the complaint of any person 
aggrieved, w hether a member or 
not. The code of ethics of the ac­
countancy bodies should today con­
tain similar provision. Current 
rumor has it that, in litigation re­
cently instituted by a large New 
York bank against an accounting 
firm, the defense does not so much 
rely upon the accuracy of the re­
port in question as upon the doc­
trine th a t the bank being a party to 
the contract, has no claims against 
nor grounds for damages as against 
the accountant.
The form or definite provisions 
of any Regulatory Act are not a 
part of my subject. There are 
w hat may be called two forms of 
“Regulation,” the one, for brevity 
termed the “single class,” and the 
other, the “two-class.” The 
“single-class” provides for the lim­
itation of public practice of ac­
countancy to the holders of C. P. A. 
certificates, with provision for is­
suance of certificates for a limited 
time under a more or less limited 
“waiver clause” to those accepted 
as possessing essential qualifica­
tions a t or within a short time af­
te r the adoption of the act. The 
“two-class” in effect provides for 
registration of all practicing pub­
lic accountants, preferably with 
annual renewal requirements and 
some inquiry as to general stand­
ing in the community, character 
and integrity. From my own ex­
perience I am inclined to favor 
somewhat of a middle ground or 
compromise as between the two 
plans so briefly indicated above. 
May I suggest that, as all States 
now have C. P. A. laws, each might 
reasonably and in the public inter­
est require all those in the public 
practice of accountancy (in accord­
ance with definitions contained in 
the act) shall be (a) licensed with 
an annual renewal and registration 
upon submitting evidence of resi­
dence or place of business in the 
State, good moral character, en­
gaged in practice a t or within rea­
sonable time afte r the passage of
act, and such other qualification as 
may be properly required; (b) th a t 
after one or two years no addi­
tional license shall be perm itted or 
registration permitted except to 
the holders of C. P. A. certificates 
and to those originally licensed or 
registered who have annually re­
newed such privilege, and (c) pro­
viding for revocation or cancella­
tion of license afte r a hearing 
thereon for misconduct, incompe­
tence, fraud or conviction of crime 
involving moral turpitude—with 
ample protection to licensee 
through appeal to the courts.
Such a plan will in no way inter­
fere with nor detract from the 
standing and value of the C. P. A. 
certificate; it will not exclude from 
practice, any person so engaged a t 
the time of the passage of the act 
nor will it take from any person any 
constitutional rights or privileges. 
On the other hand, it will afford 
all practitioners the opportunity to 
be heard as to their claims and 
qualifications and to be registered 
and licensed; it would afford ready 
information, easily made accessible 
to the public as to those in practice, 
their location and their claimed 
qualifications, whether certified in 
this or some other State or not 
certified, and in case of misconduct, 
afford some measure of relief to 
persons damaged or aggrieved by 
providing means for investigation 
and the elimination of the untrust­
worthy or grossly incompetent. 
But the greatest advantage to the 
public and to the practitioner 
would be the ultimate requirement 
th a t all in practice shall be so 
licensed only after full determina­
tion as to all essential qualifica­
tions.
The Constitution of The Ameri­
can Society of Certified Public Ac­
countants states the objects of the 
Society (among others) are:
(a) To protect and foster the 
certificate of Certified Public Ac­
countant. . . .
(b) To assist Government au­
thorities in regulating the public 
practice of accounting to the end
th a t it may become a legalized pro­
fession.
“He serves him self, who serves his 
country best.”
We will best serve our country, 
our clients and through them, the 
public—and our Society, by work­
ing for the adoption of such legis­
lation in all of the States and politi­
cal sub-divisions of the United 
States as shall, under reasonable, 
equitable, uniform and ju st condi-
Y OUR Committee was appoint­ed for the purpose of making 
“a thorough and impartial study of 
the legislative situation” and to re­
port to the Society its conclusions 
and recommendations as a result 
of such survey.
Your Committee has, therefore, 
felt th a t its prim ary duty was not 
to try  to defend any position which 
might heretofore have been taken 
on this subject by its individual 
members or their friends or by the 
Society itself, but ra ther to look 
fairly and frankly a t the problems 
presented and give the best and 
fairest answer in its power as to 
the question of what, if any, new 
legislation would be desirable.
We have unanimously agreed 
th a t there should be no question of 
personalities of those who had ad­
vocated or opposed any particular 
legislation in the past or who were 
recommending or opposing legisla­
tion for the future, but tha t this 
Committee was concerned purely 
with the merits of the proposals 
themselves.
In attem pting to give to the sub­
ject th is  fa ir and impartial consid­
eration, your Committee found it 
must consider a large volume of 
actual or proposed legislation in 
this and other States, with the 
arguments pro and con with regard 
thereto and regulations of State 
Boards thereunder. Your Commit­
tee, however, soon came to feel 
th a t the most im portant thing in
tions provide for the registration 
and regulation of practicing public 
accountants.
In doing this we shall not only be 
working directly towards carrying 
out the two objectives above re­
ferred to, but we shall be doing a 
public service, the value of which 
may not be fully apparent during 
our own time, but which will be­
come more and more so in the 
years to come.
the first instance was not to try  to 
decide as between this or th a t par­
ticular piece of actual or proposed 
legislation, but ra ther to try  to get 
a fa ir statem ent of the problems 
involved and some reasonable 
agreement as to how these prob­
lems could best be met by proposed 
legislation or otherwise.
We then endeavored to find the 
points as to which we all stood in 
definite agreement. There were 
many points as to which all the 
members were not in full agree­
ment or were not yet ready to com­
mit themselves. We do find gen­
eral agreement as to the following:
(1) The need for new legislation is not 
as great as the danger of unwise 
legislation:
W hatever may be said as to the 
defects in our present New York 
State law and the system which 
has been built up under it, we all 
recognize the wonderful results 
which have been -accomplished. 
There has been a wonderful devel­
opment of accountancy from the 
professional standpoint as evi­
denced in the development of ac­
counting literature and education, 
of technique of the profession, and 
the standing which accountants 
and accounting organizations hold 
in the public esteem. From the 
commercial side, the opportunities 
and reward have been most grati­
fying. The system under which 
this has been attained should not 
be lightly set aside.
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We see no reason why account­
ancy should not continue under the 
present system to develop in the 
fu ture as it has developed in the 
past, and we see no more severe 
tests to which the law and its ad­
m inistration will be placed in the 
future than it has been in the past.
The fact of the past successful 
development under the existing 
system does not necessarily mean 
th a t the system cannot be im­
proved, but it  does mean th a t any 
proposed changes should be most 
carefully scrutinized and only 
adopted if we can confidently ex­
pect them to bring about a better 
result than would the present sys­
tem. In other words, we are not 
in a situation so bad th a t any 
change must necessarily be an im­
provement over w hat we have and 
any legislation be an improvement 
on our present law. We should 
only favor new legislation or 
changes in our present adm inistra­
tion if we are sure th a t they will 
really be better than  th a t which 
we now have.
(2) There are many points in our pres­
ent system  which m ight be changed 
without new legislation or, at 
most, w ith only minor changes in 
the present law:
The Board of Regents may by 
rules attem pt to meet some of 
these problems. We are satisfied 
th a t there is much which might be 
done without any change in our 
law or with only such minor 
changes as would not mean any 
radical change in our general 
system.
(3) There should be no general let-down
in the present standards of the 
profession:
To this principle we all seem to 
subscribe, although with some dif­
ferences in thought as to ju st what 
it may mean in practical applica­
tion. The principle stated in this 
way does not deal with the ques­
tion of the amount of schooling an 
accountant may have had or 
whether he obtained his certificate 
by examination, by waiver or under 
reciprocity, but, whatever the 
means to attain  the end, we believe 
we can all agree th a t they should
not bring about a lowering of pro­
fessional standards.
(4) W hatever legislation we would 
recommend for New York S tate 
m ust be of a type we would be 
glad to see adopted by other 
S tates:
We cannot expect to restric t the 
practice of other accountants in 
New York State and a t the same 
time leave New York State ac­
countants free to  practice w ithout 
restriction in other States. We 
m ust expect ourselves to be sub­
jected to the same kind of restric­
tions in other States as we would 
apply to the practice of other ac­
countants in New York State. 
Whatever may be our thoughts as 
to the wisdom of restrictions and 
limitations, we must recognize th a t 
any limitations and restrictions, to 
be imposed must be those which 
would be mutually satisfactory in 
the in terstate practice of account- 
ancy.
(5) Your Committee has not yet reached
a conclusion as to whether or not 
any form of restrictive legislation 
is desirable.
Your Committee welcomes the 
discussion of the subject a t th is 
meeting and hopes in its own de­
liberations to profit thereby. I t 
will furtherm ore welcome any dis­
cussions of the problem which in­
dividual members of the Society 
may desire to present to it. If it 
should be the thought of this meet­
ing th a t a proper conclusion would 
be facilitated by public meetings 
of this Committee a t which mem­
bers of the Society or others might 
present their views upon this ques­
tion, your Committee would be glad 
so to arrange, although it  is the 
thought of its members th a t prob­
ably most of what would be said 
has already been or is now being 
otherwise made public. In any 
event, however, the Committee will 
welcome any expressions of their 
ideas which the members of the 
Society may desire to submit to it.
Respectfully,
Legislative Survey Committee.
HENRY B. FERNALD,
Chairman.
October 25, 1927.
BOOK REVIEW
MOTOR BUS ACCOUNTING PRAC­
TICE, by Irville A. May, C. P. A.,
Ronald P ress Company, New York.
The author has been for many 
years Comptroller of the Connecti­
cut Company, a large New England 
transportation company, engaged 
in the operation of electric trolleys 
and motor busses. The importance 
of collecting operating cost infor­
mation is stressed; methods of pur­
chasing and issuing supplies are 
discussed. The author suggests 
th a t depreciation can be cared for 
on the mileage basis to the advan­
tage th a t no heavy charge is made 
during the time th a t the bus is in 
the shop for repairs. Special a t­
tention is given to the prepara­
tion of statistical information and 
financial statements. The book is 
w ritten with the idea of helping 
those who are not well versed in 
accounting for transportation 
agents, and yet will be found val­
uable for the accountant with large 
experience. Many valuable forms 
are shown, and in the appendix 
there is reproduced the classifica­
tion of accounts for motor carriers 
earning more than $100,000 an­
nually, which was adopted by the 
American Railway Accountants As­
sociation in the fall of 1925.
PERSONALS
From Iowa comes the news tha t 
Billings, Prouty & Tompkins, Cer­
tified Public Accountants, Des 
Moines, have recently completed 
the audit of the Des Moines Mu­
nicipal W ater Plant, and th a t F. J. 
Harrigan, C. P. A., of the firm of 
Allen, Busby & Harrigan, Certified 
Public Accountants, Des Moines, 
has been appointed to assist the 
Budget Director in the audit of the 
Iowa State Highway Commission.
W. T. Newman, C. P. A., a mem­
ber of The American Society, has 
been appointed an instructor in ac­
counting in the Department of 
Economics of W ashburn College, 
Topeka, Kansas.
State and National Society Relations
ON returning a few days ago from a summer’s absence a 
long way from home I was con­
fronted with a mass of mail which 
called for the best assortment th a t 
could be made from outward appear­
ances, as a beginning. Because of 
my very great interest in this an­
nual meeting in Pittsburgh, mail re­
lating to The American Society was 
placed in the class to receive first 
attention. You cannot imagine my 
surprise on finding in the program 
published in THE CERTIFIED 
PUBLIC ACCOUNTANT th a t I 
had been assigned to talk to you 
about State and National Society 
Relations. I was shocked because 
I had departed with comfort in the 
thought th a t through certain dis­
cussions with our president and our 
secretary, I had successfully ducked 
any such assignment. The reac­
tion of those discussions appears 
to have been the opposite of my 
anticipations. In casting about for 
an explanation I found a letter 
from the secretary in which he said 
in effect, afte r making profound 
apologies, th a t ‘Jim and I have de­
cided th a t because you have said 
certain things to us, you are the 
one to say them to the other fel­
lows.’
On this point I should like to 
have you bear in mind th a t after 
having been assigned to the Com­
mittee on Relations with State Or­
ganizations for two or three years, 
I persuaded our present president 
to relieve me of th a t job on the 
ground of having done my work in 
th a t direction through the Commit­
tee on the Revision of the Consti­
tution and By-Laws. And, further, 
since my very dear friend, Jim  
Hughes, is chairman of the Com­
mittee on Relations with State Or­
ganizations, I had assumed th a t 
any such task as has been assigned 
to me would go to him. It seems 
to me th a t when there has been 
any “buck” passing in my vicinity,
By HOMER A. DUNN, C. P . A.,
Address a t  Annual Meeting of S tate 
Representatives of The American So­
ciety of Certified Public Accountants, 
P ittsburgh , Pa., September 29, 1927.
I have been on the receiving end 
of the line, ju s t as I am in this 
instance. And so, here goes.
Scientists tell us th a t when man 
evoluted to the point where living 
in trees no longer satisfied his de­
sires for comfort and style and so 
became more domiciliarily inclined, 
for protective reasons he was 
forced out of his individualistic 
tendencies into closer association 
with his fellows. All through the 
ages this process of association for 
protection has gone on and on, and 
is still going on. In its progress 
it has become involved more and 
more with classification and auxil­
iary objectives.
The State organizations have 
been a part of the development in 
protective association, and so has 
The American Society. Let us ig­
nore the background of any of the 
older peoples and come down to our 
own experiences in the progressive 
steps, and consider for a moment 
how accountancy association and 
organization generated and devel­
oped in this country. I believe I 
may say th a t the first to come into 
th a t field was a group of corpora­
tion accountants who, under the 
leadership of Marshall M. Kirkman, 
a noted figure in his, day and an 
author of some repute, associated 
themselves together in an organi­
zation known as “The Association 
of American Railway Acountant 
Officers.” I have not readily avail­
able records from which to obtain 
the exact date of the formation of 
this organization, but as my mem­
ory serves me, it  was soon afte r 
the Interstate Commerce Commis­
sion was created by Federal s ta t­
ute and began to function. Appar­
ently these accountants read 
arightly the signs of the times and 
visioned the need for protective 
association—not so much for their 
own protection as for the protec­
tion of the corporations which they 
served. Events have proved th a t 
their vision was correct; th a t or­
ganization is still in existence, has 
functioned actively throughout its 
entire life, and has well served and 
is still well serving its purpose.
Another and earlier instance of 
protective association in this coun­
try  may be found in the association 
together, for protective purposes, 
of a group of bookkeepers and ac­
countants in New York City, which, 
as I recall the name, organized the 
New York Institute of Bookkeepers 
and Accountants. By “protective 
purposes” I do not mean in a nar­
row sense, but in the broad sense 
th a t was exemplified by this organ­
ization. From the very beginning 
the members met together for the 
discussion of subjects of mutual in­
terest. I was once told by one of 
the original and active members 
th a t the discussions were mainly 
on subjects th a t would be broaden­
ing and helpful in the daily work 
of the m em bers; th a t they were not 
on the unethical procedure of any 
member trying to get another mem­
ber’s job; were not on how to get 
their salaries increased, but the 
general attitude seemed to be th a t 
if each member could, through th is 
association and the discussions, 
somehow raise his competency, 
technically and otherwise, to a 
higher level, those questions would 
take care of themselves. That or­
ganization is in existence today un­
der the name of the New York So­
ciety of Accountants. I t has pro­
duced out of its ranks many New 
York State C. P. A’s., some of 
whom have continued as members 
of the organization. As tim e 
passed, some of the members of the  
New York Institute of Bookkeepers 
and Accountants passed from pri­
vate employment into the public 
practice of accountancy, and 
through this channel found their 
way into membership in the Amer­
ican Association of Public Account­
ants before there was enacted any 
law in relation to such practice.
The original membership of the 
American Association of Public Ac­
countants was largely in the State 
of New York. I t was the concep­
tion of the leaders in th a t member­
ship th a t if the public practice of 
accountancy were ever to become 
recognized as a profession, it would 
have to be accomplished through 
the support of statutory enactment. 
And so it was out of their efforts 
th a t there was passed the first law 
providing for the certification of 
accountants as qualified for public 
practice.
Following the enactment of this 
law, those who were so certified by 
the Regents of the University of 
the State of New York, as provided 
by law, associated themselves to­
gether for protective reasons under 
a charter from the State as “The 
New York State Society of Certified 
Public Accountants.” I t appears 
th a t there were 44 of these original 
C. P. A’s by g rant of certificate 
from the Regents under the waiver 
provision of the law. How many of 
them became members of the State 
Society a t the time of its organi­
zation I have not had an opportun­
ity  to ascertain, but it  is almost 
certain th a t very few if any, of 
these original grantees would be 
missing from th a t list. I t is from 
th is small beginning in 1897 th a t 
there has grown and developed a 
State Society of nearly a thousand 
members.
So fa r as enactment of law is 
concerned there is not a S tate in 
the Union th a t has not followed 
this example, though it  would ap­
pear th a t some States are lacking 
the complementary feature of a 
State organization, due partly to 
local conditions and partly to lack 
of understanding either of the ad­
vantages of the law or the value of 
association.
In some of the States, when 
measured by the lapse of time, the 
growth in number of Certified Pub­
lic Accountants and in the mem­
bership of the State Organizations 
has been equal to, if not more rapid 
than  in the State in which there 
was first demonstrated an appre­
ciation of the need for a profes­
sional status.
I have dwelt thus upon the State 
Organization because I believe it 
lies a t the bottom of professional 
development and growth, because 
it is the necessary statutory back­
ground, and because fu rther there 
are no professions in this country 
th a t have come into existence as 
such and maintained themselves as 
such without a statu tory  back­
ground. Some may think th a t I am 
forgetting the Ministry, but I 
would remind you th a t it has a t 
least a statutory background of 
privilege in respect of confidential 
communications.
If it be accepted as true th a t the 
foundation of professional develop­
ment and growth in public account­
ing lies in the State Organization, 
the conclusion is inescapable th a t 
The American Society should and 
must look to the State Organiza­
tions for its own substantial devel­
opment and growth. For evidence 
of the soundness of this conclusion 
we have only to look a t the expe­
riences in development and growth 
of the two leading professions in 
this country v iz: The Bar and Medi­
cine. If we do not take our lessons 
from the experiences of these lead­
ing professions, we will have to get 
them in the only other available 
way—by hard knocks. We cannot 
profit by the experiences of these 
leading professions merely by 
thinking about it, we m ust do some 
of the work th a t they have done. 
The large question is—are we busy 
enough with th a t work? T hat is 
a question which should be an­
swered in activity ra ther than in 
words.
The American Society has made 
provision for a beginning of rela­
tionship with State Organizations
and for their becoming the poten­
tial force to make it  their common 
meeting ground and a medium 
through which to express them­
selves nationally. These provisions 
are to be found in Article VII of 
the Constitution and in By-law No. 
6, and I adjure you to study them 
carefully for a full understanding 
of their import and with the 
thought in mind th a t they consti­
tu te  but an opening wedge to the 
condition of relationship which 
should be brought about.
When you are giving thought to 
this question please keep in mind 
that, other than The American So­
ciety of Certified Public Account­
ants, there is no national associa­
tion of accountants th a t is so con­
stituted as to have any direct in­
terest in or concern over the wel­
fare of certified public accountants 
as such, or so constituted as to pro­
vide for the establishment and 
maintenance of any sort of rela­
tion with State Organizations of 
Certified Public Accountants; th a t 
there is no other national associa­
tion th a t accords recognition to 
the creatures of the S tates; tha t 
if affiliation with a national organ­
ization is needed by or will bene­
fit State Organizations and their 
members the only place in which 
it can be found is in The American 
Society.
All of you know something of 
the difficulties which now surround 
the election of Representatives. 
Please give some thought to the 
advantage which would come from 
holding a convention for the elec­
tion of State Representatives con­
current with an annual meeting of 
a State Orgaization if held in 
either of the months of May or 
June. Think a little of the time 
and expense th a t would be saved 
in the conduct of the affairs of 
The American Society with no bur­
den of consequence added to the 
State Organization. And think a 
little of the limited conditions to 
be satisfied in order to hold such 
a convention viz: th a t two-thirds
of the membership, two-thirds of 
the directors and the president and 
the secretary of the S tate organi­
zation shall be members of The 
American Society. When such con­
ditions have been sufficiently es­
tablished naturally there will be 
other steps to  be taken which will 
involve fu rth er revision of the 
Constitution and the By-laws, but 
th a t is not a bridge to be crossed 
before we come to the river.
Rest yourselves in not too great 
a feeling of security under the law 
of your State or in any State. I t 
has been the history of this coun­
try  th a t the breakdown of a  law 
in one State is felt in other States, 
and, per contra, th a t improvement 
of the law in one State influences 
other States. Be not unmindful 
th a t efforts have been made to de-
Following the  last annual meet­
ing of the Society, you appointed 
as a Special Committee on A rbitra­
tion, W alter A. Coy of Cleveland, 
Pearce C. Davis of Seattle, Homer 
A. Dunn of New York, Richard 
Fitz-Gerald of Detroit and Charles 
Hecht of New York.
The American A rbitration As­
sociation appointed Mr. Davis as a 
member of its Council on A rbitral 
Research.
The Accountants Committee of 
the American A rbitration Associa­
tion selected Messrs. Dunn and 
Hecht to represent The American 
Society of Certified Public Ac­
countants in th a t Committee.
Since our last annual meeting 
the Executive Committee of the 
American A rbitration Association 
decided th a t each association which 
contributed thereto should be ac­
corded special privileges, and th a t 
two of its  members should be 
designated as representatives to 
attend meetings and participate in 
discussion of questions of mutual 
interest and in the formulation of 
im portant arbitration policies, such 
representatives to  constitute an
stroy the C. P. A. law in some of 
our States, and th a t there have 
been a few close calls. Even in 
the great S tate of New York a 
th rea t to wipe out its Accountancy 
Act has been made. I t  may have 
been an idle th reat, but it was suf­
ficient to bestir the State organiza­
tion of C. P. A’s. Let’s not wait 
to bestir, but let’s think and act 
constructively throughout the 
States and in The American So­
ciety for the protection of the pub­
lic welfare through the protection 
of the profession.
W ith this bit of historical review 
on association and organization as 
a background, and with the sug­
gestions which I have made, the 
subject is before you for discussion 
and, may I add, for individual ac­
tivity.
A rbitration Exchange Committee. 
Assurance was given th a t accept­
ance of appointment to th a t Com­
m ittee would in no way commit our 
Society to  any recommendations 
which the A rbitration Exchange 
Committee m ight make. Mr. 
Springer as secretary of our So­
ciety and Mr. Dunn as chairman of 
its  Special Committee on A rbitra­
tion, were tendered and accepted 
appointment as the Society’s repre­
sentatives on the  A rbitration Ex­
change Committee.
The activities of the Special 
Committee on A rbitration during 
the past year have nearly all been 
reported in THE CERTIFIED 
PUBLIC ACCOUNTANT, or have 
been evidenced by communications 
to  members of The Society, the 
purpose of course being to keep the 
members of The Society currently 
informed of the doings on the part 
of its  Committee or members in 
relation to  the  promotion of arbi­
tration  of commercial disputes 
w hether through legislation or 
otherwise. Notwithstanding this 
fact, it may be well to refer briefly 
to a few of the more im portant ac­
tivities in which the Committee or
its  m e m b e r s  have engaged 
throughout the year.
To every known certified public 
accountant in America and to every 
known registered public accountant 
in America, a communication was 
addressed under the date of De­
cember 4, 1926, by Messrs. Dunn 
and Hecht as members of the Ac­
countants Committee of American 
A rbitration Association, represent­
ing The American Society of Cer­
tified Public Accountants, and 
these communications were accom­
panied by a copy of the address 
which was delivered before th is So­
ciety by Hon. Moses H. Grossman 
a t its annual meeting in the Ward- 
man Park  Hotel, Washington, D. 
C., September 2 4 , 1926; a copy of a 
pamphlet report of the Executive 
Committee of American A rbitra­
tion Association to its members 
under date of October 21, 1926, 
published as a special accountants 
edition, and in which eleven sug­
gestions to accountants were made 
by Lucius R. Eastman, Chairman 
of the A rbitration Association, and 
a blank form for application for 
membership privilege accorded to 
certified public accountants, mak­
ing the dues only $10 a year. 
Something over one hundred mem­
bers were added to the member­
ship of American Arbitration As­
sociation by this means, beside the 
stimulation of interest in the gen­
eral question of arbitration. The 
distribution of over 9,000 copies of 
these communications and accom­
panying documents was made by 
our Society, but a t no expense to 
the Society for the postage and 
mailing service, it having been re­
imbursed from private sources for 
all costs so incurred. Needless to 
say this was a contribution to the 
cause of arbitration which was 
highly appreciated by American 
Arbitration Association.
As reported in THE CERTI­
FIED PUBLIC ACCOUNTANT, 
the directors of this Society ap­
propriated and paid over to Ameri­
can A rbitration Association the 
sum of $350.00 fo r the establish­
ment of one out of three arbitra-
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tion scholarships under the joint 
auspices of American Arbitration 
Association and American Insti­
tu te  of Banking with the under­
standing th a t the la tte r would 
designate three graduate students 
for the scholarships, and with the 
fu rther understanding th a t in its 
publications the American Bankers 
Association would give due pub­
licity to the contributions making 
these three scholarships possible.
Through the instrum entality of 
this committee it was made pos­
sible for two meetings in which the 
certified public accountants of 
California participated to be ad­
dressed by Judge Moses H. Gross­
man, Honorary President of Amer­
ican Arbitration Association in 
February last. One was a joint 
meeting of the Los Angeles Chap­
te r  of the California Society of 
Certified Public Accountants and 
the Bankers Masonic Club of Los 
Angeles and their guests. The 
other was a joint meeting of the 
San Francisco Chapter of the Cali­
fornia Society of Certified Public 
Accountants and the members of 
The State Bar Association in tha t 
vicinity, and their guests. These 
meetings were timely in relation to 
efforts which were being made in 
the State of California to obtain 
legislation inimical to the interests 
of the public and the certified pub­
lic accountants of the State, in 
th a t it afforded Judge Grossman 
opportunities to acquaint his audi­
tors with his views respecting the 
profession of accountancy as prac­
ticed by certified public account­
ants, and the interest which the 
public should take in their support. 
Of course it is not possible to 
measure the influence which these 
addresses of Judge Grossman may 
have had upon the two situations, 
but it is a curious fact th a t the 
legislature of the State of Califor­
nia passed the Arbitration Act ad­
vocated by American Arbitration 
Association and turned down the 
proposed amendments to the Ac­
countancy Act of the State which 
were opposed by the California So­
ciety of Certified Public Account­
ants.
During the past year the State 
of California has been joined by 
the States of Pennsylvania and 
Wyoming in the passage of the Ar­
bitration Act advocated by Ameri­
can Arbitration Association.
During the year State Repre­
sentatives of this Society have 
been supplied by American Arbi­
tration Association with a pamph­
let copy of its “D raft S tate Arbi­
tration Act” which bears an im­
print of endorsement by:
American Arbitration Associa­
tion.
American Bankers Association.
The American Society of Certi­
fied Public Accountants.
C o m m i t t e e  on Arbitration, 
Chamber of Commerce of the State 
of New York.
Motion Picture Producers and 
Distributors of America.
National Association of Credit 
Men.
The title given to this draft act 
is—“To make Valid and Enforce­
able W ritten Provisions or Agree­
ments for the Arbitration of Dis­
putes.”
Mr. Coy of this Committee is 
Chairman of the Legislation Com­
mittee of the Ohio Society of Cer­
tified Public Accountants, and as 
such has been active in promoting 
the interest of th a t organization 
and its Board of Directors in the 
passage of Arbitration Act by the 
Legislature of the State of Ohio.
Mr. Davis of this Committee 
was active in promoting the intro­
duction of an Arbitration Act in 
the last legislature of the State of 
Washington, through his connec­
tion with the Chamber of Com­
merce of the City of Seattle, and 
shared the disappointment of its 
many supporters over a political 
situation having prevented its con­
sideration by the legislature be­
fore adjournment.
Mr. Fitz-Gerald of this Commit­
tee has been active throughout the 
year in connection with the Arbi­
tration Tribunal of the Detroit 
Board of Commerce, and has re­
ported th a t the Tribunal is in 
splendid working order and is be­
ing resorted to freely and success­
fully by the business interests of 
th a t community. The success of 
th a t Tribunal and Mr. Fitz-Gerald’s 
participation therein should serve 
as an example and an incentive to  
all certified public accountants.
Mr. Hecht of this Committee has 
been active throughout the year as 
a representative of this Society in 
the Accountants Committee of 
American Arbitration Association.
F irs t and last there has been a 
considerable broadcasting of the 
idea th a t the certified public ac­
countant should be interested in ar­
bitration because of the opportuni­
ties th a t the arbitration of com­
mercial disputes would open to him 
to serve as an arbitrator or as one 
of a board of arbitrators, while 
there may be occasions where the 
services of a certified public ac­
countant as an arb itrator or on a 
board of arbitrators may be desir­
able, generally the arb itrator or 
arbitrators should be men who are 
versed in the kind of business th a t 
is involved in the dispute. The 
distinctive service to be rendered 
by certified public accountants in 
arbitration cases is th a t of serving 
their clients competently and effec­
tively in arranging and presenting 
to the arbitrators the facts in re­
lation to the disputed case. The 
presentation of such facts to the 
arbitrators by a certified public ac­
countant representative of a dis­
putant would be much more effec­
tive than if the same facts were 
presented by the latter. This is 
the kind of propaganda in which 
certified public accountants should 
engage ra ther than in propaganda 
for their selection as arbitrators.
Respectively submitted for the 
Committee.
HOMER A. DUNN, Chairman.
CORRECTION
In our September issue we an­
nounced the removal of E. E. Ross­
moore, C. P. A., and E. E. Ross­
moore & Co., Inc., to 441 F ifth  
Avenue, New York City. The ad­
dress should have been 551 F ifth  
Avenue, New York City, and we 
take this opportunity to correct the 
error.
SOLUTION OF PROBLEM NO. 4 OF DISTRICT OF 
COLUMBIA EXAMINATION QUESTIONS,
MAY, 1927
(Published on pages 212 and 213 of July, 1927, issue)
By JOHN B. TANNER, C. P. A. (Ohio and W isconsin) International Accountants
Society, Inc.
PROCEDURE OF SOLUTION
The principal requirement of this 
problem is th a t the liquidating 
dividends are to be paid to the 
partners in such a way th a t no 
partner receives cash th a t he may 
later be required to pay back to 
another partner. Of course, this 
means th a t as fa r  a s  possible the 
distributions should be arranged so 
as to make the capital ratios ulti­
mately the same as the profit-shar­
ing ratios.
The first step in preparing the 
statem ent of the partners’ accounts 
is to enter the amounts of their 
original investments. Then de­
ducting the drawings and losses as 
given in the problem we arrive a t 
the “Balances prior to liquidation.”
The “Balances prior to liquida­
tion” give us the figures for the 
first entry in the “Statement of 
Distribution of Liquidating Divi­
dends.” The next entry in this 
statem ent shows the amount of 
loss th a t would have to be charged 
to each partner if the $18,000 dis­
tributed as the first dividend were 
the only amount realized from the 
assets. This would mean a loss of 
$152,000 which the partners would 
share according to the profit-shar­
ing ratio.
In this instance the possible loss 
for Smith would exceed his capital 
investment by $3,200, but it would 
apparently leave Jones a capital of 
$15,600 and Brown $5,600, a total 
for the two of $21,200. But as the 
entire assets of the partnership are 
assumed to amount to only $18,000, 
Jones and Brown cannot have com­
bined capitals of more than
$18,000, which means they must 
divide between them the deficit in 
Smith’s account. They share this 
according to their respective profit-
sharing ratios, which in this prob­
lem are equal. Reducing their cap­
itals by one-half of the Smith defi­
cit gives Jones a balance of $14,000 
and Brown $4,000, the amounts 
they would receive out of the 
$18,000 distributed.
Deducting the first dividend 
from the partners’ accounts gives 
their new balances and the same 
procedure is repeated for each 
dividend.
Smith, Jones, and Brown 
STATEMENT OF PARTNERS’ ACCOUNTS 
(D ate)
Smith. Jones. Brown. Total.
Original investm ent ..............................................  $100,000 $50,000 $50,000 $200,000
Drawings .......................................... ................. ............................................  10,000 10,000
Loss from  operations ..........................
100,000
12,000
50,000
4,000
40,000
4,000
190,000
20,000
Balances prio r to liquidation ...........
October dividend ..................................
88,000 46,000
14,000
36,000
4,000
170,000
18,000
November dividend ..............................
88,000
4,000
32,000
4,000
32,000
4,000
152,000
12,000
December dividend ..............................
84,000
28,800
28,000
9,600
28,000
9,600
140,000
48,000
Final loss ............................ .................... 55,200 18,400 18,400 92,000
Smith, Jones, and Brown
STATEM ENT OF DISTRIBUTION OF LIQUIDATING DIVIDENDS
October
Smith. Jones. Brown. Total.
Balances prior to liq u id a tio n .............
Possible loss if  rem aining assets
prove valueless ..........................
$88,000
91,200
$46,000
30,400
$36,000
30,400
$170,000
152,000
D istribution of Sm ith’s d e fic it...........
*3,200
3,200
15,600
1,600
5,600
1,600
18,000
Division of dividend ........................ 14,000 4,000 18,000
November
Balances prior to liquidation ...........
October dividend ..................................
$88,000 $46,000
14,000
$36,000
4,000
$170,000
18,000
Possible loss if rem aining assets 
prove valueless ..............................
88,000
84,000
32,000
28,000
32,000
28,000
152,000
140,000
Division of dividend .... .......-...............
December
4,000 4,000 4,000 12,000
Balances prior to liquidation ...........
October dividend ..............................
$88,000 $46,000
14,000
$36,000
4,000
$170,000
18,000
November dividend ..............................
88,000
4,000
32,000
4,000
32,000
4,000
152,000
12,000
Final loss ...............................................
84,000
55,200
28.000
18,400
28,000
18,400
140,000
92,000
Division of dividend .............................................. 28,800 9,600 9,600 48,000
* Deficit.
The Young Woman and the Certified Public 
Accountant Profession
I COUNT it an honor and a priv­ilege to speak before the 
convention of th is progressive so­
ciety on the subject assigned to 
me—a subject about which one 
hears little but which should be of 
deep concern not only to  every ac­
countant but to everyone interested 
in the development of accounting 
as a profession.
Much of the m aterial in this 
paper has been obtained through 
the kindness of the women who 
have won through competitive ex­
amination the righ t to the profes­
sional designation of accountants. 
The list of women C. P. A.s fu r­
nished by The American Society, 
though not guaranteed 100 per­
cent accurate, afte r the elimina- 
nation of the doubtful names, 
showed sixty names of women who 
had up to 1927 received certificates 
from twenty-six states and the 
Philippine Islands.
The distribution among the 
states discloses some interesting 
facts. Pennsylvania has the dis­
tinction of granting the first certi­
ficate to a woman—in 1900—only 
one year afte r the enactment of the 
C. P. A. law in the state. Pennsyl­
vania women, however, m ust have 
wearied in well doing, as the rec­
ords show no later certificate is­
sued to a woman. Illinois leads in 
the number of certificates granted 
to women—having issued ten. 
New York follows with seven. 
Massachusetts has issued five; Col­
orado four, and California, Indiana, 
Maryland, N orth Carolina, Ohio 
and New Hampshire each three. 
The southern states of Louisiana 
and Georgia have certified two 
women each. Florida issued its 
first certificate to a woman in 1927. 
Other states th a t have certified but 
one woman each are Connecticut, 
Maine, Vermont, Rhode Island, 
Nebraska, Utah, Oklahoma, Missis­
sippi, New Jersey, Wisconsin, 
W ashington and Texas. Of the
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more than sixty certificates issued 
to women, only about ten were 
granted prior to 1918, over fifty in
1918 and the ten years following 
the war. These first seventeen 
years would appear to represent 
the first stage—the truly pioneer 
years in accounting for women. 
From 1918 on women have sought 
and obtained the certificate in 
steadily increasing numbers.
W hat are these women doing? 
Where are the opportunities for 
women in accountancy? Is the 
field of public accounting for wom­
en definitely and permanently 
closed? How is the woman C. P. 
A. regarded by (1) her clients, (2) 
her fellow accountants ? And what 
is the outlook for the future ?
Of the questionnaires sent out 
in an attem pt to answer these ques­
tions, replies were received direct­
ly from more than 50 per cent. In­
formation obtained indirectly in re­
gard to  others brought the per­
centage of replies up to approxi­
mately three-fourths of the total.
Of the forty-four women C. P. 
A.s regarding whom information 
was obtained, twenty-seven, more 
than 60 per cent, are engaged in 
public accounting work; fourteen 
of these twenty-seven, or 50 per 
cent, have established their own 
practice; and the others are with 
public accounting firms. Of the 
latter, five are members of their 
firms. Two of those employed by 
the larger accounting firms are not 
sent out on assignments but are 
confined to work within the office, 
and two others do occasional field 
work, though their principal duties 
are in the office. One is a reviewer 
of reports for one of the largest 
New York firms.
Why have so large a proportion
of women C. P. A.s undertaken the 
courageous and difficult task  of es­
tablishing their own business? The 
Journal of Accountancy in an edi­
torial appearing in the issue of De­
cember, 1923, gives the answer 
when it says bluntly: “The fact of 
the m atter is th a t women are not 
wanted as accountants on the staff 
of practicing public accountants." 
The woman is thus denied the logi­
cal entrance to the profession— 
th a t of entering as a junior and 
working up in a large well-estab­
lished firm of accountants—and 
m ust gain her experience and skill 
through more indirect methods. 
The reasons given for th is attitude 
toward the woman public account­
ant are discussed later in the 
paper.
Of the women C. P. A.s not en­
gaged in public practice, seven are 
with commercial firms in executive 
positions where a knowledge of ac­
counting is required. One is comp­
troller of a large department s to re ; 
another is assistant treasurer of 
her company; a th ird  is assistant 
manager and superintendent of a 
factory in a manufacturing and 
contracting firm; two are auditors 
in the income tax  division in the 
Federal government service; three 
are in financial supervisory posi­
tions with social service or re­
ligious organizations; and one is a 
teacher of accounting in a women’s 
college.
In brief compass, the foregoing 
are the statistical results of this 
survey of the  women who have 
qualified themselves fully for pro­
fessional work in accounting. No 
attem pt has been made to include 
the large number of non-certified 
women in the accounting field who 
are employed in various capacities, 
from bookkeeper in the small firm 
to executive in the large corpora­
tion. The number of these women 
is already large, and it  is steadily 
increasing. A m ajority of the re­
plies stated th a t in accounting for
private concerns the field for women 
is especially good and th a t many 
men executives recognize their 
superiority. In the opinion of the 
Journal of Accountancy, the posi­
tion of comptroller or of treasurer 
is one of the most promising oppor­
tunities in the field of accounting 
open to women a t the present day.
The consensus of opinion of the 
women C. P. A.s employed with 
private firms was th a t even in this 
field the C. P. A. certificate is of de­
cided and increasing value, both be­
cause of the prestige i t  gives and 
because of the training of which 
it is the guarantee. One woman 
reports th a t she obtained her pres­
ent position, th a t of comptroller 
with a commercial firm, as a direct 
result of her certificate; others 
state th a t it  has given them pres­
tige. Nevertheless, it will probably 
be true, for some years to come at 
least, th a t most women as well as 
most men will reach executive pos­
itions in industry without the aid 
of the C. P. A. certificate. A dis­
cussion of th is phase of the sub- 
ject, however, is beyond the scope 
of this paper.
An analysis of the kind of work 
done by the women C. P. A.s, so far 
as it was revealed by the replies, 
shows the following points:
The woman in professional work 
who has established her own prac­
tice—as also the man—is limited 
to the small business. The larger 
business firms and banks naturally 
seek the larger accounting firms. 
Such firms employ no women for 
field work. Most of the women re­
port no antagonism and no handi­
cap because of sex in establishing 
their own business. They feel tha t 
in this, as in other fields, individual 
effort and personality are the de­
ciding factors. The client accepts 
the woman accountant who is certi­
fied almost as readily as he does the 
man. One reply stated th a t the 
public accepts the certificate as a 
guarantee of good work. Another 
who now has established a success­
ful practice of her own, reported 
th a t when she visited several ac­
counting organizations in an en­
deavor to obtain experience in
public accounting, she was in­
formed th a t it  would be business 
suicide to send a woman into a 
client’s office. She has not, how­
ever, found this aversion to exist 
among her clients or other business 
executives with whom she has 
come into contact. A third, one 
of the few doing field work as a 
senior in a public accountant’s or­
ganization, states th a t business 
men for the most part are perfectly 
willing to accept a woman C. P. A. 
after the first contacts have been 
made by a man. Two women re­
ported some objection by the male 
bookkeepers of clients to the audit­
ing of their work by women.
The work done by women varies 
with the individual and with the 
locality. Among the various types 
of work reported are the handling 
of personal accounts, of accounts of 
trustees, the preparation of state 
and federal tax  returns, the estab­
lishing and auditing of institutional 
accounts, and the auditing of muni­
cipal and industrial records.
I t  is encouraging to  find th a t in 
such conservative southern states 
as Georgia and Louisiana one wom­
an has succeeded in establishing 
her own practice and is able to get 
all the work she w ishes; another is 
junior member of a firm of account­
ants and without either objection 
or criticism by clients goes out on 
assignments.
As the banks are increasingly 
creating the position of woman’s 
adviser and finding th a t women 
frequently consult a woman with 
greater freedom in regard to their 
personal financial problems, in 
budget-making, investments, or 
the like, so it  would seem th a t the 
woman in business for herself and  
the woman’s organization with 
their more complicated problems 
might more readily approach the 
skilled woman accountant. An a t­
tem pt was made, with negative re­
sults, to determine the extent to 
which women who are owners of 
businesses and women’s organiza­
tions employ the woman C. P. A. 
I t  does not appear th a t this field 
has been developed to any great 
extent. One reason is doubtless
the scarcity of women C. P. A.s 
and the fact th a t the public has 
little information concerning them. 
An outstanding example of the pos­
sibilities in this field is the pub­
licity given by the Business and 
Professional Women’s Clubs in 
1925 to a request by the American 
Women’s Hospital for a woman C. 
P. A. to audit the accounts of a 
hospital in the Near East. The 
Business and Professional Wom­
en’s Clubs through their organ 
“The Independent Woman” adver­
tised the needs of the hospital and 
within a short time a woman C. P. 
A., and a member of this Society, 
was en route to Europe to perform 
this work. I t  would undoubtedly 
be of mutual advantage to women’s 
organizations and to woman ac­
countants should such co-operation 
become more frequent.
The consensus of opinion among 
the practicing women accountants 
was th a t sex was not a serious 
handicap in establishing their own 
practice and th a t among their 
clients there was little or no an­
tagonism to them as women; the 
response was quite different when 
discussing the attitude of fellow ac­
countants. One woman w rites: 
T h e  men in practice will not or­
dinarily send a woman on field 
work. Therefore in order to get 
field work, I have had to work inde­
pendently. Clients are less preju­
diced against women in field work 
than are the men in practice.” 
And another: “Women are wel­
come in all lines (of accounting) 
except in the employ as account­
ants of other public accountants.” 
Still another: “I have had a few 
opportunities to associate myself 
with firms of accountants, bu t the 
proposition would not include field 
work, but some supervision in the 
office.” A fourth w rites: “In all 
my experience the only opposition 
I have met has been among the 
practicing accountants them­
selves.”
Several others who hold or have 
held positions w ith public account­
ing firms report th a t in order to 
gain a foothold they have had to 
enter the firms in a clerical or sec-
retarial capacity and only gradual­
ly and grudgingly have they been 
given opportunities to do field 
work. I t  is the same difficulty the 
young woman of ambition meets 
who acquires the tools of stenog­
raphy only as an entering wedge in 
the business world, but who finds 
too often th a t they are used to im­
pede her progress toward the posi­
tion of responsibility which she has 
set as her goal. The young man of 
ambition and ability is expected to 
remain in clerical or other subordi­
nate positions only to gain experi­
ence. Successively higher posi- 
tions to complete his training are 
opened to him as a m atter of policy 
by farsighted executives of the 
more progressive companies as op- 
portunities develop within the or­
ganization. I t  is the rare excep­
tion when the executives of a com­
pany even consider such a course 
of training for their young women 
employees.
That conservative organ of ac­
countants, “The Journal of Ac­
countancy,” in the editorial already 
referred to, gives high praise to 
the women who have qualified as 
accountants. “Their ability in ac­
countancy” it  affirms, “is unques­
tioned. In many cases those who 
have completed courses of instruc­
tion and have taken examinations 
have passed with distinction. Prob­
ably it is safe to say th a t the aver­
age female student surpasses, in 
application and ability, the average 
male student. There is, of course, 
the traditional belief th a t the 
female mind is not so adapted to 
analysis as to  other mental activi­
ties, but the results which attend 
the examination of students indi­
cate the fallacy of this belief. As 
to loyalty to their employers there 
is no doubt. The great increase 
in the number of women employed 
by companies of all kinds, and to 
some extent in managerial capaci­
ties, is a well deserved testimony 
to their worth.”
In  spite of these qualifications, 
the larger accounting firms, as is 
generally known, do not place wom­
en in positions where they will be 
sent out on assignments. The rea­
sons given by the Journal are: (1) 
th a t members of the staff m ust go 
out on assignments whenever and 
wherever called upon; m ust work 
a t times all night and under unsuit­
able living conditions, (2) unwar­
ranted objection on the part of the 
client when a woman appears as a 
representative of the accountant. 
The first objection is one frequent­
ly heard and one th a t will continue 
to be used until the old idea is 
finally discarded, th a t women, like 
children, need special protection. 
Even today, however, the argument 
evaporates when one considers the 
strain, the late hours, and undesir- 
able surroundings frequently neces­
sary in the nursing profession, al­
ways considered one of the fields 
especially suitable for women! The 
second argument surely loses some 
of its potency in the light of the 
actual experience of the women in 
public practice. Is it not possible 
th a t this so frequently heard argu­
ment may have gained its present 
strength and credence through 
constant repetition ra ther than 
through its  inherent soundness?
A third objection not given by 
the Journal, but which is most evi­
dent—th a t of the attitude of the 
staff itself—appears more serious. 
Nothing can be more disastrous to 
the morale of a staff than antagon­
ism between its members, and any 
firm m ust necessarily guard 
against creating a situation within 
its  organization which would pro­
duce friction and discord. Only 
when professional ethics and eti­
quette are advanced to a point 
where in their relations with each 
other it is recognized th a t col­
leagues should be treated as indivi­
duals—not as members of one sex 
or the other—will th is difficulty 
completely disappear.
The young accountant like any 
other professional worker needs to 
realize th a t the young woman who 
may sit next him in the classroom 
and whose classroom work is as 
good as his, has the same righ t he 
has to gain experience in actual 
practice. Realizing th is he will 
not be so unsportsmanlike as to in­
sist on weighting her down with a
handicap so much greater than  his 
own, and thus deny her equal op­
portunity with himself.
I t  is generally true th a t the 
higher up one goes in the executive 
scale, the greater generosity and 
breadth of vision one meets. Thus 
it happens th a t although women 
have not been acceptable to ac­
countants as juniors, two a t least 
have received state-wide recogni­
tion. One woman has served both 
as treasurer and as president of the 
Colorado State Board of Exam­
iners; another is now the state 
representative of this Society from 
Maine. Considering the relatively 
insignficant number of women ac­
countants, the recognition given 
these two women by their fellow 
accountants seems especially note­
worthy.
In 1925 the American Institu te 
of Accountants announced the new 
plan for recruiting from the col­
leges and universities of the coun­
try  promising young graduates— 
male, of course—to serve a three- 
years’ apprenticeship as junior as­
sistants w ith a number of co­
operating accounting firms. A 
similar plan has already been in 
successful operation for a number 
of years in large industrial com­
panies who annually recruit from 
the engineering schools of the 
country young graduates for tra in ­
ing in their technical departments. 
The advantages of such a plan are 
m utual; the accounting firm is able 
by this means to  obtain and to 
tra in  for fu ture positions of re­
sponsibility promising new m ater­
ial. The young man is given the 
opportunity for valuable training 
in the profession he has selected. 
To the feminine mind, there seems 
no logical reason why the same op­
portunity should not be open to the 
young woman graduate, ana why in 
the selection of promising candi­
dates the basis should not be solely 
th a t of ability, character and per­
sonality.
In the replies received as a re­
sult of my inquiry one point was 
stressed perhaps more than  all 
others and should be clearly em­
phasized. The women C. P. A.s do
not desire either for themselves 
nor for those women who are to 
follow them in the profession, any 
special favors or consideration be­
cause of sex. They want no bars 
lowered which will perm it women 
to  enter the profession with 
greater ease than their brothers. 
They ask only th a t sex be not used 
as a bar against them, th a t they be 
perm itted not only entrance into 
i t  but the opportunity to obtain 
the same training and experience 
as men. In short, they ask th a t en­
trance to the profession and op­
portunities for advancement in it 
be based solely on the ability to 
render service in accordance with 
the  high standards of the profes­
sion.
From the foregoing, it is clear 
th a t the pioneer stage in public ac­
counting for women is definitely 
past. The pioneers have proved 
th a t women can win the certificate 
through competitive examination, 
th a t they can establish and main­
tain over a period of years a suc- 
cessful accounting practice, and 
tha t, when given the opportunity, 
they can work successfully in firms 
with men and even win recognition 
as members of their firms. If the 
trend in the past ten years is fol­
lowed in the future, women will 
continue to seek and to win the C. 
P. A. certificate in steadily increas­
ing numbers. Some of the more 
courageous will establish their own 
practice, others will seek, futilely 
for the most part, opportunities in 
public accounting firm s; still others 
will enter private employ. In 
other words, until there is a change 
in the attitude of public account­
ants, women can only continue to 
develop in the profession along the 
restricted lines already laid down, 
as it seems definitely established by 
th is study th a t the one serious 
handicap women C. P. A.s now 
face is the restriction placed upon 
her activities by public accountants 
themselves.
That this a ttitude will ultimate­
ly change, there seems no doubt. 
As public accountants generally 
consider more and more the larger 
aspects of their calling as a profes­
sion—th a t is, as fundamental an 
opportunity to render a high type 
of specialized service to the com­
munity, they will be more ready to 
admit to its full opportunities all 
who demonstrate their fitness in
character, ability and training, to 
render such service. Is it too much 
to hope th a t the C. P. A. profes­
sion, though one of the youngest, 
will yet be one of the first of the 
professions to take this step?
STATE SOCIETY NEWS
Florida
The Florida Institute of Account­
ants held its quarterly meeting a t 
the Clarendon Hotel, Daytona 
Beach, on September 19 and 20, 
1927.
A t the Monday morning session 
a discussion on “Publicity for the 
Profession” was led by L. A. Oates. 
In the afternoon W alter Mucklow 
spoke on “The Accountant’s Re­
port for the Banker” ; “Uniform 
Fees and Lump Sum Fees” were 
discussed by W. J. Forney and C. 
Lee Sheppard; C. H. Goodrich 
spoke on “The Treasury Depart­
ment and The Profession.” The 
Tuesday morning session was de­
voted to an open forum a t which 
time requirements under the new 
Accountancy Law were discussed, 
as were amendments to the Reve­
nue Act. Tuesday afternoon was 
devoted to golf a t the Country 
Club. A t the dinner in the evening 
Mr. Millard B. Conklin spoke on 
“Trusts and E states” after which 
there was dancing. Motor drives 
and an afternoon of bridge provided 
entertainm ent for the ladies.
Illinois
The Illinois Society of Certified 
Public Accountants held its  annual 
meeting on September 13, 1927. 
The professional paper of the even­
ing was given by A rthur Medlock 
of Price-Waterhouse and Company, 
on the subject of “Preparation for 
Various Kinds of Audits.” The a t­
tendance was unusually large. The 
officers elected w ere: President, 
Lewis A shm an; Vice President, 
A rthur Medlock; Secretary, Eric 
L. Kohler; Directors, Thos. B. G. 
Henderson, Clyde Hunter, J. Fred 
Lynn, Paul W. Pinkerton; Audi­
tors, John E. Burke and W arren H. 
Keller.
Indiana
Supplementing two letter-bulle- 
tins published in 1926 under the 
editorial guidance of the Public Af­
fairs Committee of the Indiana As­
sociation of Certified Public Ac­
countants, the first of a series of 
six short bulletins to be issued a t 
monthly intervals during the win­
ter of 1927-1928 on subjects of gen­
eral interest to the business public, 
has been published. The first bul­
letin is on The N atural Business 
Year. Others to follow will relate 
to Depreciation, Inventories, Infor­
mation Desired by Bankers, Income 
Tax, and Receivables.
Iowa
The annual meeting of the Iowa 
Society of Certified Public Ac­
countants was held a t Des Moines 
on August 27, 1927. The organi­
zation of the Society was changed 
in th a t provision was made for 
three chapters of the Society and 
the Trustees were increased by 
three in order to provide an extra 
vice-president for each of the three 
chapters. A committee was ap­
pointed to revise the by-laws to con­
form to this idea. It is the idea th a t 
the vice-presidents shall organize 
their respective districts w ith a 
view of holding semi-monthly or 
monthly dinner meetings for the 
purpose of promoting a closer spirit 
of comradeship among the certified 
men in each district.
Considerable time was spent in 
discussing legislative m atters.
Rufus Ricker, one of the pioneer 
members of the Society living 
formerly a t Cedar Rapids, bu t now
residing a t Seattle, Washington, 
was elected an honorary life mem­
ber of the Society.
The election resulted as follows: 
President, George Parker, Des 
Moines; Vice-Presidents, I. B. Mc- 
Gladrey, Cedar Rapids; William 
Guthrie, Sioux City, W estern Dis­
tr ic t; F. J. Harrigan, Des Moines, 
Central D istrict; C. B. Meyers, Ce­
dar Rapids, Eastern D istrict; Sec­
retary, D. A. Busby, Des Moines; 
Treasurer, P. L. Billings, Des 
Moines.
The new President has sent out 
a le tter to every certified man in 
the State, urging him to join the 
State Society and making sugges­
tions as to certain hopes which 
he has for a successful year’s cam­
paign.
M assachusetts
The M assachusetts Society of 
Certified Public Accountants held 
a meeting on the evening of Oc­
tober 24, 1927, in the new Cham­
ber of Commerce Building, Boston. 
R. W. Bowdoin, executive head of 
the research committee on the New 
England Council, and E. Grosvenor 
Plowman, general organizer for 
“Management Week” in Massa­
chusetts, were the speakers of the 
evening.
M ichigan
Thirty members attended the 
annual meeting of the Michigan 
Association of Certified Public Ac­
countants which was held a t the 
Detroit Union League Club, De­
troit, on Thursday evening, Oc­
tober 6, 1927, a t 6 p. m.
Before the meeting was called to 
order there was the usual dinner 
and general good fellowship. En­
tertainm ent was furnished by a 
colored male quartette.
A fter the regular transaction of 
business and receiving reports the 
following Board of Directors was 
elected: Richard Fitzgerald, Wm. 
H. Van Tifflin, E. Elmer Staub, 
Ludvig C. Neilsen, C. Earle Neff, 
Crescent A. Parker, J. Lee Boothe. 
The following officers were elected:
President, Richard F itzgerald; 
Vice-President, Wm. H. Van Tifflin; 
Secretary, C. Earle Neff; Treas­
urer, Crescent A. Parker. Mr. 
Mounteer was unanimously elected 
auditor.
M innesota
The Minnesota Society of Certi­
fied Public Accountants held its 
annual meeting on Thursday, Sep­
tember 22nd, a t which time the 
following trustees were elected for 
the ensuing year: Wm. C. Bech­
ert, L. J. Byers, R. T. Schneider, 
M. W. Stoffer and A. F. Wagner.
A fter the meeting the trustees 
met and elected the following of­
ficers: President, A. F. W agner; 
Vice-President, M. W. Stoffer; 
Treasurer, Wm. C. Bechert; Sec­
retary, R. T. Schneider.
North Carolina
The North Carolina Association 
of Certified Public Accountants 
held its eighth annual convention 
in Greensboro on October 15, 1927, 
a t the King Cotton Hotel.
Among the most im portant busi­
ness transactions was the complete 
revision of the Association’s consti­
tution and by-laws which included 
the incorporation of the code of 
ethics of The American Society of 
Certified Public Accountants.
A t the banquet on Friday even­
ing the Association presented to 
Mr. W alter Charnley, retiring presi­
dent, and to Mr. Claude B. Vestal, 
of Greensboro, past president and 
chairman of the convention com­
mittee, loving cups as tokens of 
esteem. Speakers a t the banquet 
were Colonel Hobgood, of Greens­
boro, who paid tribute to Colonel 
Lindbergh, who visited Greensboro 
during the day, as the outstanding 
spiritual force in the world today. 
His speech was on the general topic 
of values, and he stressed those 
intangible, unseen forces which 
mold the characters of men and 
women, but which have no intrinsic 
money value. The other speakers 
were Mr. Clarence O. Kuester, 
business manager of the Charlotte
Chamber of Commerce, and the 
President, Mr. W alter Charnley. 
Mr. G. H. Adams, of Charlotte, 
acted as toastm aster.
Among the guests a t the conven­
tion were Major Baxter Durham, 
S tate auditor, and Mr. Charles H. 
Johnson, secretary of the County 
Advisory Board of the State. More 
than forty  members of the associa­
tion, representing accounting firms 
all over the State, attended the 
convention, which was one of the 
most successful the association has 
held.
George E. Wood, of Charlotte, 
who has served as secretary since 
the organization of the association 
eight years ago, was elected presi­
dent. K. W. Parham, of Raleigh, 
was elected Vice-President, and G.
H. Emery, of Charlotte, was elected 
Secretary-Treasurer. In addition 
to these officers the following will 
serve on the board of directors dur­
ing the year: O. N. Hutchinson, 
C harlotte; J. B. McCabe, Wilming­
ton; G. H. Terry, Charlotte, and 
W. H. Zimmerman, Asheville.
Ohio
The fall meeting of the Ohio So­
ciety of Certified Public Account­
ants was held a t Dayton on Sep­
tember 16 and 17, 1927. The pro­
gram for Friday was given in the 
National Cash Register Company’s 
school house. In the afternoon the 
members were taken on a trip  
through the factory. At dinner 
the members were guests of the 
company and Judge Roland W. 
Baggott spoke on the subject “Ac­
countants as Lawyers.” Following 
the dinner an organ recital was 
given afte r which a public session 
was held with the Robert Morris 
Associates, the Dayton Chapter of 
the National Asociation of Cost Ac­
countants, the Chamber of Com­
merce, Dayton School of Commerce 
and the Dayton Clearing House 
Association as special guests. David 
Himmelblau, C. P. A., of North­
western University, spoke on “Aud­
itors’ Certificates,” and Cyrus 
Locher, of the State Department of
Commerce, spoke on “Local Taxa­
tion.” Following th is the members 
were taken to the Old Barn Club 
where they spent the night.
Saturday morning was given 
over to sports a t the Old Bam  
Club, a brief business session hav­
ing been held following breakfast. 
A t one o’clock a round table discus­
sion on Federal Taxes was held, 
presided over by David Burnet, 
Field Agent in Charge, Cincinnati, 
Internal Revenue Bureau of the 
Treasury Department. A fter this 
discussion a skit was given “The 
Day That Never Came.”
Officers and Directors elected for 
the ensuing year are: President, 
W. D. Wall, Columbus; Vice-Presi­
dent, R. A. Hurst, Toledo; Secre- 
tary-Treasurer, L. G. Battelle, 
Dayton; Directors, W. A. Coy, 
Cleveland; H. W. Cuthbertson, 
D ayton; J. D. Cherrington, Cincin­
nati; R. F. Mateer, Warren.
Rhode Island
The Rhode Island Society of Cer­
tified Public Accountants held its 
monthly meeting on Monday, Oc­
tober 17, 1927. Following the din­
ner reports were presented from 
the  committees on Professional 
Ethics, Public Affairs and Legisla­
tion.
Spencer H. Over, a form er as­
sociate member, was elected as a 
Fellow. Lewis G. Fisher gave a 
report on his recent western trip.
Virginia
The annual meeting of the Vir­
ginia Society of Public Account­
ants was held a t Richmond on Sep­
tember 3, 1927. Twenty-seven 
Fellows and fifteen Associates were 
present. R. E. Wiggins and John­
son McRee, both of Richmond, 
were elected as Fellows and Karl 
C. Quinn and A. R. Kennett, of 
Roanoke, H. W. Woodehouse and 
M. L. Goodwin, of Norfolk, were 
elected Associates. The officers 
elected for the year are as follows: 
President, George T. Durham, 
Richmond; Vice-President, A. S. 
Fitzgerald, Norfolk (Mr. Fitzger­
ald died suddenly on September
12); Secretary-Treasurer, Alvin W. 
Burket, Richmond. A. Lee Raw­
lings, B. A. McKinney and J. A. D. 
Parrish, of Norfolk, and R. B. Jor­
dan, of Roanoke, were elected as 
Directors.
The Committee on Rules of Pro­
fessional Conduct submitted a Code 
of Ethics for discussion afte r 
which the committee was instruct­
ed to continue their work and make 
a fu rther report a t the Spring 
meeting to be held a t Roanoke.
On recommendation of the re tir­
ing president, Guy M. Scott, a spe­
cial committee was appointed to 
study the question as to the advis­
ability of securing a medal which 
could be presented by the Society 
to the honor graduates of the va­
rious schools of accountancy and 
business administration in Virginia 
and also to the successful candidate 
who secures the highest standing 
in the C. P. A. examination given 
by the Virginia State Board.
W ashington
The annual meeting of the Wash­
ington Society of Certified Public 
Accountants was held a t the Wash­
ington Hotel, Seattle, on August 27,
1927. The By-Laws were amended 
to provide for the close of the fis­
cal year on April 30, and the an­
nual meeting to be in the second 
week in May.
The officers elected for the ensu­
ing year are: President, James P. 
Robertson; Vice-President, Pearce 
C. D avis; Secretary-Treasurer, 
Henry F. Moore; Directors, George 
V. W hittle, Henry F. Moore and E. 
P. Jarvis.
Wisconsin
The Wisconsin Society of Certi­
fied Public Accountants held its an­
nual meeting on September 19 a t 
the Milwaukee Athletic Club. Af­
te r the customary dinner a discus­
sion of the new Wisconsin income 
tax law was led by Mr. C. F. Sam- 
mond, who represented the Wiscon­
sin society in assisting the Wis­
consin Tax Commission to formu­
late the law. During the meeting
the Wisconsin Society voted in 
favor of affiliation with The Amer­
ican Society.
The following officers and direc­
tors were elected for the ensuing 
y ea r: President, Carl Penner; 
Vice-President, Shepard E. B arry ; 
Secretary, Hugo Kuechenmeister. 
O th e r directors are: B. A. Kiek- 
hofer, George T. Graham, Fred C. 
Kellogg and George Einbecker.
District of Columbia
The quarterly meeting of the 
D istrict of Columbia Institute of 
Certified Public Accountants was 
held in the Blue Room of the City 
Club, Washington, D. C., on the 
evening of October 17, 1927.
I t seems to be the unanimous 
opinion of the members present, 
and slightly over fifty per cent of 
the total membership was present, 
th a t it  was the most practical, con­
structive and beneficial discussion 
which has ever been held by the 
Institute. A recess was taken in 
the midst of the business meeting, 
which lasted until afte r midnight, 
a t which a program of entertain­
ment was presented.
James A. Councilor presented the 
report of the Committee on Adver­
tising, in the absence of the Chair­
man, Lester A. P ratt, and raised 
several ethical points in the discus­
sion of the report. The District 
Institute has been making a care­
ful survey as to types of advertis­
ing which might be carried on by 
the Institute as a body. A fter the 
discussion the m atter of an adver­
tising campaign was referred to 
the Board of Trustees for a  thor­
ough investigation.
Papers on the subject of “Fees” 
were presented by Wilbur L. Har­
rison and Dwight N. Burnham. 
Harrison approached the subject 
from the standpoint of account­
ancy considered as a  profession 
ra th e r than a business, although 
recognizing the fact th a t much in 
its conduct savored of business or­
ganizations even to the use of the 
chain store principle, mass produc­
tion, national propaganda and ad­
vertising. He stressed the point
th a t cut-rate fees could not con­
tinue except as inferior services 
were rendered. If accounting serv­
ice were performed irrespective of 
the fee received, as is the service 
rendered by the lawyer and doctor 
supposed to be, the price cutter 
would be eliminated as he could not 
survive if he rendered a high grade 
service. Burnham stressed the 
need of a  better acquaintance 
among accountants so th a t they 
would be willing to cooperate each 
with the other in the protection of
the client from quotations of the 
cut-rate variety and stressed the 
need for some basic understanding 
among the certified men, as now 
exists among lawyers and doctors, 
with regard to minimum fees 
which should be charged for reg­
ular auditing services. A special 
committee on Fees was appointed 
to make an investigation of the 
subject and report back to the 
Board, said committee consisting 
of D. N. Burnham, Wayne Kend­
rick and H. C. Anderson.
ANNOUNCEMENTS
Edward R. B urt & Co., announce 
the removal of their offices to the 
Transportation Building, 225 
Broadway, New York City.
Lucker & Severance, Certified 
Public Accountants, 1051-1053 Elli­
cott Square, Buffalo, New York, an­
nounce th a t Mr. E. J. Geser has 
joined their permanent staff. Mr. 
John T. Kennedy, attorney of 
Washington, D. C., has been re­
tained as income tax  counsel and 
Washington representative in cases 
pertaining to Federal taxation.
V. R. Pritchard, C. P. A., and 
Leslie J. Richard, C. P. A., an­
nounce the formation of a partner­
ship for the general practice of ac­
countancy under the firm name of 
Prichard & Richard, Certified Pub­
lic Accountants, with offices a t 421-
5 Meaher Building, Mobile, Ala.
H arry Goodkin, C. P. A., an­
nounces th a t he is now located a t 
80 Maiden Lane, New York City, 
where he will continue the general 
practice of public accounting.
A. Lee Rawlings, C. P. A., and 
F. C. Gorham announce the con­
solidation of their business in the 
State of North Carolina under the 
name of A. Lee Rawlings & Com­
pany, with headquarters a t Ral­
eigh, with F. C. Gorham as State 
manager. The firm will also main­
tain offices a t Wilmington, Rocky 
Mount and Elizabeth City, N. C.
Charles F. Sammond, who for the 
past six years as a certified public 
accountant has been a member of 
the firm of Reilly, Penner and Ben­
ton, Milwaukee, Wisconsin, an­
nounces the opening of offices for 
the practice of law a t 434 Wells 
Building, Milwaukee, where he will 
specialize in legal m atters relating 
to accountancy, taxation, bank­
ruptcy and commercial subjects. 
Mr. Sammond’s entry into the 
practice of law does not sever his 
connection with the firm of Reilly, 
Penner & Benton. He will continue 
his association in a supervisory ca­
pacity w ith the affairs of clients 
heretofore under his charge.
Miller, Franklin, Basset & Com­
pany, Engineers and Accountants, 
announce the opening of an ac­
counting office a t 80 Federal Street, 
Boston, Mass., under Mr. D. Sid­
ney Rollins as resident manager, 
and Mr. William R. M urray as as­
sistant manager.
Mark I. Fleischer, Public Ac­
countant, announces the removal of 
his offices on October 1, 1927, to 
the General Motors Building, 1775 
Broadway (at 57th Street), New 
York City.
A rthur L. Podolak, C. P. A., 
formerly of Indianapolis, Ind., is 
now located a t 805 Aurora National 
Bank Building, Aurora, Ill., where 
he will continue his practice of ac­
counting.
A rthur H. Anderson, C. P. A., 
announces the removal of his office 
to 527 Roosevelt Building, 727 
West Seventh Street, Los Angeles, 
California.
Barrow, Wade, Guthrie & Co., 
Accountants and Auditors, an­
nounce the opening of an office in 
the A. G. B artlett Building, Los 
Angeles, Calif., under the manage­
ment of H arry B. Mills, C. P. A.
Zwemer, Uebel & Company an­
nounce the removal of their ac­
counting offices to 705-709 Fidelity 
Building, 1940 E ast Sixth Street, 
Cleveland, Ohio.
Announcement is made of the 
merger of the firm of Seath, Mit­
chell & Ross, Accountants and 
Auditors, with Lunsford, Barnes & 
Company, Certified Public Ac­
countants. Offices will be main­
tained a t 1003 Pioneer Trust 
Building, Kansas City; 708 Ken­
nedy Building, Tulsa; 305 Wheeler- 
Kelly-Hagny Building, Wichita, and 
42 Broadway, New York City.
Naramore, Niles & Co., Public 
Accountants and Auditors of Roch­
ester, New York City and Troy, and 
J. E. Graef & Co., Public Account­
ants and Auditors, of New York, 
announce their consolidation and 
the continuation of the practice of 
both firms under the name of N ara­
more, Niles & Co., with Joseph E. 
Graef, C. P. A., Resident New York 
Partner, a t 271 Madison Avenue, 
New York City.
Sidney S. Bourgeois, Jr., C. P. A., 
announces the removal of his offices 
to 1518-19 New Canal Bank Build­
ing, New Orleans, La.
George E. Slaybaugh, C. P. A., 
announces the association with him 
of Robert C. Triesler, C. P. A., and 
the formation of a partnership un­
der the firm name of Slaybaugh & 
Triesler, Certified Public Account­
ants, with offices a t 12-14-16 Neg- 
ley Building, Hagerstown, Mary­
land.
C. A, Gall & Company, Ac­
countants and Auditors, announce 
the removal of the ir offices to the 
Chamber of Commerce Building, 
Indianapolis, Ind.
Jos. H. Hummel, Public Account­
ant, announces the removal of his 
office to 1103 Grand Rapids T rust 
Building, Grand Rapids, Mich.
The executors of the estate of 
Henry C. Magee, C. P. A., an­
nounce the continuation of his gen­
eral accounting practice and the 
merging of the practice of Driscoll, 
Millet & Company, Certified Pub­
lic Accountants, under the firm 
name of Magee, Driscoll & Millet, 
Certified Public Accountants, 313- 
314 Stephen Girard Building, Phil­
adelphia, Pa.
John Berg, C. P. A., announces 
the removal of his offices to 826 
National Press Building, Washing­
ton, D. C.
F. S. Chappell, C. P. A., an­
nounces the removal of his offices 
to 850 National Press Building, 
Washington, D. C.
Alexander, Cochran & Huffman, 
Certified Public Accountants, an­
nounce the removal of their offices 
from 621 Hippodrome Building to 
812-816 Union Mortgage Building, 
Cleveland, Ohio.
Francis A. W right & Company, 
Certified Public Accountants, an­
nounce the opening of an office a t 
619 New City Bank Building, 
Grand Avenue and 18th Street, 
Kansas City, Mo.
E. H. Wolstenholme, C. P. A., 
announces the removal of his office 
to 1006 Mutual Trust Building, 
1518 Walnut Street, Philadelphia, 
Pa.
Forrest E. Ferguson & Company 
announce the opening of an office 
a t 1001 Perrine Building, Oklahoma 
City, Okla., under the management 
of Mr. Ira  A. Williams, formerly
manager of the Elmira, N. Y., of­
fice. Mr. Thomas H. Parnell, form­
erly of the Syracuse, N. Y., office, 
has been appointed manager of the 
Elmira office.
Robert O. Delin, C. P. A., and
COMMERCIAL LAW
October 24, 1927—9 A. M. to  1 P. M.
Answ er all Twelve Questions. 
Designate Answers According to  Num ­
bered Questions.
(1) A brings an action a t law  against 
B and proves a t  the tr ia l th a t he (A) 
loaned C $500.00 and th a t B verbally 
promised to repay  the  same. W hat judg­
m ent should the  court en ter and why?
(2) W illiams in  Baltimore wires 
Robins in Richmond, Va., as follows: 
“Offer fo r shipm ent today 100 barrels 
high-grade apples a t  $5.00 per barrel 
f. o. b. Baltim ore.” Robins w rites W il­
liam s as follows: “Y our offer received 
and accepted. Ship v ia R. F . and P. R. 
R.” P rio r to receipt of th is le tte r W il­
liam s w ires Robins: “Our offer today 
w ithdrawn, apples sold to others.” 
Robins sues W illiams fo r breach o f  con­
trac t. Judgm ent fo r whom and why?
(3) (a) Doe, a  s tree t car conductor, 
throws Roe violently from  the s tree t car 
because Roe refused to pay his fare, 
claim ing he had already paid it. Roe 
sues the S treet C ar Company and proves 
he had actually paid his fa re  and th a t he 
was injured by his fall. Judgm ent fo r 
whom and w hy?
(b) L ater on the above tr ip  Doe, the 
conductor, sees Johnson on the sidewalk. 
Johnson and Doe were on bad term s so 
Doe jum ps from  his car and gives John­
son a  sound beating, in juring him se­
verely. Johnson sues the S treet Car 
Company. Judgm ent fo r whom and why ?
(4) J . R. Long le t a  contract to the 
A. B. C. Corporation fo r the erection of 
a  warehouse. D uring the construction of 
the building the A. B. C. Corporation be­
came unable to pay its  sub-contractors. 
The sub-contractors were unwilling to 
perform  the ir contracts unless they were 
assured of the ir pay. U nder these cir­
cum stances Long sent a  circular le tte r 
to all the  sub-contractors to the effect 
th a t he would pay th e ir  bills aga inst the 
A. B. C. Corporation. The sub-con­
tractors, relying on th is le tte r  bu t w ith­
out notifying Long completed th e ir  con­
trac ts  and sent him  th e ir  bills. These 
bills am ounted to more than the contract
Frederick R. Coyle, C. P. A., an­
nounce the dissolution of the firm 
of Delin & Coyle. Each will con­
tinue in the general practice of ac­
countancy and tax  consultation a t 
55 W est 42nd Street, New York 
City.
price of the building. Is Long liable fo r  
such excess? Give your reasons.
(5) (a) W hat negotiable instrum ent, 
i f  any, m ust be protested upon dishonor 
in order to  hold persons secondarily 
liable?
(b) When, if  ever, is the drawee bank 
liable to  the payee of a  check?
(6) A negotiable note is made by Cur­
ran  payable to Putnam , and is indorsed 
before delivery by Ransom fo r  the ac­
commodation of Putnam . Putnam  then 
indorses the note to  the Mechanic’s 
Bank. W hat is the liability of Ransom 
to (a) the bank; and (b) P u tnam ?
(7) Paul, Largen and M artin  w ere 
partne rs in  a  m ercantile business which 
became insolvent and a  receiver was ap ­
pointed. The partnership  assets am ount­
ed to $1,000.00, its  liabilities to $2,500.00; 
P aul owned assets valued a t  $2,000.00 
and owed personal debts am ounting to  
$1,500.00; L argen owed personal debts 
am ounting to  $350.00 and had nothing; 
M artin  owned assets valued a t  $1,800.00 
and owed personal debts am ounting to  
$1,500.00. How should the court d istri­
bute the assets upon the indebtedness?
(8) A made a  will in 1904 in which he 
le ft legacies to  his th ree children then 
living, as follows:
B .......................................... $40,000
C .......................................... 50,000
D .......................................  60,000
T o ta l .................... ....  150,000
In 1905 another child nam ed E was 
bom , bu t no change w as made in  the 
will. A ’s wife died in  1920, and in  1927 
A him self died.
A ’s ne t estate, a f te r  the paym ent of 
all debts, executor’s commission, funeral 
and adm inistrative expenses, etc. 
amounted to $240,000, consisting of cash 
and m arketable securities.
How much will each of the children re ­
ceive, if  anything?
(9) (a) W here the  capital stock of a 
corporation ju s t organized has a  p a r  
value of $100.00 per share and 1,000 
shares are sold a t  $75.00 per share, (a) 
w hat en try  would you make to  take care 
of th is difference? and (b) w hat, i f  any, 
is th e  liability  on the subscribers fo r  th is  
difference ?
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(10) (a) W ithin w hat tim e can p re­
ferred  stock be made redeemable by the 
ch a rte r of the corporation?
(b) Nam e two methods by which a 
corporation can change the location of 
its  principal office named in  its  charter.
(c) W hat is the rem edy in  V irginia of 
an aggrieved dissenting stockholder in  
the event of th e  m erger of the corpora­
tion in  which he owns stock, w ith another 
engaged in a  sim ilar business?
(11) A m akes an  application to the 
bank fo r  a  $500 loan and to induce same 
m akes a  willful fraudulen t w ritten  s ta te ­
m ent as to  his financial condition. Being 
unable to pay  the  note when due A be­
comes a  voluntary bankrupt listing  m any 
creditors. Is A entitled to a  discharge
(a) from  the bank’s debt and (b) from  
all of his other debts ?
(12) W hat is the S tatu te  of L im ita­
tions in V irginia on the following:
(a) A sealed instrum ent.
(b) A negotiable note.
(c) An open account.
PRACTICAL ACCOUNTING 
P a rt 1
October 24, 1927, 2 P. M. to  6 P. M. (for 
Problems 1, 2, and 3).
Problem  1
The H. K. Jones Company is a  small 
corporation m anufacturing a  high-gloss 
varnish under a  patented form ula.
I ts  balance sheet December 31, 1926, 
is as follows:
Cash _________________________ $500
Accounts receivable ..................... 2,000
M aterials ________ ___________  2,500
Finished product ........................... 2,000
Form ula ...... ................................... 15,000
22,000
Accounts payable ____ ______..... 3,000
Bills payable ________________  4,000
Capital s to c k --------------------------  10,000
Surplus ______________________ 5,000
22,000
The stock is in  $100 shares and is 
owned as follows:
H. K. J o n e s_________________ 90 shares
Mrs. H. K. Jones (wife) _____ 5 shares
Willie Jones (son) __________  5 shares
100 shares
As creditors are pressing and Jones 
sees he can no t continue w ithout fu rth e r  
liquid capital he takes the m a tte r  up 
w ith Allen Brown, who has some idle 
money, and m akes him the following 
proposition: "Give me personally $2,500 
in  cash; pay off the  notes payable of the 
business and pay $2,000 into the corpor­
ation  treasu ry—for th is I’ll tran sfe r  to 
you 40 of my shares in  the business and 
have issued to you 20 shares of new 
stock, thus giving you a  one-half in te r­
e s t in  it.” Brown accepts.
1. Make a  balance sheet a f te r  com­
pletion of above.
2. Give the profit o r loss of Jones on 
the deal presum ing balance sheet figures 
represent actual value.
PRACTICAL ACCOUNTING 
P a r t 1 
Problem  2
On Septem ber 1, 1926.—The Mayodan 
Mills, m akers of cotton yam s, had been 
idle since the previous January .
Septem ber 12.—They received an offer 
from  Excelsior Hosiery Mills to m ake fo r 
them  600,000 pounds cotton yam s a t  60 
cents per pound fo r equal deliveries Octo­
ber, November, December, January , Feb­
ru ary  and M arch .
They estim ated th a t on the  present 
price of cotton they could make a  small 
profit on th is basis and accepted the 
business m aking firm contract fo r  de­
livery as above specified.
Septem ber 15.—To avoid buying the ir 
whole requirem ents now and to protect 
themselves on m ateria l, they purchased 
through th e ir  brokers in New York fu ­
tu re  contracts as follows:
4 Oct. __(400 bales) a t  20.25 (cts. p er lb.)
4 Dec........(400 bales) a t  20.50 (cts. per lb.)
4 M ar....... (400 bales) a t 20.75 (cts. per lb.)
Cash m arg in  pu t up $500 per contract 
or $6,000.
Septem ber 28.—Bought from  Jennings 
W arehouse Company 500 bales (250,000 
pounds) cotton delivered a t  mill a t  20.60.
October 5.— Sold four October con­
trac ts  a t  21.50 and received proceeds and 
returned m argin less commission of 
$25.00 p er contract.
October 25.— Sold four December con­
trac ts  a t  22.50 receiving re tu rns less 
commission.
December 3.—Bought of Jennings 
W arehouse Company 500 bales (250,000 
pounds) a t  21.00 delivered.
December 31.—This being the end of 
the operating year they w ant the books 
closed. The superintendent reports 600 
bales opened and used to date. The com­
pany concludes to  hold its  M arch fu tu re  
contracts till la ter.
March fu tu res closed December 31 a t 
20.00.
Spot cotton quoted a t  Jennings W are­
house a t 20.00.
Make up journal entries fo r above 
transactions and post showing ledger ac­
counts.
Close above ledger accounts as a t  De­
cember 31 showing balances brought 
down or into w hat accounts closed.
Note (1)—Bales to be figured a t  500 
pounds throughout.
Note (2)—No entries w ith reference to 
delivery of finished product need be made.
PRACTICAL ACCOUNTING 
P a r t 1 
Problem 3
The Brown Investm ent Company was 
formed in 1898 to acquire the  capital 
stock of the Brown C arriage & Buggy 
Company, a  very  old and prosperous 
business. The stockholders w ere the 
same w ith same proportionate holdings 
in  both companies. From  1898 to  1910 
heavy dividends both out of old surplus 
and yearly  earnings were paid to the 
holding company which invested them  
in various liquid securities. In  1910— 
$10,000.00 p a r  value new stock of the 
Brown C arriage Company was issued and 
sold a t p a r  to certain  employees. Up to 
1920 profits w ere made and good divi­
dends paid, bu t since, losses have been 
heavier each year, and a t the close of the 
y ear 1925 i t  was decided to  close up and 
liquidate the C arriage & Buggy Com­
pany.
The balance sheets of the two com­
panies on December 31, 1925, as made 
by themselves are as follows:
Brown Carriage & Buggy Company 
Assets
Power p lan t—land, buildings,
and m achinery ____________  $50,000
M anufacturing p lan t — land,
buildings and m a ch in e ry ___ 100,000
Various cut-over tim ber lands...... 5
Inventories—finished vehicles ... 5 000 
Inventories—M aterial and sup­
plies ........... .................................. 10,000
Inventories—patterns, designs,
etc............................. ............. .........  5,000
Inventories—show-room vehicles 5,000
Accounts and n o te s ............. ......... 20,000
Cash .................................................. 1,000
D efic it........ ......................................  103,995
300,000
Liabilities
Brown Investm ent Co...................  105,000
Capital s to c k ..................... .............. 110,000
Reserve fo r Depreciation—
Power p lan t ______________  20,000
M anufacturing p la n t________  65,000
300,000 
Brown Investm ent Company
Cash .....________________________  $10,000
Bonds and liquid se cu ritie s ........  500,000
Stock in Brown C arriage Com­
pany (par) ------ ------------------  100,000
610,000
Capital stock ............................... . 100,000
Surplus ....... ............ ....... ................ 510,000
610,000
A t the end of 1926 the liquidating com­
m ittee reports the following transactions 
during the year w ith re feren ce  to  Brown 
C arriage & Buggy Company:
(1) Leased the power p lan t to the City 
of Brownville fo r 15 years a t  an  annual 
ren ta l of $3,000.00, a t the end of which 
tim e the city  is to  pay $10,000.00 addi­
tional and the property  is to  be deeded 
to  the  city. Received 1926 rent.
(2) Gave the p lan t buildings and m a­
chinery to  a  wrecking company in con­
sideration of moving them  from  the land. 
Had land appraised by th ree real es ta te  
men—average valuation $20,000.00. Hold­
ing fo r offers.
(3) Sold finished and show room ve­
hicles a t  auction fo r  $500.00. Sold m a­
terials and supplies fo r  $6,000.00. P a t­
te rn s  and designs—W orthless. No sales.
(4) Discovered among papers, auto­
g raph le tte r  to  founder of company from  
Andrew Jackson, ordering a  carriage. 
Sold le tte r  to  museum  fo r  $1,000.00.
(5) Collected accounts and notes $10,-
000.00; Consider $3,000.00 of rem ainder 
good.
(6) Bought in  $10,000.00 capital stock 
owned by employees a t  p a r  as p e r agree­
m ent a t  tim e of decision to  liquidate.
(7) Turned over to  Brown Investm ent 
Company on account $10,000.00.
(8) Have nothing so f a r  to  report as  to 
cut-over tim ber lands.
Assum ing th a t  the  Brown Investm ent 
Company during 1926 had income from  
in terest $30,000.00 and paid expenses 
$12,000, you will m ake up the follow­
ing as of December 31, 1926:
(a) Balance sheet of Brown C arriage 
& Buggy Company.
(b) Balance sheet of Brown Invest­
m ent Company.
PRACTICAL ACCOUNTING 
P a r t 2
October 25, 1927—9 A. M. to 1 P. M.
Problem  4
The Triangle F ertilizer Company m an­
ufactures and sells chemical o r commer­
cial fertilizers fo r staple crops. As one 
of the principal ingredients of chemical 
fertilizer is acid phosphate, th is company 
also m anufactures th is commodity, p a r t  
of which goes into its  own fertilizers and 
p a r t is sold to other m anufacturers.
The accounting system  is so arranged 
th a t the cost of producing both fertilizer 
and acid phosphate m ay be obtained from  
the books. To th is  end th ree ledgers are 
kept, viz:
(1) Acid Phosphate P lan t Ledger—In 
th is  is kep t all accounts re la ting  to the 
production of acid phosphate.
(2) F ertilizer P lan t Ledger—In  th is is 
kep t all accounts re la ting  to  the produc­
tion of fertilizer.
(3) General Ledger—In  th is a re  kep t 
all the asset and liability  accounts (ex­
cept inventories), all the operating ac­
counts not specifically assigned to  p lan t 
ledgers and the  balances on all reserves. 
The p lan t ledgers a re  represented by 
single accounts on the  general ledger, 
which accounts serve as controls of the 
p lan t ledgers.
On Jan u ary  1 ,  1927, you a re  requested 
to  m ake up fo r  th is  company as of De­
cember 31, 1926, the  following:
(1) S tatem ent of assets and liabilities 
as a t  December 31, 1926.
(2) O perating statem ent fo r year 1926.
(3) M emorandum of average cost fo r 
period of producing—
(a) One ton acid phosphate ready fo r 
use or sale.
(b) One ton  fertilizer ready fo r sale.
You have available the tr ia l balances
of the th ree ledgers as of December 31, 
1926, s ta tem ent o f inventories a t  Decem­
ber 3 1 ,  1926, and sundry da ta  as to  m eth­
ods and practices peculiar to th is com­
pany and th is industry. You will accept 
these m ethods in your work.
The above available inform ation is 
given herewith; from  i t  you will prepare 
the statem ents requested.
Acid Phosphate P lan t Ledger 
Inventory raw  m ateria l (1-1-26) $5,000
Raw m aterial rece iv ed ....... ____  47,100
Labor _______________________  10,500
Power ________ _____ ______ ___  4,500
Expended fo r  r e p a ir s ..................  2,000
Taxes paid on acid phosphate
p lan t ----------------------------------  1,000
Insurance paid on A. P. plant...... 1,000
71,100
General ledger ......... ..................... $71,100
71,100
On hand December 31st—
Raw  m aterial (a t cost)...... $11,500
Acid phosphate delivered to
fertilize r p l a n t ................... 8,000 tons
Acid phosphate delivered on 
sales orders ___________  2,000 tons
Acid phosphate on hand December 31st— 
none. On hand Jan u ary  1st, 1926—  
none.
F ertilizer P lan t Ledger
Inventory —  Sundry m aterials
(1-1-26) ______________..____  $20,000
Sundry m aterials rece ived_____ 189,000
Inventory — Acid phosphate
(1-1-26) ___________________ None
Acid phosphate received (8,000
tons) .......____________________
Labor—M ixing and stocking __ 9,000
Labor—Screening and bagging... 6,000
Power—Mixing and s to c k in g __ 3,600
Power—Screening and bagging... 1,500
Expended fo r r e p a i r s --------------  5,000
Taxes on fertilizer p lan t p a id __ 3,300
Insurance on fertilizer p lan t paid 1,650
239,050
General le d g e r ...........................  $239,050
239,050
On hand December 31st—
Sundry m aterial ( a t  cost) $6,000
Acid phosphate ---------------  1,000 tons
Mixed and stocked goods.... 3,000 tons
(None on 1-1-26)
Screened and bagged goods... None 
(None on 1-1-26)
Mixed and stocked during
year __________________  18,000 tons
Screened and b a g g e d -------  15,000 tons
General Ledger
Acid Phosphate P lan t—
Buildings _________________  $20,000
M achinery _________________  54,000
F ertilizer P lan t—
Buildings __________________  25,000
M achinery _________________  41,000
P lan t lands _______ ___________  10,000
F urn itu re  and f ix tu re s ________  4,000
Cash -------------------------------------- 10,000
Accounts receivable __________  80,000
Selling expense ______________  20,000
General and adm inistrative ex­
pense ------- ---------------------------  12,000
Superintendent of m anufactur­
ing  sa lary  _________________  4,000
F actory  office expense ________  6,000
General office expense ________  10,000
In te res t p a id _________________  8,000
Acid phosphate p lan t le d g e r __ 71,100
F ertilizer p lan t le d g e r________  239,050
614,150
Accounts p a y a b le____________  $20,000
Notes payable -----------------------  100,000
Sales — F e r ti l iz e r____________  300,000
Sales acid phosphate ..._________  17,000
Reserves fo r Depreciation—
Acid Phos. Bldgs. (1-1-26) ...... 2,000
Acid Phos. Machy. (1-1-26)__ 14,000
F ertilizer P lan t (1-1-26) ........  5,000
F ertz . Machy. (1-1-26) .........  6,000
F urn itu re  and fix. (1-1-26)__ 1,000
Reserves fo r Repairs—
On Acid Phos. P lan t (1-1-26) 8,000
On F ertz. P lan t (1-1-26) ........  2,000
Capital stock _______________  100,000
Surplus .......................... .................  39,150
614,150
Sundry D ata
(1) The two p lants are  under one 
superintendent and all details of pay­
roll, form ulating, etc. are handled in 
one factory  office situated between the  
p lants, otherwise all operations are  sepa­
rate . The company considers th a t  34 
per cent of the superintendent and fac­
to ry  office burden is allocable to  acid 
phosphate, the  rem ainder to fertilizers.
(2) In  the fertilize r p lan t the  product 
goes through two successive processes; 
first, the  raw  m aterial is milled and 
stocked in  piles, second, the stocked m a­
te ria l is screened and bagged. Some 
tim e m ay elapse between the operations, 
the second being applied only when 
goods ar e to  be shipped out.
(3) In  order to equalize repa ir charges 
over the years 30 cents per ton is se t up  
as a  reserve fo r repairs in  the acid phos­
phate p lan t fo r each ton made and con­
sidered as an item  of cost. Actual ex­
penditures fo r  repairs are  to be charged 
to the reserve so created. The reserve 
en try  is to be m ade a t  the end of each 
year.
The same method is used in the  fe r ti­
lizer plant, the ra te  being 10 cents fo r  
each ton p u t through each process or 10 
cents per process per ton.
(4) Depreciation ra tes are:
Acid Phosphate Buildings — 3 per cent 
Acid Phosphate M achinery 10 p er cent
F ertilizer B u ild in g s------------  5 per cent
F ertilizer M achinery ---------  5 p er cent
F u rn itu re  and F ix tu re s _____ 10 per cent
(5) In  case i t  becomes necessary to  
p ro ra te  any  charge or burden between 
the  two processes in  the fertilize r p lan t, 
i t  is to be done on tons per process basis; 
the charge per ton  being considered equal 
fo r  each process.
(6) General and adm inistrative ex­
pense and general office expense will not 
in  th is  problem be considered as elements 
o f production.
THEORY OF ACCOUNTS
October 25, 1927—2 P. M. to  6 P. M.
Answer all Questions.
Do N ot R epeat Questions But Designate 
Them by Numbers and Letters.
1. (a) D istinguish between repairs and 
renew als and additions.
(b) U nder correct accounting proced­
ure to w hat accounts should each be 
charged on the  books?
(c) H as incorrect accounting in respect 
of any of the  foregoing any effect upon 
th e  accuracy of the depreciation ra te  or 
the  adequacy of the depreciation re ­
serve? I f  so, explain fully.
2. S tate the position on the  balance 
sheet a t  December 31, 1926, of the fol­
lowing item s and your reasons fo r such 
classification:
(a) Notes receivable discounted.
(b) Sinking fund reserve (all bonds 
hav ing  been retired ).
(c) D eferred operating expense.
(d) Prem ium  on capital stock sold fo r 
cash.
(e) Serial note issue m aturing  Sep­
tem ber 30, 1927, 1928, and 1929.
(f)  Unam ortized bond discount and 
expense.
(g) Investm ent in stock of subsidiary 
corporations.
(h) Funds fo r redemption of bonds.
(i) Unexpired insurance premiums 
(policies expire th ree years from  Sep­
tem ber 30 1926).
(j)  Claim vs. U. S. Government fo r  re­
fund of U. S. income and excess profits 
tax es and in terest.
3. A corporation insures the  life of one 
o f its  officers on the s tra ig h t life plan, 
and  the policy has a  cash surrender value 
a t  the end of the  th ird  year. (a ) W hat 
en tries should be m ade during the first 
fou r y ears?  (b) I f  the officer dies a t  the 
end of the  fifth year, w hat en try  o r en­
tr ie s  should be m ade on receipt o f the 
principal from  the insurance com pany?
4. Is i t  proper under any  circum stances 
to  en ter on th e  books fixed assets of a  
going concern a t  m ore than  actual cost? 
E xplain  fully.
5. A  company uses its  own labor and 
m ateria ls  in  m aking extensive additions 
to  i ts  p lan t a t  a  cost much less than  th e  
con tract price of outside contractors. 
W hat objection, if  any, do you see to  
charg ing  the  im provem ent w ith the  con­
t r a c t  price and crediting profit and loss 
accounts or surplus w ith the  difference?
6. I f  a  corporation purchases its  own 
cap ita l stock a t  m ore or less th an  par,
(a )  How would you handle the  tran sac­
tion on the  books? (b) On the Federal 
ta x  re tu rn ?
7. Smith, Jones and Brown form  a  
partnersh ip  to which Smith contributes 
$50,000.00, Jones contributes $40,000.00, 
and Brown agrees to  m anage the  busi­
ness fo r a  yearly  sa lary  of $6,000.00. 
P artn ers  a re  to  receive in te rest a t ra te  
of 6 per cent on capital invested and 
profits or losses a re  to  be shared on a 
basis of 5, 4, and 1, respectively. A t the 
end of two years the partnership  liqui­
dates and the ne t assets realize $30,-
000.00. No in te rest on capital invested 
has been credited to  the partne rs’ ac­
counts and the partnership  owes Brown 
six m onths’ salary. P repare  statem ents 
showing final distribution to each p a r t­
ner.
8. How should the  following item s be 
handled a t tim e of tak ing  inventory?
(a) Goods ordered b u t not yet received.
(b) Goods received bu t not yet entered
on the books.
(c) Goods held on consignment fo r ac­
count of a  principal.
(d) Goods out on consignment fo r  sale
by an agent.
(e) Goods sold fo r fu tu re  delivery.
9. Define the following:
(a) Corpus.
(b) Income.
(c) Life tenant.
(d) Remainderman.
(e) General legacy.
(f) Specific legacy.
(g ) Executor.
(h) A dm inistrator.
(i) Devise.
(j) Bequest.
10. W hat advantages, if  any accrue 
from  the issue of no-par value stock—
(a) To the stockholder?
(b) To the issuing corporation ?
(c) How would you express the  account 
on the balance sheet when the corpora­
tion has a
Deficit ?
Surplus ?
AUDITING
October 26, 1927—9 A. M. to  1 P. M.
A nsw er all Questions.
Do N ot R epeat Questions, B ut designate 
Them by Num bers and Letters.
1. I f  you w ere engaged to  m ake an  ex­
am ination of a  T ru s t Company doing a  
general banking business as a t  a  certain  
date would you consider i t  necessary to  
verify  the revenue and expense accounts, 
i f  so, to  w hat extent and w hat procedure 
would you follow? W hat exhibits and 
schedules would you ordinarily subm it 
w ith your report covering th e  exam ina­
tion as a  whole?
2. (a ) W hat verification would you 
m ake of the accounts usually  included 
under the  heading “F ixed P roperties?” 
Would you consider a  deed to  the  prop­
e rty  conclusive evidence of ownership? 
Explain fully.
(b) The president of a  m anufacturing 
corporation fo r  whom you have installed 
a  cost system  m akes th is statem ent to 
you:
“We have ju s t closed our books for 
the first six m onths on th e  basis of the 
system  installed by you and are  sur­
prised to  note th a t we have not been 
getting  the production anticipated. The 
units produced fa ll f a r  short of our esti­
m ates, and there  appears to  be a  defici­
ency in  the w ork in process and factory 
m aterial. W e do not feel th a t the sys­
tem  is a t  fau lt, bu t fe a r  th a t the results 
are due to our lack of understanding as 
to the  proper handling of the accounts 
o r to some other cause.” You are  re­
quested to  m ake a  thorough investiga­
tion of the  accounts (business) and re­
po rt your findings. Submit your report.
3. In  m aking a  balance sheet audit 
you a re  given by the  bookkeeper s ta te ­
m ents of all creditors’ accounts standing 
open on the books. Would you consider 
these sa tisfactory  evidence as to  the cor­
rect liability  in  respect of accounts pay­
able ? Explain fully. W hat would your 
a ttitude be if  you found th a t a  m ajority  
of the accounts receivable had been set­
tled by note, bu t no en try  had been made 
of the  note o ther than  a  memorandum 
on th e  custom ers’ account?
4. S tate  the  various classes of taxes 
levied by the Federal, S tate  (Virginia) 
and local governm ents th a t you would 
expect to  find paid in  m aking an audit 
of (A ) A la rge m anufacturing corpora­
tion. (B) A  m erchant. Of those named 
F — C P A  —
by you, which require the  filing of a  re ­
tu rn  by the  taxpayer?  Would you con­
sider a  cancelled check a  proper receipt 
fo r  the  paym ent of these taxes ? Why ?
5. Outline a  system  of accounts fo r a 
m unicipality. Show the correlation of 
the  accounts of the  various officers and 
provide a  system atic in ternal check be­
tween them .
6. In  an  aud it in  which you are  en­
gaged you find th a t th e  accounts receiv­
able and accounts payable a re  kep t in 
one controlling account, which shows a 
debit balance of $15,000.00. An analysis 
of the subsidiary ledgers reveals the fol­
lowing:
Accounts Receivable—
C u s to m e rs_________ $40,000
Accounts Receivable—
O fficers____________  5,000
Debit Balances—Credi­
to rs  ----------------------- 3,000
F ire  Insurance Prem i­
um s paid day prio r 
to  audit. Invoices no t
e n te r e d ____________
Capital Stock Subscrip­
tions no t fu lly  paid .
Accounts Payable —
C re d i to r s __________
Unpaid Officers’ Sal­
aries ----------------------
Credit Balances — Cus­
tom ers
1,250
10,000
$35,000
7,500
1,025
Paym ents Received in
Advance fo r Ship­
m ents not yet made..._____________ 725 
Balance ______ _______ 15,000
59,250 59,250
W hat disposition would you m ake of 
these item s and how would you tre a t 
them  in a  balance sheet?
7. W hat responsibility attaches to  an 
audito r in respect of the following:
(a) Inventories, as follows:
Merchandise—R etail Store.
Raw M aterial.
W ork in Process.
Finished Goods.
(b) Salaries and Payrolls.
(c) Depreciation.
8. A corporation decides to make an 
appropriation from  its  surplus profits fo r  
the am ount of a  perm anent investm ent 
in property. W hat in your opinion would 
be the proper accounting record to  make 
thereof? Would you consider th is  pro­
cedure necessary, o r of any advantage, 
in  a  transaction  of th is  natu re ?
9. In  beginning an  audit you find th a t 
th e  tim e allotted you in  which to render 
your report is lim ited and th a t an  ex­
haustive exam ination is impossible in  the 
circumstances. You are  requested, how­
ever, to  go as f a r  as you can and to cover 
those points you consider m ost im port­
an t. S tate how you would proceed with 
th e  audit and to w hat particu lar features 
would you direct your attention. W hat 
qualifications, if  any, would you make 
in  your report?
10. Define and sta te  the scope of a:
(a) Balance Sheet Audit.
(b) Complete Audit.
(c) Continuous Audit.
(d) Cash Audit.
STATE BOARD NEWS
Illin o is
Director Shelton of the Depart­
m ent of Registration and Educa­
tion appointed on October 21 the 
Board of Examiners to  handle ap­
plications for licenses to practice 
public accounting in the State of 
Illinois. I t  is required th a t this 
board consist of one certified public 
accountant, one uncertified public 
accountant and one attorney. Those 
appointed were: F. B. Andrews, C. 
P. A., Chicago; Ernest S. Rastall, 
Rockford; J. V. McCarthy, a tto r­
ney a t law, Elgin. While the 1903 
A ct authorizing the issuance of C. 
P. A. certificates is still in force 
perm itting all who desire to take 
the  S tate Board examination to 
continue to do so, th a t Act did not
give to any individual a specific 
righ t to practice. The law of 1927, 
on the other hand, restricts practice 
to those who have registered with 
the Board. Therefore, Certified 
Public Accountants as well as pub­
lic accountants who are in practice 
are obliged to make the annual 
registration.
Wisconsin
The Wisconsin State Board of 
Accountancy announces the exami­
nation for the Certified Public Ac­
countant certificate to be held on 
November 9, 10 and 11, 1927, a t 
Milwaukee.
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PROFESSIONAL HALL MARKS
OUR cover quotation this month is from an ad­dress delivered a t the meeting of the National 
Council of the Chamber of Commerce of the United 
States of America, a t West Baden Springs, Indiana, 
on October 17, 1927, by Edwin B. Parker, the Chair­
man of the Board.
The public accountant is rapidly measuring up to 
the professional standards therein enumerated. 
Schools of business administration, fostered by State 
universities, are furnishing the prospective account­
ant with a much better educational background than 
he has heretofore had.
A realization th a t successful State organizations, 
with sub-district or city chapters, are absolutely es­
sential for the proper development of the group spirit, 
is the basis for the special interest which The Ameri­
can Society is taking in such organization work a t 
the present time.
Not only national organizations but State societies 
of accountants and State boards administering ac­
counting laws, are formulating standards and precepts 
for public accountants, both certified and registered.
Prominent in all such standards is the principle 
th a t the public accountant is no longer simply the 
servant or the employee of his client, but th a t a t all 
times he m ust recognize th a t the public is interested 
to as great an extent and sometimes to a greater 
extent than the client in having the facts, as it  sees 
them, presented in a clear, logical and accurate man­
ner so th a t i t  may accept his statements and reports 
with the assurance th a t they are absolutely reliable.
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THE PRESIDENT’S COLUMN
IS IT THE ACCOUNTANT’S OWN FAULT THAT 
HIS SERVICES ARE NOT MORE HIGHLY 
VALUED?
HIS is the story of an actual case.
There is a  municipal corporation which 
spends over $10,000,000 a year and pays less than 
$400 for its annual audit. E ight years ago this same 
corporation was spending only $1,000,000 a year and 
was paying $2,500 for its annual audit.
This municipal corporation is required by law to 
ask for bids upon its audit. Competitive bidding has 
cut the price from $2,500 to less than $400 in spite 
of the fact th a t the annual disbursements have in­
creased more than ten-fold.
When bids were requested recently a partner in 
one of the accounting firms which had been asked to 
quote on the work called on the chief executive of this 
municipal corporation and told him th a t while his firm 
would be glad to do the work, yet he did not see th a t 
there was any use for him to continue filing bids year 
afte r year when the price a t which the work was 
awarded was so ridiculously low. In the course of his 
remarks he said :
“You can’t  begin to get a real audit for $400. I t is 
worth more than th a t simply to construct the audi­
to r’s report, without making any verifications w hat­
soever. Your audit is worth nothing to you except 
th a t in the report which is furnished you have a re­
arrangem ent of figures which you have yourself com­
piled. You should be paying a minimum of $5,000 
a year if you want an audit of any real value.”
The reply came as quite a shock to  this accountant. 
And it may be a shock to many other practitioners. 
He said:
“You’re right. We realize the tru th  of what you 
are saying. We should like to pay $5,000 a year or 
more than $5,000 a year if necessary to get a real 
audit. But you accountants won’t  let us. We have 
to ask for bids, and when eight bids out of twelve are 
for legs than  $800, and only one of the  twelve for
over $2,000, we are helpless. We wouldn’t  dare to 
accept one of the higher bids. The public would be 
sure th a t there was a rake-off in it  somewhere. So, 
knowing th a t the audit can’t  be worth anything any­
way, we simply take the lowest bid, pay the bill and 
forget it.
“It is all the fault of the accountants, and you your­
self are almost as guilty as any of the rest. You 
come here and tell me th a t we should be paying over 
$5,000 for this work and yet your own bid last year 
was only $1,200. We want a real audit and are will­
ing to pay for it, but the accountants themselves put 
us in a position where we can’t  buy it.”
That is the story. And from it can we not formu­
late a t least one reason why the accountant’s services, 
are not always valued as highly as perhaps they
might be? PAUL W. PINKERTON,
President.
HORSE SHOES
A  BAR of iron is worth but a few dollars. When made into horse shoes its value increases to 
several hundred dollars; when converted into cutlery 
it becomes worth thousands of dollars; when con­
verted into watch springs its value again increases 
tenfold and it is valued a t tens of thousands of dol­
lars ; and when made into delicate surgical and dental 
instrum ents its value may become hundreds of thous­
ands of dollars.
Bookkeeping is the bar of iron with which we all 
work. When we convert it into balance sheet 
audits and ordinary accounting services, we are tu rn­
ing our bar of iron into “horse shoes” ; when we go 
into special cost work or similar specialized account­
ing service we are converting our bar into “cutlery” 
and perhaps into the higher valued instruments.
Answering again the oft raised question as to what 
is wrong with the accounting business, we might well 
say th a t we are making too many “horse shoes.” The 
competition in the manufacture of “horse shoes” by 
certified public accountants and public accountants 
has resulted in very unsatisfactory business for many 
accounting concerns. The remedy, as this writer 
sees it, is not in any agreement, as is often proposed, 
for the maintaining of prices, but ra ther the conver­
sion of our bar of iron into “cutlery,” “watch springs,” 
and “surgical and dental instrum ents.”
There is more potential accounting business than 
can possibly be taken care of by several times the 
present number of certified public accountants if the 
thought and attention of accountants generally can be 
directed to the fact th a t there is not only greater pos­
sibilities of service, but much greater financial remun­
eration in doing the more difficult things ra ther than 
hurrying and scurrying to obtain as many “horse 
shoe” jobs as it is possible to get.
FRANK WILBUR MAIN.
RESPECTABLE OCCUPATIONS
Y OUNG men who enter upon the stage of affairs in these days have an advantage over their 
elders in having a fa r wider and more generous range 
of vocations to choose from. Specialization is called 
by many vile names; it is supposed to be a deadening 
thing. But it  satisfies a variety of talents.
Men are born different, and their chances of being 
useful increase in proportion to the number and va­
riety  of occupations available. My son John may have 
made a poor lawyer or m inister in the days gone by, 
but now he has an opportunity to show w hat he can 
do in handling X rays or wireless messages.
Nor is it possible any longer to say th a t this or 
th a t subject is the most respectable, im portant and 
distinguished. In such a complex society as th a t we 
live in, requiring so many trained minds to keep it 
going, i t  is hasty to say th a t any occupation is low­
lier than another. The idea th a t one is more or less 
humble is largely founded upon old prejudices and 
conditions ra ther than upon present realities.
In the past, many activities, though not exactly 
looked down upon, have been regarded as routine, 
taken as a m atter of course, dismissed with such ad­
jectives as “mere”—as, th a t is a “mere bookkeeping 
entry.”
But with the extraordinary expansion of business, 
the subdivision of ownership through the sale of cor­
porate stocks, the severance of ownership and control, 
and the great investment of fixed capital, accounting 
comes into a prominence and significance th a t can­
not be denied.
A t a meeting of the American Association of Uni­
versity Instructors in Accounting, Henry Rand H at­
field arose to a historical defense of accounting. He 
began by saying th a t contempt for his subject is not 
confined to university circles, but is well-nigh univer­
sal. I t is evidenced by ignorance, by condescension 
toward its devotees, by their exclusion from polite 
literature. The products of accounting are displayed 
neither in the salon nor in the national academy; one 
finds it discussed by neither realist, idealist nor phe- 
nomenalist.
“The contempt for accounting is clearly shown by a 
constantly repeated phrase, to me the most exacer­
bating because of the combination of ignorance and 
supercilious condescension—‘a mere bookkeeping en­
try .’ One m ight as well say, ‘That is a mere algebraic 
equation,' or a ‘mere axiom.' Mere tru th , mere fact, 
mere sanctity, mere virtue. Of course, one may make 
a mistake in bookkeeping, ju s t as one may lie either 
in Greek or in German, but th a t m erits some adjec­
tive more invidious than  ‘mere.' ”
Yet accounting locates responsibility, prevents 
fraud and determines profit. This last process alone 
is extraordinarily difficult.
The accountant is expected, as Dean Hatfield says, 
to chop an economic continuum like a business up into 
arbitrary and meaningless lengths called years, and 
to apportion to each year a proper part of the cost of 
a building which will last th irty  years, of a machine 
which will last twenty years, and of a stock of coal 
which will last four months.
Accounting is not new; i t  is very old. But it still 
suffers a little from the stigma th a t formerly a t­
tached to all trade. There are those who would say 
th a t fa r  from trade or business being looked down 
upon in this country today it, together with all its 
guides and adjuncts, of which accounting is one, is 
placed upon the throne.
The question is more concerned, however, w ith 
academic standing and scientific approval. On th is 
score values m ust slowly change. The accountant need 
not worry. W hether the older schools of learning 
like it or not, the te st of respectability of an occupa­
tion, be it within or without the academic shades, is 
increasingly becoming one of its usefulness.
(Editorial in S aturday Evening Post, A pril 16, 1927.)
 ROWING UP-STREAM
L EWIS E. PIERSON, the President of the United States Chamber of Commerce, stated not long 
ago th a t doing business these days was like rowing 
a boat up-stream. This applies equally to professions.
The certificate of Certified Public Accountant is too 
often considered the end of scholastic and intellectual 
work rather than  the foundation upon which inde­
pendent intellectual research work can rest. The re­
sult of this attitude is w hat should naturally be ex­
pected, namely, keen disappointment. Many a young 
man has felt th a t the obtaining of the certificate was 
not an open door, but an escalator to great financial 
success. Because this did not follow, it is but natural 
th a t such certified public accountants should seek 
other means of lifting themselves by their own boot 
straps. One of the favorite means has been the adop­
tion of a code of ethics. Many of these codes in their 
restrictions upon publicity and sales efforts have no 
more moral justification than the practices of certain 
of our reactionary trade unions. This is not said in 
criticism of all trade unions, as many trade unions 
have served, and are still serving, a useful place in 
certain industries.
There is only one way by which the young certified 
public accountant can make genuine progress and th a t 
is by rowing up-stream. There is only one way th a t 
The American Society can make genuine progress, and 
th a t is by rowing up-stream. While the progress of 
the Society has been phenomenal, if it  rests  on its 
oars, down-stream it will go. This is equally true of 
State Societies. The reason th a t most State Societies 
amount to so little is because there is too little hard 
rowing and too much resting on the oars.
FRANK WILBUR MAIN.
Regulatory Legislation
A T the Pittsburgh meeting J. S. M. Goodloe of New York 
presented a paper before the Rep­
resentatives on this subject and at 
the Friday afternoon session con­
siderable discussion was had with 
reference to resolutions presented 
by Harold B. Barnett of New York. 
In our November issue we printed, 
on pages 324 and 327, respectively, 
the resolutions as introduced and 
also as passed afte r several amend- 
ments. Much of the discussion re­
lated to points which were irrele­
vant to the underlying principles, 
and had to do with various sug­
gested phraseologies and parlia­
mentary motions.
Herewith is presented a resume 
of the points developed in the dis­
cussion :
The first suggestion was to the 
effect th a t during the past th irty  
years all legislation had centered 
around the terminology, “certified 
public accountant,” although the 
earliest organizations were of pub­
lic accountants without any special 
designation. Legislation was a m at­
te r of State control and the neces­
sity for or even value of regulatory 
legislation would not be the same 
within every State.
The second pronouncement was 
to the effect th a t the Society had 
stated one of its objects to be “to 
assist Government authorities in 
regulating the public practice of 
accounting to the end th a t it may 
become a legalized profession.” It 
ceases to be a profession when it is 
commercialized and degraded to 
the basis of the sale of clerical 
service. Already several States 
have adopted regulatory legislation 
to the benefit of the public as well 
as the profession.
The th ird  point made was th a t 
legislation itself was not a cure-all 
for all evils. Many individuals feel 
th a t by passing a law they can 
“pass the buck,” and their respon­
sibility is ended. The time to study 
any problem is prior to action 
ra ther than  following it.
One of the proponents of the 
resolution, living in New York, ar­
gued th a t New York had a peculiar 
problem in th a t they had account­
ants from every State in the Union, 
as well as from every foreign coun­
try, practicing there and th a t un­
der the various term s by which 
they designated themselves there 
was represented a greater varia­
tion in ability and reliability than 
would probably be found in any 
other State. No one organization 
was in such a commanding position 
of influence as th a t it could be 
truthfully said to represent the ac­
counting group as a whole. I t was 
also affirmed th a t the policies of 
accounting organizations and legis­
lation thus fa r  had been deter­
mined by representatives of Eng­
lish firms or w hat have been desig­
nated as “chain store accountants.” 
That situation can only be cured, 
so fa r  as New York is concerned, 
by complete regulatory legislation, 
and New York, by reason of its im­
portance in the business and ac­
counting world is of importance to 
the entire United States. Because 
New York is the financial center 
of America, the accounting situa­
tion is controlled from New York 
City, and the accounting situation 
in New York City is controlled 
from Great Britain and Scotland.
Another speaker felt th a t the 
business interests of the country 
a t large were not sufficiently fa­
miliar with the fact th a t certified 
public accountants have demon­
strated their ability by means of 
examination tests. Business inter­
ests have been imposed on, wil­
lingly of course in most instances, 
by reason of their desire to  con­
sider the size of the fees demanded 
ra ther than the quality of service 
rendered, and any type of legisla­
tion which will regulate all practic­
ing public accountants will benefit 
the public.
Another speaker expressed the 
fear th a t the adoption of such a 
resolution a t any time would be 
taken as an endorsement of the 
idea th a t an immediate effort 
should be made in every State to 
secure regulatory legislation, 
whereas legislation th a t is in ad­
vance of a public sentiment which 
will support it is not only inad­
visable but, as a rule, unwise. Time 
is a necessary element in the de­
velopment of sentiment which is 
essential to the successful admin­
istration of laws of any form and 
even though a  general principle 
may be agreed upon, it should not 
be established under such condi­
tions as will embarrass any partic­
ular section of the country.
INTERNATIONAL ACCOUNT­
ANTS’ CONGRESS
In connection with the World 
F air a t Saint Louis, Missouri, and 
under the auspices of the Federa­
tion of Societies of Public Account­
ants in the United States of Ameri­
ca, a Congress of Accountants was 
held in September of 1904 a t which 
representatives were present from 
sixteen States, England, Holland 
and Canada.
Under the original auspices of the 
Netherlands Institute of Account­
ants, endorsed by the accounting 
organizations of several other 
European countries, an Interna­
tional Congress was held a t Am­
sterdam in July of 1926, with rep­
resentatives present from seven­
teen countries.
The United States was repre­
sented by the following delegates: 
The American Society of Certified 
Public Accountants: John T. Mad­
den (also New York University), 
T. Coleman Andrews and Adolphe
R after; American Institu te of Ac­
countants: A. S. Fedde, J. M. Gil­
christ and Wm. E. Seatree; N at­
ional Association of Cost Account­
an ts: Wm. S. Kemp; Columbia 
University, Robert H. Montgomery 
(also New York State Society); 
New York University, J. Anton de 
H aas; H arvard University, George 
Fred Doriot.
Colonel Montgomery presented a 
paper on “Legislation for the Pro­
fession.” Dean Madden presented 
a paper on “Education for the Pro­
fession.” Professor de Haas pre­
sented a paper on “Standard Costs 
As a Basis of Management and In­
dustrial Control,” and Mr. Kemp 
presented a paper on “Budget and 
Predeterm ination of Cost.” Profes­
sor J. M. Clark of the  University 
of Chicago, had prepared a paper 
on “Valuation for the Balance Sheet 
and Profits” which appears in the 
Proceedings, although he was not 
present.
Colonel Montgomery represented 
the American delegates in respond­
ing to the Address of Welcome, and 
by proposing a  toast a t the Ban­
quet. T. Coleman Andrews and A.
S. Fedde, each, presided a t one of 
the sessions.
The representatives, fifty-five in 
number, a t a meeting held on July
6, discussed the question of future 
international congresses and the 
functions of provisional chairman 
and secretary were, on request of 
the representatives, assumed by 
Messrs. van Dien and Frese.
The following le tter was received 
in June, 1927, from the provisional 
officers:
In ternational A ccountants Congress, Am­
sterdam  1926. U itvoerend Comite.
S ecre tariaa t: H eerengracht 477.
A m sterdam , 3rd June, 1927. 
The Secretary
The A m erican Society of Certified Public
A ccountants
Woodward Building 
W ashington, D. C.
D ear S ir:
A t the m eeting of the  Ju ly  6th, 1926, 
held a t  the tim e of the In ternational Ac­
countants’ Congress, a t  which delegates 
of all the organizations represented a t 
the Congress were present, the question 
has been discussed, as you will rem em ­
ber, w hether i t  is desirable to form  an 
organization in order to promote the 
holding of In ternational A ccountants’ 
Congresses.
The general opinion of the represen ta­
tives was th a t In ternational A ccountants’ 
Congresses should be held in the fu ture . 
Discussions were held a t full length about 
the elaboration of the idea, bu t the only 
conclusion which was reached w as th a t 
the acting  P resident of the Am sterdam  
Congress and the  Secretary of th a t Con­
gress were requested to give provision­
ally the ir attention to  the m atte r.
F urtherm ore the opinion was th a t the 
congresses should not be held every year 
and th a t the  choosing of the place fo r 
the nex t congress should be fu rth e r con­
sidered.
In  order to pu t into effect the ideas 
which w ere discussed a t th a t m eeting, 
we have communicated w ith The In sti­
tu te  of C hartered Accountants of Eng­
land and W ales and The Society of In ­
corporated Accountants and Auditors in 
London, and we had an opportunity of 
having a  conference w ith representatives 
of the Councils of those societies on No­
vember 4th last.
A t th is  conference the  opinion, th a t 
the holding of annual congresses was not 
desirable, w as confirmed. A period of 
a t  least th ree years between the first 
and the second congress was considered 
short enough. The nex t congress would 
therefore come off in th a t case in 1929 
or 1930, bu t although England is in our 
opinion the  rig h t country fo r the next 
congress, there is th is  objection th a t the 
Institu te  of C hartered Accountants will 
celebrate its  50 years’ existence in May, 
1930.
We do not know any particulars 
about th is celebration, bu t we under­
stand th a t the preparations therefo r are 
of such a  comprehensive nature, th a t i t  
cannot be asked of the  English Char­
tered  colleagues to  cooperate a t about 
the same tim e in the organization of an 
In ternational A ccountants’ Congress.
Besides, i t  w as well remembered a t 
the m eeting in London how the Ameri­
can delegates appeared to be particu­
la rly  keen on holding the next congress 
in the United States.
All th is leads us to  the question 
w hether i t  is not desirable to  find out 
w hether the American colleagues wish 
to  receive the nex t congress. Should 
this be the case, i t  would have to be 
considered fu rth e r  in w hat m anner the 
invitations fo r th a t congress should be 
sent out and how the preparations there­
fo r should be undertaken.
We are of opinion th a t i t  would not
be well to give any suggestion in th is 
m a tte r  and confine ourselves to  inform ­
ing  you of w hat has happened so fa r , in 
the hope th a t you m ight be able to  make 
some more definite propositions in  the  
m atter.
We need not say th a t we are prepared 
to  cooperate in  every way to bringing 
about the  nex t congress. We place our 
records and also our services w ith pleas­
ure fo r disposal fo r  such purpose and 
hold ourselves particu larly  available to 
give inform ation concerning the question 
which Societies in  the European coun­
tries ought to be invited to th a t Con­
gress. Our experience furnishes us w ith 
sufficient data to know which societies 
in  the  different countries come into con­
sideration fo r receiving an invitation.
This le tte r  is addressed to:
The A m erican Institu te  of Accountants 
and The Am erican Society of Certified 
Public Accountants.
We should be much obliged to receive 
your communications on th is subject a t  
your earliest convenience, and we re­
main, dear sir, w ith kindest regards, 
Yours sincerely,
(Signed) E. van  Dien,
President. 
(Signed) G. W. FR ESE,
Hon. Secretary.
A t a meeting of the Board of 
Directors held December 2, the  
President was authorized and di­
rected to appoint twenty-one mem­
bers as a Committee of The Ameri­
can Society of Certified Pubilc Ac­
countants to cooperate with com­
mittees from other national ac­
counting organizations and to en­
courage the interest and coopera­
tion of S tate societies in the organi­
zation and holding of an Interna­
tional Congress of Accountants in 
America a t such time, place and 
under such conditions as a  general 
committee appointed by the com­
mittees of all such organizations 
as are cooperating therein, shall 
determine.
A meeting will be held Friday, 
December 30, 1927, a t ten o’clock 
in the Chamber of Commerce of 
the U. S. A., Washington, D. C., a t 
which time the committees of these 
organizations will give considera­
tion to the plans for the Interna­
tional Congress of Accountants 
which it  is hoped may be held in 
the United States in 1929.
T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T December
Notes on Taxation in Alaska
THE pioneer is  versatile, neces­sarily ; from him we may ex­
pect new ideas, and new ways of 
applying old ideas. When we turn  
our attention to tax  administration 
in the “last great frontier” we 
meet only one disappointment in 
this regard, and th a t is th a t the 
Federal laws and regulations af­
fecting Alaska have hampered the 
free choice of her legislators in 
building her tax  system and trying 
out the various methods of secur­
ing revenue.
When the Organic Act was 
passed by Congress in 1912, the 
newly established territorial gov­
ernment found itself extremely lim­
ited in its powers. No funds were 
in the treasury, and no debts could 
be contracted. The Federal gov­
ernment had a skeleton form of or­
ganization in the territory, consist­
ing of a  Governor, a Lieutenant- 
Governor (Secretary), four district 
courts, with their judges, commis­
sioners and marshals, and the usual 
number of Bureau organizations 
which, being common to most 
states, would need no discussion 
here but for the fact th a t some 
98% of the area of Alaska was and 
is untaxable Federal property, ad­
ministered by such bureaus.
As a m atter of course, the funds 
derived from this property went 
into the Federal treasury. A por­
tion, consisting of receipts from 
forest areas, found its way into the 
“Alaska Fund” which was devoted 
to roads and schools; other collec­
tions imposed by a general “busi­
ness license tax” were either paid 
over directly to municipal officers 
by the collecting agencies, or dis­
bursed through Federal funds sim­
ilar to the Alaska Fund. Still 
other sundry revenue, including 
immense returns from th e  Pribilof 
seal Islands, went into the general 
fund of the U. S. treasury, and no 
effort seems to have been made to 
compare Federal income thus de­
rived in Alaska with Federal ap-
By JOHN E. MEALS, C. P . A. (A laska), 
Juneau, A laska.
“ * * * bu t the people of the N orth  
have need of liberty, fo r this can best 
procure them  the means of satisfy ing 
the ir natu ra l w ants.”—de Montesquieu.
propriations benefitting the te rri­
tory.
The municipal corporations exist­
ing a t the time of the Organic Act 
were empowered to levy a property 
tax for school and other purposes; 
the Federal business license tax  
collected by U. S. court officials 
within municipal territory  was 
transferred to the municipal offi­
cers, and th is condition still 
obtains.
By the Organic Act, the legisla­
ture is debarred from installing a 
county form of government, and it 
is extremely doubtful if such a gov­
ernment would be practicable in the 
unsettled portions of this vast te r­
ritory. An indication of this is the 
great change in relative population 
in the four divisions—Congress ar­
bitrarily granted each of these di­
visions equal legislative represen­
tation in 1912, when the great 
placer districts of Nome, Fairbanks, 
and Iditarod were in full operation 
and the southeastern Alaska dis­
tric t had relatively few people and 
little development. Today the sit­
uation is reversed; a mere handful 
of people in the Nome district have 
representation equal to perhaps 20 
times their number in southeastern 
Alaska, and the third division—in 
which is the terminus of the Alaska 
Railroad and the railway serving 
the Kennecott ‘mines—contributes 
some 60% of the  total revenue 
while the contributions of the 
fourth division (Fairbanks) are 
less than 10%.
The first legislature adopted the 
expedient policy of making Federal 
officers ex-officio officers of the te r­
ritory. Lacking the mechanism to 
assess a property tax  over the  vast
territory, or to levy upon the Fed­
eral government’s 98% of the land, 
it considered the Federal Business 
License law and imposed new and 
additional taxes on business, occu­
pations and trades; notably a flat 
ra te  case tax on canned fish, an ex­
port tax on f u r ; a tax  on the gross 
business of express, insurance and 
telephone companies; a tonnage 
tax  on domestic ships, and a tax  
of 10 cents a ton on all freight im­
ported or exported.
In addition the poll tax  was es­
tablished, and although regarded 
with disfavor in other jurisdic­
tions, and attended by inordinately 
high-collection costs in its early ad­
m inistration here, has proven uni­
formly productive and efficient, and 
will probably be for some time to 
come a permanent feature of the 
general revenue acts.
The first legislature also con­
firmed the municipal system al­
ready established, created the office 
of territorial treasurer and author­
ized th a t official to receive from 
Federal funds, moneys allocated to 
schools and roads, and previously 
administered by Federal officials. 
Succeeding sessions adopted the 
general policy of the first body, cre­
ating new license schedules in ap­
parent effort to observe some 
equity between the territorial levies 
and those of the unchangeable Fed­
eral tax and, mindful of their diffi­
culty in preserving this balance, 
and considering the unsatisfactory 
manner of collecting these Federal 
taxes, each session memorialized 
Congress to repeal the business 
license tax  and to amend the 
Alaska Fund and similar funds to 
permit the direct beneficiaries of 
the taxes so imposed, to  themselves 
collect and administer the taxes.
For some reason, Congress has 
not seen fit to do this, and the re­
sult is, in the first cas e, a natural 
apathy on the part of Federal offi­
cers toward a tax from which the 
Federal treasury receives no in­
come, and, in the case of the Alaska 
fund and similar funds, an un­
gainly system of transfers and 
accounts.
For example, the municipal au­
thorities may know of cases where­
in the Federal license tax, accru­
ing eventually to the city treasury 
is in default. Notwithstanding, 
they may not bring action as if 
they were directly concerned, but 
must persuade the Federal officer 
to do so, and as the Federal agen­
cies have plenty to do otherwise, 
the collection is apt to  receive luke­
warm attention.
In the case of other funds, it 
m ight be enlightening to trace a 
typical transaction through the 
Forest Reserve fund. A logger 
pays in $100 to the Forest Service 
for stumpage fees; one-fourth of 
this is paid into the Alaska treas­
ury, of which $18.75 m ust be cred­
ited to the road fund, and the other 
25% to the school fund. Under 
cooperative arrangem ents in force, 
wherein Federal officials are ex­
officio territorial officers and 
agents, the $18.75 is transferred to 
the U. S. Bureau of Public Roads 
for administration, and since the 
Bureau is a branch of the Depart­
ment of Agriculture, which also 
sponsors the Forest Service, the 
money returns to its source.
In the case of schools, th a t 25% 
of the Alaska Fund which is de­
voted to schools outside of incor­
porated towns is now paid into a 
fund of the territorial treasury 
with the proceeds of similar Fed­
eral a c ts ; the territory  is therefore 
obliged to give close adm inistra­
tion to a number of funds in order 
th a t these monies of Federal col­
lection may be spent according to 
law.
The territory  has no county gov­
ernments, although municipalities 
levy a property tax  within their 
limits. In order to reach valua­
tions outside of incorporated towns, 
an income tax on mines and fisher­
ies was, early established. The min­
ing tax  was set a t 1%  on net in­
come in excess of $5,000, “net”
being defined as “not including de­
ductions for depreciation, machin­
ery, interest on money borrowed, 
or other taxes,” and the fisheries 
tax, which is still the subject of 
experimentation, was first a flat 
case tax, later a case tax  graduated 
on production, later, and in addi­
tion, 1%  on net income, computed 
on the same accounting basis as 
the Federal income tax, except th a t 
no deduction was allowed for in­
te rest or taxes. In th is connection 
it m ight be said th a t it is the prac­
tice of the canneries to finance 
themselves largely with loans se­
cured by the coming year’s pack, 
and to speak of their labor expen­
ditures, which are largely prepaid 
or contracted for the season in ad­
vance, as “investment” ra ther than 
prepaid costs.
The development of an income 
tax  in the canning industry was 
accompanied by changes in the  oc­
cupational tax, which affected some 
discrimination against the non­
resident fishermen; by the adop­
tion of a  highly progressive case 
tax, and a production tax  on fish 
traps in addition to the base license.
While partially justifiable on the 
“benefit theory” so well enunciated 
by Judge Cooley (“Taxation”), all 
these developments would seem to 
indicate the legislature’s leaning 
toward a policy of attem pting the 
enforcement of sumptuary regula­
tions through the taxing power, on 
the familiar theory th a t “the power 
to tax  is the power to destroy,” and 
as the legality of the tax  has been 
upheld by the appellate courts, the 
future course of the tax  makers 
will be watched with interest. It 
should be recalled th a t the fisheries 
in Alaska are administered by Fed­
eral bureaus, not by the state, as 
elsewhere, and proponents of such 
sumptuary-fiscal legislation justify  
their stand by the argument th a t it 
is their only method of offsetting, 
extending, or otherwise invading a 
Federal administration which they 
feel belongs to  the territory.
A tax  on capital gains patterned 
afte r the  Federal acts, was early 
established and is still in force, al­
though its importance as a  pro­
ducer is negligible.
The Inheritance Tax, first adopt­
ed in 1919, provides a schedule of 
prim ary rates based upon a  trans­
fer of $15,000 or less, and upon the 
relationship of legatee or devisee 
to the testator or donor, for gifts 
“in contemplation” are also tax­
able, although the time element is 
not clearly defined. This prim ary 
ra te  ranges through five classifica­
tions, from 1%  for wife and lineal 
issue to 5%  for strangers to the 
blood. Exemptions are also pro­
vided, ranging from $10,000 for 
wife and lineal issue to $100 for 
strangers, and the excess ra tes for 
values above $15,000 are progres­
sive up to 3½ times the prim ary 
ra te  on amounts over $100,000. 
Trusts susceptible of valuation pay 
when established; estates for life 
or for years are taxed upon crea­
tion whether or not there is pos­
sibility of divestment, and estates 
in expectancy pay a t undiminished 
value when expectation is realized. 
This tax  has been a small revenue 
producer, but its administration, as 
m ight be expected, is universal and 
inexpensive.
The Federal government collects 
a  number of licenses, fees and rates 
local to Alaska, but the territorial 
government has, on the whole, de­
veloped a very practicable and effi­
cient tax  system, considering the 
legal restrictions placed upon its 
legislature, the unusually small 
amount of land in private owner­
ship, and the transient character 
of a great portion of her popula­
tion and industries.
The most serious question is th a t 
of stabilizing the territorial rev­
enue. The fishing industry, pro­
viding some 70% of this revenue, 
is dependent upon natural condi­
tions which cannot be foreseen, and 
is affected by the necessity of en­
gaging and paying labor a season 
in advance without regard to the 
business th a t may develop—this 
because of an insufficient local labor 
market.
In consequence, the revenue from 
this source fluctuates widely from
year to year, the more so because 
of graduated and excess profits 
taxes. Because of several prosper­
ous seasons and because of favor­
able court decisions relating to con­
tested taxes, the 1927 session found 
a  balance of nearly $1,000,000 
available for appropriation. Al­
though Federal officers who are, 
through ex-officio functions, influ­
ential in territorial affairs, do not 
hold th a t this is a dangerous situa- 
tion, one might quote Adam Smith 
and others to the contrary, and 
those concerned with Alaskan fiscal 
affairs might well study the em­
barrassing and costly effects of an 
overly productive tariff in other 
jurisdictions.
While this paper is not concerned 
with expenditures of revenue, it 
m ight be noted th a t high Alaskan 
officials already express grave con­
cern over the rapidly increasing 
cost of pensions and charities.
In effect, however, the roads and 
trails of the territory, together 
w ith the minor experimental proj­
ects of the legislature, are most 
directly affected by the expansion 
and contraction of the revenues, 
and since the Federal government 
makes direct appropriations to 
these same roads and trails, and 
because the utility of such expen­
ditures is generally agreed upon, 
the need for stabilization is based 
more upon the effect of uncertain 
taxes upon the producing indus­
tries, than  upon any fear of extrav­
agant expenditure.
The Alaskan tax system as in­
stalled by her legislators, is based 
almost entirely upon grounds of ex­
pedience; unless and until Con­
gress can be persuaded to properly 
reapportion legislative representa­
tion, to repeal the business license 
tax, and to place the adm inistra­
tion of the Alaska Fund and simi­
lar funds in the hands of Alaskans, 
no great basic improvements in the 
taxing system are possible.
The attempted taxation of m ort­
gages and other intangible evi­
dences of wealth is impracticable 
as well as double assessment ; the
taxes on industry should be relieved 
of their sumptuary effect and put 
upon a stable fiscal basis. These 
things the legislators can do; they 
can also establish a budget, and put 
it in charge of an auditor or direc­
tor, to relieve the treasurer of 
duties and powers inconsistent with 
his office.
The most serious need in tax  
affairs seems to arise from the sys­
tem of electing a complete new 
membership in the House a t each 
biennial session, and the practice 
of delegating territorial functions 
to Federal officials.
I t is the need, among legisla­
tors, officials and voters, of a more 
widespread understanding, and a 
more intim ate acquaintance with 
tax  problems, both in fundamental 
principle and in local application.
SUGGESTIONS FOR LUNCHEON 
GATHERINGS
J. B. Grice, who has been serving 
during the month of November as 
Chairman of the Luncheon Com­
m ittee of the District of Columbia 
Institute of Certified Public Ac­
countants, has furnished a special 
notation each week which has been 
greatly appreciated. We quote two 
of them:
“W hat does ‘M. C.’ stand for? 
You are in error, it stands for 
Mennonite Church. Now w hat does 
‘AAA’ mean? Wrong again, it 
means Amalgama. Well, what does 
‘S. C.’ represent? Sit down!—it 
represents Supreme Court — th a t’s 
three errors in a row for you!
“But what is a ‘C. P. A.,' or what 
does the cryptic symbol mean, a 
client asks you, saying he under­
took to inform himself by reference 
to the tomes of knowledge, and 
found as follows:
Americana—C- P. A. not men­
tioned.
Appleton’s—C. P. A. not men­
tioned.
Britannica—C. P. A. not men­
tioned.
Century—C. P. A. not mentioned.
Chamber’s—C. P. A. not mentioned. 
Collier’s—C. P. A. not mentioned. 
H unter’s—C. P. A. not mentioned. 
International—C. P. A. not men­
tioned.
Nelson’s—“C. P. A.: Chartered or 
Certified Public Accountant.” 
Oxford—C. P. A. not mentioned. 
Putnam ’s—C. P. A. not mentioned. 
Shaw’s—C. P. A. not mentioned. 
Standard—“C. P. A .: Chartered 
Public Accountant.”
W ebster’s—“C. P. A. : Coal Pros­
pecting A rea; Certified Public 
Accountant.”
Worcester’s—C. P. A. not men­
tioned.
“November 8, 1927. This is a  red le t­
te r  day in h isto ry  to all C. P. A.’s; be­
cause exactly 433 years ago today, the 
FIR ST  PUBLIC ACCOUNTANT, F ra  
Lucas Bartolomeo Pacioli, made the first 
audit report to the first client, the Duke 
of Urbino, Guidobaldo I da M ontefeltro. 
Incidentally, he found the old boy 16 du­
cats and 20 florin short in  h is cash and 
2 dishpans and 1 case of ginger short in 
his inventory.”
The second notation drew com­
ment from the daily papers, the 
Evening S tar’s observations being 
as follows:
ACCOUNTANTS OBSERVE 433D AN- 
N IVERSARY
Profession Founded by F ra  Lucas Pacioli, 
Edw ard T yler Says a t Lunch­
eon
The four hundred and th irty -th ird  anni­
versary  of the founding of the profession 
of public accountancy was celebrated a t 
a  luncheon of th e  D istrict of Columbia 
Institu te  of Certified Public Accountants 
held yesterday in  the City Club.
The four-century-old organization was 
fathered by F ra  Lucas Bartolomeo P a­
cioli, and the firs t aud it repo rt th a t he 
made w as a  trea tise  entitled “ Summa 
d’A rithm etica, Geometria, P roportioni et 
Proportionalita,” which embodies the 
principles of accountancy, and an  audit of 
the business of the Duke of Urbino, Gui­
dobaldo I da M ontefeltro, Edw ard Tyler, 
president of the institu te , who presided 
a t the luncheon m eeting, said.
J . B. Grice acted as chairm an of the 
luncheon m eeting, which took the form  
of an  inform al gathering  m arked by the 
absence of speechmaking.
Let me begin by saying some­
thing about the general purposes 
of education; about the function 
which it must serve to account for 
the rapidly expanding popularity 
of all grades of formal education.
The first essential purpose of 
education is, I believe, to pass on 
the experience of those who go 
before to those who follow. There 
is something within us which urges 
us to save our successors as many 
steps as possible and as many 
rough spots as we can. It is that 
something which prompts the par­
ents to deny themselves in order 
to give the children a better edu- 
cation than they themselves had, 
And it must be, I think, the same 
kind of urge which prompts men 
to write textbooks. There must 
be something of that kind behind 
it, because very few college pro­
fessors make any money from their 
textbooks, and the long labor of 
writing a book is not endured 
merely in the expectation of win­
ning undying fame.
The second major purpose of 
formal education, as I see it, is to 
train minds to function smoothly 
and rationally. We must watch 
our terms here. Modern psychol­
ogy is all against the doctrine of 
“training the mind” ; the mind, it 
is said, is not a muscle to be so 
strengthened by one exercise as to 
function strongly in others. In 
other words, we should not study 
mathematics to get training in ac­
countancy ; we should seek our 
training in the field itself in which 
we wish our ability to increase. 
Yet we know that we cannot grow 
intellectually as we should on a 
diet of mathematics alone—or on 
accountancy either, for that mat­
ter. We in accountancy study 
mathematics because there are 
many occasions where the rules 
and methods and ideas of mathe­
matics will prove very helpful, but 
I cannot help feeling that we can 
also profit generally from such col-
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lateral studies. In studying many 
different subjects we unquestion­
ably learn a great deal about the 
“technique of learning”—about 
how to find answers and how to 
fix important facts in mind, and 
how to pick out from the chaff the 
grains of principle. Much of the 
advantage of a diversified educa­
tion lies in training us to do just 
these things in divers fields.
Now if the purpose of education 
is to pass on accumulated experi­
ence and to train the mind to func­
tion smoothly, how is its purpose 
accomplished? Let me give you 
three ideas on that point.
The first device made use of in 
formal education is the printed 
page, that is to say, books, mag­
azines, libraries—reading in all 
that that implies. Say what we will 
about the shortcomings of “book 
larnin’,” it is, nevertheless, well- 
nigh indispensable—indispensable, 
that is, if one is to benefit within 
the space of a few years by a con­
tact with a wide range of trans­
mitted experience. Students there­
fore, are purposely confronted with 
very wide ranges of ideas so that 
they may gain in background and 
perspective; so that they may gain 
a wide experience vicariously, 
through other eyes and in a min­
imum of time. For after all, edu- 
cation is only another expression 
for experience. I t is as much an 
educative process to work beside a 
master until you are proficient 
enough to become a journeyman, 
as it is to read the master’s written 
ideas from a book, although the 
former method is slower. So we 
see tha t schoolroom and book edu­
cation is in no way offered in sub­
stitution for experience in the field; 
rather, it is merely in preparation
for tha t final stage. This is par- 
ticularly true of education in ac- 
countancy.
I t is obviously impossible to re­
produce in the classroom the ac­
tual conditions of “practical ex­
perience.” But some of the same ef­
fect is secured from the use of 
problems. Problems, I believe, con­
stitute the second device of edu­
cation. We may not be able to 
train the mind with one kind of 
work to do another kind any bet­
ter, tha t is, to transfer training 
from one field to another, but the 
mind can most certainly be trained 
to function smoother. What the, 
student gets from working prob­
lems is the experience of facing 
difficulties and of being forced to 
think the kind of thoughts that 
the man in the field has to think. 
You will agree, I am sure, that 
such training will prove beneficial 
later when the student himself is 
in the field. For the very reason 
tha t he has burned the midnight 
oil over many problems, he is bet­
ter able in practice to apply his 
knowledge of theory and good pro­
fessional practices to the difficult 
situations he meets later. Those 
difficult situations are to him just 
new problems, and having learned 
something of the technique of 
marshalling facts and attacking 
problems, he applies himself to the 
solution of the problem in hand 
with vigor and efficiency.
The third device of education is 
the instructor. What is his func­
tion ? I t might seem that any one 
possessing books and problems 
could make himself acquainted 
with the accumulated experience 
of his chosen field and could train 
his own mind by the use of the 
problems without the intervention 
of others. That can be done it 
often has been done; and all honor 
to him who has won his way by 
such means. But any one who has 
followed that path will tell you 
tha t the price is high and the wast­
age large.
W hat the instructor tries to do 
is to keep down the wastage of 
discouragement, short vision, and 
poor technique. In other words, 
teaching is a process of supplying 
encouragement, vision and method. 
The instructor is able to correlate 
fo r the student many things which 
would seem otherwise unrelated. 
Because of his wider reading and 
his contact with actual practice, 
the teacher can illustrate and il­
luminate any book the student may 
study. Because he knows the pro­
cesses of learning things and the 
methods of trying to work out 
solutions, he is able to criticise the 
student’s attem pts to learn, and to 
guide the learner’s plastic judg­
ments toward better reasoning. He 
teaches self-criticism and the 
“feel” of clear thinking more than 
the remembering of subject m at­
ter.
The functions of education then 
are the passing on of accumulated 
experience and the training of the 
mind to work smoothly and clear­
ly, and the three principal devices 
employed in furthering these pur­
poses are books, problems and 
teachers. These devices are em­
ployed in schools of all grades from 
prim ary classes up to universities; 
and everywhere they are focused 
upon the same task. When uni­
versities give classes in account­
ing, they aim at these same pur­
poses of education and employ 
these same devices. There is noth- 
ing mysterious about the  teach­
ing machinery of a university nor 
about the process of getting a col­
lege education; the machinery has 
ju s t been described in brief and 
for the student getting an educa­
tion, is ju s t a species of work, 
highly concentrated in its material 
and highly energized in its  method, 
it is true, but ju st plain work, nev­
ertheless, the popular magazines 
and cartoons to the contrary not­
withstanding.
A fter this brief analysis of the 
purposes and methods of univer­
sity  education, I think we should 
tu rn  to a  more detailed reference 
to the field of our specific interest.
Let us begin this by attem pting to 
answer the following question: 
W hat has th a t man studied in 
college who has chosen accounting 
as his specialty?
I can only hope, however, to give 
you a typical picture. The free­
dom with which students may 
choose elective courses, and varia­
tions as between different univer­
sities, would prevent any other 
procedure. I shall therefore pre­
sent what, according to my view, 
would constitute a sort of ideal 
five-year program of college work 
in preparation for a professional 
career in accounting. While I 
m ust of necessity lean heavily up­
on our practices a t Illinois, I shall 
not be unmindful of the work given 
by sister institutions. In fact, 
Some of the items to be included in 
this program are not a t present 
available in our own courses.
The study program I have in 
mind would be arranged in three 
characteristic divisions, the first 
covering the first two years and 
the second the last two years of the 
work for the Bachelor’s degree. 
The third division would consist of 
a year of post-graduate work lead­
ing to the degree of M aster of 
Science in accountancy.
With respect to the content of 
the first two years of the program, 
there is a difference of opinion; 
some hold th a t these years should 
be devoted solely to liberal courses 
to the exclusion of all business 
subjects; others believe th a t some 
business subjects, including a cer­
tain  amount of introductory ac­
counting, should be taken each 
year from the very first. I t  would 
serve no useful purpose to go into 
the relative merits of the two sys­
tems a t th is time. But it  should 
be noted th a t most university au­
thorities are agreed th a t business 
and liberal subjects should both be 
somewhere in the commerce stu­
dent’s program.
The principal question here is: 
W hat would the student ordinarily 
study ? Let us take the mixed lib­
eral and business program for il­
lustration purposes. The prepond­
erance in the first two years would 
probably lie w ith the liberal sub­
jects, the business subjects being 
subordinated. F irs t of all, work 
would be required in a  group of 
subjects including theme and let­
te r  writing courses, English litera­
ture, foreign languages. These 
have a common focus in teaching 
expression. Every experienced 
public accountant will agree th a t 
ability to express oneself in good, 
clear language is very desirable. 
Yet the average student is so anx­
ious to get on into the so-called 
“practical” courses th a t he o ften 
obejcts to reading, as he says, “a 
lot of poetry and such literary 
bunk,” or he will say th a t he ought 
to be excused from taking a lan­
guage, “because he is not going to 
ever need to talk French.” He will 
accept theme w riting because it 
obviously gives him training in ex­
pressing himself better, but he 
fails to see th a t both literature 
and foreign languages, especially 
the latter, tra in  him as much in 
the a r t of manipulating words as 
all of his theme courses combined.
The liberal portion of the pro­
gram would also contain a certain 
amount of political and economic 
history, and the science of govern­
ment—enough to bring the stu­
dent to realize th a t his own gen­
eration is not the only one to con­
tribute to the world’s progress and 
enough to give him a little better 
than a  newspaper understanding 
of the problems and processes of 
modern representative govern­
ment. Provision will be made, too, 
for a t least a little work in psy­
chology and logic so th a t one may 
be not wholly unfamiliar with the 
basic motives and impulses which 
actuate our daily life and though t; 
and also in order th a t one may 
have analysed the process of 
reaching a calculated judgm ent 01 
of convincing the other fellow that 
he is wrong.
Now will the sciences or mathe­
matics be omitted. The sciences 
not only lie a t the base of our 
modern civilization, and would be 
im portant subjects for th a t rea­
son alone, but the study of any one 
of them also serves to introduce 
the student to the  “scientific 
method” and thus to teach him the 
value of meticulous care for de­
tails and of impartially collecting 
and coldly analysing the evidence. 
Mathematics often has a direct 
bearing through statistics and ac­
tuarial computations upon certain 
accounting problems, but its  great­
er value to the student lies in its 
drill in abstract reasoning. And in 
the process of training the mind to 
function smoothly, experimenta­
tion and practice in thinking with 
abstractions plays a very import­
an t p a rt; one m ust learn to “see 
through” problems down into the 
questions they raise, and to hold 
many details a t one time close up 
to the surface of his consciousness 
while working with them. You 
will agree, I am sure, th a t the ac­
countant finds abundant use for 
such faculties.
These briefly are the funda­
mentals of the liberal side of the 
first two years of the program rec-. 
ommended. Since he would not 
wish to become too narrowly spec­
ialized, the student will include a 
considerable amount of this type of 
subject m atter in his college 
course. Rather than wasting his 
time, as many of them think, in 
doing this, he  is laying strong, 
solid foundations a t the same time 
th a t he is gaining rapidly in the 
mental m aturity  necessary to make 
the best use of w hat is to follow 
later. Some of these liberal sub­
jects might with profit extend in 
part into the th ird  and fourth 
years, ju s t as the introduction to 
economics, accounting, and busi­
ness adm inistration m ight profit­
ably be given in the first division.
The economics which the stu­
dent would get before entering the 
second division would probably in­
clude a general survey of the phi­
losophy of prices and value, the 
principal mechanisms of produc­
tion and distribution; the theory 
of money and credit operations, 
and the like. In business adminis­
tration the student would be in-
troduced to the outline of business 
as such; he would see the spec­
ialization of different enterprises 
and an outline of the many duties 
of management in connection with 
production, marketing, finance, 
personnel, and the like. The sub­
ject m atter would not be too tech­
nical a t this time, but would be 
a general view, as it  were, of what 
business is.
His accounting a t this stage 
would consist of thoroughgoing 
and generous work in bookkeeping 
(including elementary factory ac­
counting) and some introduction 
to the accounting problem caused 
by differences in the legal form of 
business enterprises and by the 
type of business transacted. In 
some schools this much account­
ing is prescribed for all commerce 
students.
I t  will have been observed th a t 
very little of the program of these 
first two years is technical. In the 
upper classman division of the 
th ird  and fourth years, the major 
stress is placed upon the purely 
business courses and only minor 
attention is given to the so-called 
liberal subjects which play so large 
a part in the lower division.
In this upper division the stu­
dent gives closer attention to the 
details of many of the business 
subjects to which he has already 
had an introduction. He now takes 
specially constructed courses in 
marketing methods, banking prac­
tices, factory organization, ad­
vanced economic problems, statis- 
tics, mathematics of investments, 
business finance, commmercial law, 
budgeting procedure, and the like. 
In accounting, if he chooses to em­
phasize th a t field, he will take ad­
ditional courses beyond those pre­
scribed for all commerce students.
The accounting courses in th is 
division focus more directly toward 
the profession, and may be classi­
fied for the most p art under two 
heads: Advanced Accounting and 
Auditing and C. P. A. Problems. 
In the first of these two groups of 
courses the student is brought face 
to face with the problems and re­
sponsibilities of the auditor. He 
studies theory of accounts to get 
the basis for good professional 
judgm ent in meeting practical 
situations, and he studies auditing 
procedure to learn how auditors go 
about their tasks.
Under theory, attention is di­
rected to the refinements of trans­
action analysis and account classi­
fication, and to the problems of val­
uation which arise out of the 
necessity for apportioning many 
values between periods. Should 
security holdings in subsidiary 
companies, for example, be classi­
fied as current assets ? Should ad­
vances to company officers be con­
sidered as Accounts Receivable? 
How fa r should changes in market 
prices be reflected in the state­
m ents? These are typical of the 
questions which the students face 
day after day. On the procedure 
side they m ust study such ques­
tions as these: How can the audi­
to r satisfy himself within a rea­
sonable time th a t adequate pro­
vision is being made for absorb­
ing bad debt losses? W hat does 
he do to verify the amount of 
securities held? How can he be as­
sured th a t only proper expendi­
tures are being capitalized? And 
usually, in addition to the study of 
procedure, the student m ust work 
out a fairly complete set of audit 
working papers from problem ma­
terial.
Thus professional work in ac­
counting is approached from two 
points of view, one seeking to show 
what is correct accounting and 
why, and the other try ing to show 
how one may satisfy himself th a t 
the specific accounts a t hand are 
correct. Text books, problems, 
teachers with experience, are all 
made use of to store the students’ 
minds with the best accumulated 
professional experience and to ex­
ercise them in thinking profes­
sional accounting thoughts.
In th is process the instructor 
plays a m ajor part, because it is 
he who is forever calling upon the 
student to show the theory basis 
for the procedure he is describing
or to show the  procedure which 
lies ahead of the point in theory a t 
th a t moment before the class. I t  
is he who weaves theory and prac­
tice together, and shows the prac­
tical limits of the refinements of 
theory and the theory limits of 
practice. And it is he, too, who 
illuminates the p r o b l e m  by 
thoughtful criticism, or, if he has 
himself had public accounting ex­
perience, by personal anecdote.
C. P. A. problems as a part of 
the student’s training need little 
discussion here. But I do want to 
say th is: These problems do more 
than merely drill the student for 
State or Institute examinations. If 
th a t were all we could claim for 
them, I would say they had no 
place in a university curriculum. 
But in their own field they afford 
ju s t as much training and discip­
line as does the calculus in the field 
of mathematics, and the study of 
bridge stresses in engineering. 
Any problems which involve m ar­
shalling considerable data into in- 
telligible order or the extensive 
break-down of complex facts into 
understandable subdivisions—any 
problems which, in a word, force 
one to dig out a comprehension of 
difficulties present and to propose 
out of his own resourcefulness a 
good solution for these difficulties, 
such problems seem to me quite 
worthy of a place in the schedules 
of any educational institution for 
their own sake alone. And you and 
I know th a t C. P. A. problems have 
ju s t these characteristics. We 
know also th a t the discipline of 
holding the attention steady upon 
the difficulties before us and of 
searching our minds for tentative 
solutions does leave us better 
equipped to attend closely to other 
quite different problems and to 
hunt out solutions for them  also.
I have mentioned Advanced Ac­
counting and Auditing, and C. P. 
A. Problems as the “backbone,” so 
to speak, of the third and fourth 
year’s work in accounting. But 
these courses do not often stand 
alone; usually they are supplement­
ed by various other courses on spec­
ial phases of accounting. Among 
these are included: Advanced Cost 
Accounting, Income Tax Proced­
ure, Municipal Accounting, In ter­
pretive Accounting, Brokerage Ac­
counting, and so on. The titles of 
such courses are quite suggestive 
of their content and we need give 
them but passing notice h ere .
A fifth year a t college is not 
based upon the philosophy tha t, if 
four years is a good thing, a little 
more of the same would be a little 
better. Indeed much of the value 
of post-graduate work lies in the 
fact th a t it  distinctly is not “more 
of the same thing.”
If I were to  try  to characterize 
graduate work in a word, I would 
refer to two points; first, th a t it 
does a great deal to ripen the stu­
dent’s judgment, and second, th a t 
it broadens his views within his 
specialty fa r beyond anything he 
has had in his under-graduate 
years. This result is, I believe, the 
consequence of two elements: 
selectivity and method.
Post-graduate students, you will 
readily understand, have gone 
through a long process of natural 
selection. Most of those who be­
gin university work do not survive 
to obtain a degree; some cannot 
afford the cost, some find th a t they 
do not like the rigorous intellec­
tual work, and some are dropped 
by the authorities for poor schol­
arship. Of course not all of those 
best equipped to receive more edu­
cation continue, but this is certain : 
those who do go on and who suc­
cessfully complete a post-graduate 
course have been well equipped in 
previous training and intellectual 
energy. They m ust have been, for 
the pace is swift and the require­
ments high. For example, one 
may get the Bachelor’s degree 
with a  so-called “gentleman’s 
grade” of “C,” but it  takes very 
few “C” grades in graduate work 
to put one out of the running en­
tirely. So much, then, for nat­
ural selection and high require­
ments.
The other element which does so 
much to explain graduate work is
the difference in methods of both 
study and teaching. The student 
is older, or a t least more mature 
whatever his years; often he has 
been out of college a while. Then 
again he is never on the football 
squad or the student daily paper; 
he is giving all of his energy to his 
courses.
There are subtle differences in 
his environment, too, which con­
spire to ripen and broaden him. 
He has relatively few class meet­
ings to go to and whatever classes 
he does attend are smaller. He is 
not lectured a t so much and 
quizzed on the contents of chap­
te r  VI. There is a closer contact 
between student and professor, and 
a freer exchange of views. The 
professor is not occupied with 
pushing the student to do a rea­
sonable amount of work, but with 
directing his steps through the 
maze of m aterial a t hand. For 
when a man once begins to realize 
the vastness of the available stores 
of knowledge which could be of 
benefit to him, and when he begins 
to see the marvelous interplay be­
tween different fields of knowledge, 
he may easily dissipate his ener­
gies along interesting, but for his 
purpose unimportant, bypaths. He 
may drink too deeply a t some one 
spring; he needs the influence of 
a steadying guide.
Such an environment, you will 
agree, is well calculated to set a 
man upon his own feet where he can 
stand, as in later life, unpropped by 
a textbook. And after he has 
weighed and evaluated the views 
of many authorities ra ther than 
depending upon a single one, he 
has indeed established a broad 
foundation for la ter good judg­
ment and for independent think­
ing.
Now w hat of the specific subject 
m atter of post-graduate work in 
accounting? I am of the opinion 
th a t the backbone of the work 
should be Accounting Systems and 
Accounting Theory—the How and 
the Why.
The study of accounting sys­
tems plays an im portant part in
the educational program a t this 
point because it  helps the student 
so much to view his field broadly. 
For we m ust never forget th a t he 
does not know business a t first 
hand. Due consideration will be 
given throughout such a course to 
the theory and working methods 
of constructive accounting, so th a t 
the student may learn to analyze 
conditions and to determine what 
constitutes an adequate system in 
a given case. And a good deal of 
attention is devoted to the exami­
nation of the many uniform sys­
tems now in use with the result 
th a t the basic similarity of all ac­
counting methods is impressed 
upon the student a t the same time 
th a t he is learning individual pe­
culiarities. This study is largely on 
the How side—how the necessities 
of business adm inistration are 
served by properly organized rec­
ords and record-keeping procedure.
If the study of accounting sys­
tems constitutes one part of the 
backbone, theory makes up the 
other part. The theory work will 
be something more than the de­
tails of the anatomy of ledger ac­
counts and financial sta tem ents; 
ra ther it should attem pt to reach 
back to basic concepts and funda­
mental doctrines—to the underly­
ing philosophy, if you please. For 
I am convinced th a t there is much 
more to accounting theory than 
merely the distinction between 
capital and revenue expenditures, 
and the theory of debit and credit. 
According to my view the student 
should be brought to realize tha t 
the principles of good accounting 
rest upon sound logic and th a t they 
are not merely dogmatic assertions 
about customary practices. And 
he should also be brought to realize 
a t this time the closeness of the 
bond between accounting theory 
and business finance and business 
law; if in odd times he can be 
grounded in the historical evolu­
tion of accountancy in its setting 
of general commercial develop­
ment, so much the better.
If  I were to think of the “back­
bone” of graduate instruction in
accounting as divided into three 
instead of two m ajor parts, the 
th ird  would have to deal, I think, 
with report writing.
Perhaps you may be inclined to 
rank th is feature as of first im­
portance, or even prefer to substi­
tu te  it for either systems or the­
ory, or both. Now I will not argue 
about the relative importance of 
these courses; rank them as you 
wish. But I do want to show you 
th a t the universities are not un­
mindful of the need for training 
their accounting students to ex­
press themselves.
In addition to the usual courses 
in theme w riting and business let­
ters given to all commerce stu­
dents, and in addition to the many 
long, w ritten reports and many 
w ritten examinations met through­
out the four undergraduate years, 
the requirements in the post-grad­
uate division include a thesis—a 
long, serious, piece of investiga­
tion and w riting to which the stu­
dent gives about one-fourth of his 
time. The training which this un­
dertaking gives in collecting infor­
mation, in organizing it coherently, 
and in expressing the material 
in clear, forceful language is ob­
viously invaluable to  the man who 
must look forward to a lifetime 
spent in trying to make facts and 
ideas clear to other people. The 
accountant is ju s t such a man.
The writing of a thesis affords 
some training in expressing ideas 
in words, but the accountant must 
also use another medium—figures, 
He needs training not only in ex- 
pressing ideas in words but in a r- 
ranging figures in statem ents and 
other tabulations so th a t they may 
tell a story to whoever shall read. 
More than that, he will write bet­
te r audit reports if he has had 
some training in verbalizing fig­
ures. Figures constitute the lan­
guage of the accountant’s art, but 
I am afraid he is too often uncon­
scious of the fact th a t not all read­
ers are as “figure-minded” as he. 
He needs therefore a high capacity 
for converting or “translating” fig­
ures into meaning which will carry
over to another mind. The account­
ant m ust be able to pass through 
mere ink marks down to ideas and 
underlying conditions; and w hat is 
more he m ust be able to take his 
reader along. So a p art of the 
young accountant’s training in­
cludes report-writing and the tech­
nique of interpreting figures as 
well as the experience of writing a 
fairly long thesis.
W ith these three elements thor­
oughly covered, whatever time re­
mains in this first post-graduate 
year may be devoted to a choice of 
special subjects, among which 
there may be advanced courses in 
Income Tax, Governmental Ac­
counting, Corporation Finance, In­
vestment Analysis, Economic S ta t­
istics, Management Problems and 
Policies, and the like. Usually it  is 
recommended th a t some non-ac­
counting subject be included in the 
program, because of the better 
perspective it will afford of busi­
ness adm inistration in general. 
Even here in the graduate year we 
are not unmindful of the danger 
of treading a too narrow path in 
gaining an education; high spec­
ialization will come naturally 
enough in due time in practice. 
You will have observed, however, 
th a t the fa rther the student goes, 
the more attention, proportiontely, 
he gives to a specialty.
Then the final question: Can uni­
versities train  accountants? The 
answer, I think, is Yes and No. If 
the product desired is a junior ac­
countant highly skilled in the rapid 
addition of cash book columns and 
in the working methods of your 
office—no; but if more is expected 
of the product than elementary 
technique—yes. For immediate 
equipment—no; but if there is an 
advantage in a broad knowledge 
of Business, Accountancy, Econom­
ics, Finance—yes.
Universities seldom consider 
themselves polytechnical institu­
tions—trade schools to train  one in 
a dollars-and-cents livelihood for 
tomorrow. Their focus is ra ther 
ten and twenty years hence; they 
(Continued on page 369)
The Relation of the Chapter to Modern State 
Society Organization
A FTER spending considerable time in studying the m atter 
of local chapters of State or N at­
ional societies, I am convinced th a t 
the local chapter is, or should be, 
a t least the foundation and first 
story of the structure. If this pa­
per does not demonstrate th a t 
statem ent it  is only because of the 
incompetence of the writer, as the 
great value and importance of the 
local chapter organization is beyond 
dispute.
The stated objects of account­
ancy organizations are the eleva­
tion of the standards of the profes­
sion, not only in technical efficiency, 
but including the moral and ethi­
cal characters of the membership. 
Also to encourage a cordial and 
friendly spirit among accountants. 
These being the agreed objectives, 
the real question then is how best 
to a tta in  the goal.
The two broad courses are either 
a g reat national organization of in­
dividual members, or else organi­
zation along the lines of the United 
States Government, a national 
government with sovereign states, 
these States with their counties, 
townships and other local divisions. 
Among Americans it is not a m at­
te r  of dispute as to the most effec­
tive plan of organization for best 
government, if it is to be “Of the 
people, for the people and by the 
people.”
To be entirely frank and honest 
with you the w riter had little com­
prehension of the real value and 
importance of local chapters until 
this assignment was received and a 
study made of the subject. The 
Ohio Society of Certified Public Ac­
countants provided in 1916 for the 
establishment of local, or district, 
chapters, and the w riter was made 
secretary-treasurer of Cleveland 
chapter, the first one organized un­
der the authorization. The chapter 
had a quiet existence until the
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stress of conditions of 1918, when 
it became almost totally inactive.
Just one year ago this chapter 
came to life again, and as object 
lessons are usually more interest­
ing and effective than abstract dis­
cussions, I will use the Ohio society 
and Cleveland chapter as illustra­
tions for some of the points to be 
developed. The State society col­
lects the annual dues of the mem­
bership and where local chapters 
have been organized, 20 per cent 
of the dues of members of the lo­
cal district are rem itted to the lo­
cal treasurer. Members in the lo­
cal chapter district automatically 
become members of the local chap­
te r and compose the voting mem­
bership.
The Constitution and By-Laws of 
the local chapter provide for asso­
ciate and junior members who are 
duly admitted upon w ritten appli­
cation. These associate and junior 
members pay dues to the local 
chapter, but the dues of the fellow 
members are covered by the por­
tion of their State Society dues 
paid by the State secretary to the 
chapter. Associate and junior 
members have all of the benefits 
and rights of the chapter, except 
to vote and to hold executive of­
fices.
This bringing into the influence 
of the fellow membership of the 
local chapter of those not eligible 
for membership in State or nat­
ional societies can be made a great 
and real benefit to the profession 
of public acounting. I t is effective 
in the growth and training of the 
beginners, both in direct teaching 
and the indirect, but genuine, bene­
fits derived from  association with 
the leaders of the profession, as 
secured through the chapter activ­
ities.
The local chapter should bring in 
every accountant possible. If you 
like a man you want him in your 
group. If you think you do not 
like some one and are brought into 
close relations w ith him you may 
be surprised to learn he is not a t 
all what you had pictured him to 
be. If need be, a member may 
be disciplined and possibly “re­
formed,” but if not a member he 
is beyond reach of the better in­
fluences. The mere fact of mem­
bership in the chapter, together 
with the intangible “atmosphere” 
th a t should exist among the mem­
bers, will do much to bring into 
line the uncouth and the unruly. 
The local chapter, in fact, may be 
th a t effective instrum ent of old 
New England, the “Town Meet­
ing,” of the profession.
Current local conditions will sug­
gest numerous special lines of ac­
tivity. The power of the organi­
zation, compared with the strength  
of individuals not united, when 
placed for, or in opposition to, any 
project, is a real lever to produce 
results.
As to some ra ther detailed sug­
gestions for making effective a lo­
cal chapter, it  was found by ques­
tioning the more than th irty  pres­
ent a t a recent meeting of Cleve­
land chapter th a t the six o’clock 
dinner meeting seems most popu­
lar. The dinner is good, a t very 
reasonable cost, and usually is 
started by each one present rising 
and introducing himself. A good 
accountant ordinarily is not a good 
public speaker, and it is surprising 
what a task even the few words 
of personal introduction seem to  
be to some. Also, it is interesting 
to note th a t the hearing of his own 
voice in public seems a help to give
each one a good s ta rt for a pleasant 
time.
A fter dinner a brief intermission 
allows the clearing of the tables 
and also the mingling of those pres­
ent, rearrangem ent of chairs, etc. 
A program of talks on accounting, 
income tax, corporation law and 
procedures, or other live topics, 
comes after the intermission. One 
particularly interesting feature, 
judging by requests for “more,” 
was, a drill in Parliam entary Law 
and Procedure, two “sides” being 
formed of all present, the one to 
attem pt to force through a m atter, 
the other to block the progress, us­
ing the actual motions and forms as 
energetically as possible.
The entertainm ent section is fol­
lowed by another brief intermis­
sion allowing fu rther fellowship 
and also to  give opportunity for 
visitors to retire. Then the neces­
sary business is attended to and 
adjournment follows.
During the year of revived life 
of Cleveland chapter there has been 
a splendid friendly spirit and sus­
tained interest. One of the most 
im portant points in a  successful 
chapter, as in any other organiza­
tion, is the selection of officers who 
are capable, but also those who will 
put first the good of the chapter, 
and not permit personal interests 
to dominate. I t requires consider­
able time and thought to make 
worth-while meetings.
State and national organizations 
cannot meet more than  once or 
twice each year. Their interests 
are in the bigger things—or should 
be. The individual contacts in the 
nature of things m ust be very 
slight. Only a small percentage of 
the membership ever attends the 
meetings. The local chapter should 
and can touch every local account­
ant quite directly and effectively. 
The few who attend the State and 
national meetings should carry 
back to the rest of the local men, 
through the chapter meetings, 
much of th a t which was found in 
the big meeting. W ithout a local 
chapter the effect of the larger 
meetings is very circumscribed.
The local chapter builds and de- 
velopes its members and so adds 
greatly to the effectiveness of the 
State and national societies. Per­
sonally, I believe the plan of or­
ganization of the American Asso­
ciation of Public Accountants, 
which was incorporated in 1887 and 
was an active organization until 
1916, was excellent, in th a t it was 
practically a national body made 
up of State societies, with, of 
course, members a t large, where 
State societies did not function. I 
remember of being sent as a dele­
gate from Ohio Society to several 
of the association meetings and it 
may have been the enthusiasm of 
youth, or of ignorance, but I have 
happy recollections of those meet­
ings and the type of delegates I 
met.
In investigating the m atter of 
chapter organization in another 
State I was informed th a t there 
were no local organizations. The 
State constitution provides for the 
formation of local chapters, but no 
p art of the dues paid to the State 
Society is for chapter use. Since 
the rejuvenation of Cleveland chap­
te r there have been quite a large 
number of new members added to 
the State Society from Cleveland 
district, in order to be in active 
membership in the local chapter, 
There is no doubt in my mind but 
th a t active local chapters will not 
only add new members to the State 
and national societies, but will also 
prevent the high ra te  of m ortality 
often found in the membership of 
State societies. You often have 
heard, no doubt, the answer when 
questioned, “Why should I join the 
State Society? W hat would I get 
out of it? ” or “Why should I stay 
in the State Society? I get noth­
ing a t all from it.” And what, in 
fact, is the answer, except general­
ities as to the need and benefits of 
S tate societies, etc.
The efficiency engineer said th a t 
when he offered a bonus to Tony 
he did not talk to him about a per­
centage a t the end of the year, etc. 
He hung up a ham in the shop and
told Tony if  he did certain things 
th a t ham belonged to him. Tony 
saw the ham and th a t got action 
from him.
A live local chapter is something 
to be seen and heard. I t is tangible 
and desirable. Therefore those not 
in want in and those in w ant to 
remain in. Also when the State 
and national meetings come along, 
having acquired a taste for such 
things, your local chapter man goes 
to the big meeting and both gets 
good and does good by his attend­
ance. Every live member added to 
an accounting society adds weight 
to the profession and adds power 
to its voice. — And power is to be 
desired.
The attaining of the objects as 
set fo rth  in the constitutions of all 
accounting organizations is a per­
sonal m atter. Certainly a meeting 
once or twice each year, a t large 
cost in both money and time, can­
not begin to accomplish personal 
results to compare with an earnest, 
honest local association.
A noted architect, w ith whom I  
discussed this subject, when I sug­
gested the opening statem ent—th a t 
the local chapter is a t least the 
foundation and first story of the 
organization, said, “Yes, and the 
National Society is usually not 
much more than the paint and var­
nish.” That may sound quite harsh, 
and certainly is not true of The 
American Society of Certified Pub­
lic Accountants,—yet there is food 
for thought in the comparison.
When real value and importance 
of local organizations is compre­
hended the success of the chapter 
is almost certain, except for local 
handicaps.
DISCUSSION
GARDNER W. KIMBALL, Phil­
adelphia: W hat is the use of a  
state organization? W hat does i t  
mean? Does it  mean anything a t  
all?
I hold th a t it means everything. 
Your first affiliation belongs to th e  
state which certificated you and 
your loyalty belongs to the s ta te
organization, which stands there 
ready to protect th a t certificate 
and back you right up in your pro­
fession, ju s t so long as you behave 
yourself well.
There may be some who say, 
“Why not have a national organi­
zation, operating through chapters 
in different parts of the country?” 
I cannot, gentlemen, subscribe to 
th a t view, because with a national 
organization operating by means 
of chapters, or whatever you 
choose to call them, in various 
parts of the country there has to 
be necessarily a headquarters and 
I care not whether th a t headquar­
te rs  is in San Francisco, New York, 
Washington, or anywhere else, it 
cannot bring right straight home 
to us in our own state those prob­
lems which are constantly before 
us and are more or less local.
Naturally we want to stand four 
square behind our state organiza­
tion, on which I believe the foun­
dation of our profession rests in 
th e  last analysis.
W hat is the next duty which 
confronts us ? I t  is to plan the or­
ganization so th a t it can reach out 
to  all its members, giving them 
something to work for, giving 
them  the opportunity to take an 
in terest in their state and in their 
s ta te  organization. Can th a t be 
done by any group of accountants, 
centered in one of the large cities 
in  the state, sitting back, if you 
please, and calling themselves the 
entire state organization to the ex­
clusion of even a very small group 
located elsewhere? Eight, or ten, 
o r a dozen, in a smaller city or in 
a  section of the state, who are af­
filiated with the state organization, 
take ju s t as much pride in it as 
you do but have no opportunities 
to have the spirit of fellowship, to 
get the exchange of thought th a t 
you do, ju s t because circumstances 
have placed you centrally in this 
larger city.
In order to reach out and take 
care of those scattered groups, to 
my way of thinking, gentlemen, 
the  easiest way possible is to per­
m it them to have a little internal 
organization of their own, with full
rights and powers, and I think th a t 
is the thing which leads righ t nat­
urally into the organization of 
chapters, and I hope to see the day 
come when the plan will be univer­
sal.
If  you will pardon me, I will ask 
you to bear with me a little while 
and let me make specific references 
to Pennsylvania, because there we 
have within the past few months 
made quite a change, and while I 
know it is a little out of place to 
talk about my own native state, 
I only do it with the idea in mind 
th a t maybe when I review briefly 
to you what took place in Pennsyl­
vania, some of you gentlemen may 
be able to get a few constructive 
suggestions to carry back with you 
to your good state societies when 
the subject comes up for discus­
sion.
Some th irty  years ago the  Penn­
sylvania Institu te of Certified Pub­
lic Accountants was incorporated 
and the society was formed in Phil­
adelphia. A t th a t time there were 
very few accountants, if any, 
throughout the entire State of 
Pennsylvania, except in Philadel­
phia. As time went on, account­
ants became certified and took up 
the practice in other sections of 
the state. P ittsburgh grew fast, 
and after a few years, they had a 
group of sufficient size to w arrant 
them in organizing themselves into 
a local group, not in any sense or 
in any respect relinquishing their 
loyalty to Pennsylvania, and my 
good friend, Mr. Wilkinson, was 
responsible for drafting an amend­
ment to the by-laws which pro­
vided for the formation of chap­
ters under which the Pittsburgh 
chapter was formed.
Philadelphia, however, consid­
ered going along as heretofore, 
and the Pennsyvania Institu te was 
Philadelphia. Now, gentlemen, 
righ t here, I do not want you to 
take back the impression th a t Phil­
adelphia was in any way attem pt­
ing to be the whole show, th a t is 
not true, but you will appreciate 
th a t the early Philadelphia ac­
countants had a heritage which 
made it  a little bit hard, having
organized the society, to simply be­
come a chapter. If  any of you 
have in your own state  a  similar 
condition, you know w hat it is very 
well. You say, “I like the idea of 
chapters and I would like to do it, 
but I don’t  know, for 20 years we 
have been the state society, and I 
don’t  like the idea of calling our­
selves now a chapter.”
I t  had been advocated for a 
number of years a t different times 
and within the last two years had 
been quite actively advocated by 
some of the more progressive 
members, and it was fine to carry 
the plan as laid out clear through. 
Now Philadelphia is the Philadel­
phia Chapter of the Pennsylvania 
Institute, and P ittsburgh is the 
Pittsburgh Chapter, and we hope 
before another year passes th a t 
there will be still a th ird  chapter, 
taking in some of the cities in the 
interior of the state. The geo­
graphical area can be easily en­
larged to take in th a t group.
As to functions, you have the 
state society which becomes in ef­
fect the governing body. N atural­
ly you look upon it  th a t there are, 
well, you m ight say, two different 
divisions of a society’s activities: 
F irst, those which take in the en­
tire  state or in which all account­
ants in all portions of the state 
are vitally interested. Second, 
those problems or activities with 
which local groups are more or 
less concerned. We take these for 
the formation of our chapters; 
they have the widest latitude. They 
are permitted to d raft their own 
by-laws, subject only to approval 
by the council of the Institute, 
which is more or less a perfunct- 
ory thing, because the council will 
never interpose any objections un­
less they are entirely out of the 
question or unreasonable.
They have entire charge of their 
own finances. They can shape 
their own policies. They can, in 
other words, carry on the ir or­
ganization the same as though 
they were separate and distinct 
state organizations.
For all practical purposes, from 
one end of our commonwealth to
the other, we are united in strong 
s ta te  organization. But it  is al­
most in effect as though P ittsburgh 
Chapter was the western associa­
tion of the accountants and Phil­
adelphia was the eastern, such is 
the  wide latitude they are allowed 
in  their organizations.
You might say: Well if th a t is 
the  case, w hat is the need of the 
sta te  organization? W hat does it 
do? Ah! The state  organization 
preserves certain prerogatives, for 
instance, the election of member­
ship is confined to  the council. The 
finances are first collected by the 
state organization. All m atters of 
legislation are properly required to 
be referred to the council of the In­
stitute, because when we get right 
down to it, in the last analysis, it 
is the great power of the state or­
ganization which stands righ t be­
hind you in your practice. The 
real power of it, as I said a moment 
ago, is to protect your certificate 
and, of course, i t  is greatly con­
cerned in m atters of legislation.
Another th ing is th a t it main­
tains a state relation to the State 
Board of Examiners, and it  uses its 
influence to sustain the profession, 
to have those examinations con­
ducted on a fa ir and equitable basis 
but a t the same time it  has a vital 
concern in seeing th a t the stand­
ard is maintained to its highest de­
gree of efficiency.
The chapter, as I said, is prac­
tically in charge of its own affairs. 
The dues to the Institu te  are $15 
a year, of which $10 is rem itted 
to the local chapter. Now right 
there I m ight offer th is: Finances, 
I know, and questions of figures, 
are always very annoying to ac­
countants. The membership of 
the Philadelphia Chapter a t pres­
ent is about 180 or 185. The mem­
bership of the P ittsburgh Chapter 
is 75 or 80.
A rem ark was made to me short­
ly before I left Philadelphia a t a 
little lunch by the Chairman of 
the Meetings Committee. He said, 
“Mr. Kimball, how do you feel on 
the question of financing the  chap­
te r?”
I said, “I can’t  see anything else
to it  except very simple arithmetic. 
We have about 180 members. 
There will be rem itted $10 from 
the treasury  of the State Society. 
That gives us $1,800. We can pro­
vide for the meetings a t $200 a 
meeting and th a t eats up the 
money, as it should. That is what 
it is given to  you for.”
Some of the meetings run a lit­
tle over and some a little under, 
but a t the end of the year, you will 
be pretty  nearly financed. The re­
maining five dollars, as well as the 
admission fee of new members is 
ample to  finance the Institu te in its 
general activities and in addition 
to th is the chapter is permitted un­
der its by-laws to levy assessments 
if it sees fit from time to time, if 
some function is planned on an un­
usually elaborate scale.
There is another point th a t came 
up in regard to the state organiza­
tion. I t  holds a meeting ju st once 
a year. I t was voted unanimously 
a t our last annual meeting th a t 
our annual meeting in June, 1928 
will be held in Bedford Springs, 
Pennsylvania. We look forward to 
a great deal of pleasure a t our 
meeting for two days and one 
night, when we will transact the 
business of the state organization.
The question was raised when 
the committee was working on the 
amended by-laws, which had to be 
changed to conform with the idea 
of facilitating the organization of 
chapters, as to whether if you have 
a Council, which is the governing 
body, there would not be a great 
opportunity for th a t to be a little 
b it of a s ta r chamber body which 
can hold the thing righ t unto it­
self? We overcame th a t in our 
by-laws by providing th a t two 
standing committees should be 
elected by the members a t large a t 
the annual meeting and those are 
the Committee on Nominations 
and the Committee on Professional 
Ethics.
The Committee on Nominations 
is the members’ open choice a t 
their annual meeting and we feel 
th a t will preclude, as fa r  as pos­
sible, so-called slate-making, and 
on the Committee on Professional
Ethics there are selected a t our 
open meeting five members of the 
body to serve on the Committee 
and if some member—we hope it 
will never happen—but if some 
member does backslide and the 
m atter is referred to th a t Com­
mittee, you can’t  do anything else 
except abide by th a t Committee’s 
rulings for they were elected a t an 
open meeting.
Gentlemen, th a t reviews briefly 
w hat we did in Pennsylvania and
I look forward to the time when 
we will have many more chapter? 
and I wish tha t you would all 
take back to your states any sug­
gestions which it has been my priv- 
ilege to offer to you.
I hope, as I stated in the s ta rt of 
my remarks, th a t you will take 
steps to organize chapters in your 
various states and remember, they 
need not be large chapters. If 
there are eight or ten men who 
are located in a city or town, they 
should be allowed the latitude to 
form a little body so th a t they 
may meet in the spirit of profes­
sional brotherhood and enjoy all 
the powers and privileges consist­
ent with a subordinate organiza­
tion, if you choose to call it that.
UNIVERSITY EDUCATION FOR 
ACCOUNTANCY
(Continued from  page 365) 
aim a t laying foundations. The in­
dividual m ust erect the structure 
himself—carve out his own career. 
W ithin their means the universi­
ties do their work well, but attend­
ance therein and a degree gained 
constitute no guarantee. A fter all, 
the university is ju s t w hat the ac­
countants’ office is: Opportunity. 
If  one has the ability and the en­
ergy to make the most of Oppor­
tunity, either in the university or 
in the office, all of the rest follows 
as a m atter of course.
But I believe th a t if one is ac­
customed to making the most of 
his opportunities in college, he is 
likely to continue to make the most 
of his opportunities in his profes­
sion afterward.
Solution to Problem 4 o f the V irginia C. P. A. Examination of 
October, 1927.
(Printed on pages 349 and 350 of November, 1927, issue.)
By JOHN B. TANNER, C. P. A., (Ohio and Wisconsin) International Accountants Society, Inc.
Procedure of Solution
Owing to the small num ber of accounts given in  the tr ia l 
balance of the General Ledger th is  problem does no t require 
a  w orking sheet in  the solution. Most of the adjustm ents 
required affect the accounts given in  the tr ia l balances of the 
two plan t ledgers and the adjustm ents m ay be carried directly 
to  these statem ents. The adjustm ents are  based on in for­
m ation given in the problem and they are fo r convenience 
presented in the form  of journal entries, but i t  should be 
understood th a t they would not all be posted to  any one ledger.
P arag raph  (1) of “ Sundry D ata” sta tes th a t the to ta l of 
the superintendent’s sa lary  and factory  expense ($10,000) is 
to be divided 34 per cent to acid phosphate and 66 per cent to 
fertilizers. F rom  this we have the following journal en try:
(1) Acid Phosphate P lan t Burden ........................  $3,400
F ertilizer P lan t Burden ...................................  6,600
Supt. of Mfg. Salary  ...................................... $4,000
Factory Office Expense ................................. 6,000
To close wages of superintendent and expenses of factory 
office into p lan t burden accounts.
P aragraph  (3) sta tes th a t reserves fo r repa ir charges are 
set up a t the end of each year a t  30 cents a  ton on acid 
phosphate and 10 cents a  ton on fertilizers. This is trea ted  
as cost of product and actual expenditures fo r repairs are 
charged to  the reserves. The following journal entries reflect 
th is procedure:
(2) Acid Phosphate P lan t Burden .........................  $3,000
Fertilizer P lan t Burden ...................................... 3,300
Reserve fo r Repairs—A. P. P lan t ............ $3,000
Reserve fo r R epairs—F ert. P lan t ............  3,300
To set up yearly  charge fo r repairs.
10,000 tons A. P. a t  30 cents.
33,000 tons F ert. a t  10 cents.
(3) Reserve fo r Repairs—A. P. P lan t ................  $2,000
Reserve fo r R epairs—F ert. P lan t ................... 5,000
Expended fo r Repairs—A. P. P lan t — .....  $2,000
Expended fo r Repairs—F ert. P lan t ........... 5,000
P aragraph  (4) gives the depreciation ra tes which form  the 
basis fo r the following journal en try :
(4) Acid Phosphate P lan t Burden ----------- ----- $6,000
Fertilizer P lan t Burden ........................... ........ 3,300
Depreciation of F u rn itu re  and F ix tures ...... 400
Reserve fo r Depreciation:
A. P. P lan t Buildings ...............................  $600
A. P. P lan t M achinery ........ ..................... 5,400
F ert. P lan t Buildings ------------------------- 1,250
F ert. P lan t M achinery ...............................  2,050
Furn itu re and F ix tures .............................  400
To set up depreciation on fixed assets as follows:
A. P. P lan t Bldgs. $20,000 a t 3% $600 
A. P. P lan t M achinery $54,000 
a t 1 0 % _____________________  5,400
6,000
F ert. P lan t Bldgs. $25,000 a t 5% $1,250 
F ert. P lan t M achinery $41,000 
a t  5% _____________ ________ 2,050
3,300
F urn itu re  and F ix tures $4,000
a t 10% ...................................-.....  $400
(Note to  exam iner: I t  is assumed th a t all fu rn itu re  and 
fixtures are  located in  the general office.)
Taxes and insurance on the  two p lants are  properly con­
sidered production expense of the respective plants, and the 
following journal en try  is based on the figures fo r  these item s 
given in the  tr ia l balances of the  p lan t ledgers:
(5) Acid Phosphate P lan t Burden _________ __  $2,000
Fertilizer P lan t Burden ___________ _____  4,950
Taxes—A. P. P lan t _______ __________ ___ $1,000
Insurance—A. P. P lan t .......................... ....... 1,000
Taxes—F ert. P lan t ............................... .......... 3,300
Insurance—F ert. P lan t ................................. 1,650
To close taxes and insurance paid on acid phosphate and 
fertilizer plants into burden accounts.
The cost of raw  m aterial used in  m anufacturing acid phos­
phate is shown in the following en try :
(6) Inventory, Raw M aterial—Dec. 31, 1926 $11,500 
Cost of Raw M aterial _______________  40,600
Raw M aterial Received ......................... $47,100
Inventory, Raw M aterial—Jan. 1 ,  1926 5,000
To ad just inventories, close Raw M aterial Received ac­
count and set up cost of m aterial going into the m anu­
facture of acid phosphate.
W ith the figures provided by these journal entries com­
bined w ith those given in the problem i t  is possible to calcu­
la te  the unit costs of producing the acid phosphate th a t was 
sold and also w hat was delivered to the fertilizer plant.
The problem calls fo r the determ ination of the cost per ton 
of acid phosphate ready fo r use or sale and of fertilizer 
ready fo r sale. In  the  case of fertilizer the cost per ton 
ready for sale is required and the product is not ready fo r 
sale until it is bagged. Of a  to tal production of 18,000 tons 
of fertilizer, 15,000 tons were screened and bagged fo r sale 
and the balance of 3,000 tons is shown in  the inventory, thus 
accounting fo r all of the fertilizer produced, and as there 
is no other charge fo r bagging i t  is obvious th a t the acid 
phosphate is not bagged fo r any purpose and consequently 
the cost of acid phosphate ready fo r sale is the same as cost 
ready fo r use.
In  the fertilizer p lan t the acid phosphate and “sundry m a­
te ria ls” are combined to m ake the finished product. The costs 
of the m aterial entering into the process are  given in the 
two following entries.
(7) Acid Phosphate Used .................................  $49,000
A. P. Inventory ......... ..................................  7,000
A. P. P lan t L e d g e r .................................  $56,000
To se t up cost of acid phosphate used and am ount in 
inventory December 31, 1926.
(8) Inventory, Sundry M aterials—Dec. 31,
1926  .............................  $6,000
Cost of Sundry M aterials ......................... 203,000
Sundry M aterials Received ....... ......... $189,000
Inventory, Sundry M aterials—Jan . 1,
1926   20,000
To adjust inventories, close Sundry M aterials Received 
account and set up cost of sundry m aterials going into 
the m anufacture of fertilizer.
The overhead costs of the  operations in the fertilizer p lan t 
are  given in  the nex t en try :
(9) Mixing and Stocking Process............................  $9,900
Screening and Bagging Process ...............—  8,250
Fertilizer P lan t B u rd e n .................................  $18,150
To p rorate  burden between two processes on basis of 
tons per process as follows:
Mixing and Stocking, 18,000 tons
a t 55 cents .................................—  $9,900
Screening and Bagging, 15,000 tons 
a t 55 cents ...... ..............................—  8,250
Total ................................................... $18,150
Combining the  inform ation given in  these entries w ith th a t 
given in the problem we are able to  determ ine the un it costs 
of fertilizer mixed and stocked and also screened and bagged. 
Em ploying the figures developed in the unit cost state-
m ents and combining them  w ith tr ia l balance figures we 
can prepare the operating statem ent and then the  balance 
sheet.
The T riangle Fertilizer Company 
BALANCE SHEET 
December 31, 1926
ASSETS
C urrent A ssets:
Cash ............................
Accounts Receivable 
Inventories:
Raw M a te r ia l------
Sundry M aterial .... 
Acid Phosphate
$10,000
80,000
$11,500 
6,000 
7,000
F ert. (Mixed and Stocked) .... 45,750 70,250
Total C urrent A s s e ts ............  $160,250
Fixed A sse ts :
P lan t Lands ......... ............................  $10,000
A. P. P lan t Buildings .............. $20,000
A. P. P lan t M achinery ................. 54,000
F ert. P lan t Buildings ...-................  25,000
F ert. P lan t M ach inery ..... ............. 41,000
Furn iture and F ixtures ..............  4,000
144,000
Less—Reserve fo r Depreciation 37,700 106,300
Total Fixed A ssets _________  116,300
Total A ssets --------------------  276,550
LIA B ILITIES AND NET WORTH
Current Liabilities:
Notes Payable
Accounts Payable ______ _____ _
Reserves fo r R epairs:
On A. P. P lan t _______________
On F ert. P l a n t .... ................. ...........
Capital Stock ........................................
S urp lus:
Balance, Jan . 1, 1926 __________
N et Profit fo r Y e a r .......................
$100,000
20,000
$120,000
9,000
300
39,150
8,100
Total Liabilities & N et Worth...
The Triangle Fertilizer Company 
OPERATING STATEM ENT 
F or the year ending December 31, 1926 
Acid Phosphate
Sales ................................................. ....  $17,000
Cost of Goods Sold:
Raw M aterials Inventory—Jan  1. $5,000 
Raw M aterial R eceived ................. 47,100
52,100
Less—Raw M at’l Inv.—Dec. 31 11,500
Cost of Raw M aterial ................  40,600
Labor .......................... ........................ 10,500
Power ................................................  4,500
Burden Applied ....................... ......  14,400
Cost of M anufacturing A. P. 70,000 
Less—T ransf’d to  F ert. P lan t ...... 56,000
Cost of Goods Sold ....... -..............
Gross Profit on Sales ......... .............
Fertilizer
Sales .......................................................
Cost of Goods Sold:
Sundry M aterial Inv.—Jan. 1 .... $20,000
Sundry M aterial R eceived............  189,000
9,300
100,000
47,250
276,550
Acid Phosphate Received 
Less—Inventory, Dec. 31
$56,000
7,000
Acid Phosphate Used _________  49,000
Labor -------------------------------------- $15,000
Power ________________________ 5,100
Burden A p p lie d _______________  18,150
Cost of M anufacturing F ert. $290,250 
Less—Inventory, Dec. 31 ______  45,750
Cost of Goods Sold 
Gross Profit on Sales ...
Expenses:
Selling Expense _________ ____
Gen. and Adm. Expense .... .........
General Office Expense ................
Depreciation on F urn . and Fix.
Deductions from  Income: 
In terest Paid ..................
*Net Profit fo r Y ear
244,500
$55,500
58,500
$20,000
12,000
10,000
400 42,400
16,100
8,000
8,100
*Subject to Federal Income Tax.
The Triangle Fertilizer Company 
CALCULATION OF UNIT COSTS OF ACID PHOSPHATE 
F or the year ending December 31, 1926
Cost
Amount Tons per Ton
Inv., Raw M aterial—Jan. 1 ....... ..... $5,000
Raw M aterial Received ................... 47,100
52,100
Less—Inv. R. M.—Dec. 31 ______  11,500
Cost of M aterial Used ..................  $40,600 10,000 $4.06
Labor ................. ................. ......... .......... 10,500 10,000 1.05
Power .................................... .............. . 4,500 10,000 .45
Burden Applied .................................. . 14,400 10,000 1.44
Total ......................................... ........  $70,000 10,000 7.00
D istributed as follows:
Sold ........................ _........................ 2,000 tons @ $7.00 $14,000
T ransferred to F ert. P lant:
Used .............................................. 7,000 tons @ 7.00 49,000
On Hand ........................ ............. 1,000 tons @ 7.00 7,000
Total $70,000
The Triangle F ertilizer Company 
CALCULATION OF UNIT COSTS OF FERTILIZER 
For year ending December 31, 1926
Mixing and Stocking
Cost
Inv., Sundry M aterials—Jan. 1.......
Sundry M aterials R eceived ..............
Amount
$20,000
189,000
Tons per Ton
Less—Inv., Sundry M at’l—Dec. 31
209,000
6,000
14,000
Cost of Sundry M aterials Used 
Cost of Acid Phosphate Used .—
Labor ...... .................................... ...........
Power ........................ ............................
Burden Applied — ...............................
$3,000
Cost of F ert. Mixed and Stocked
203,000
49,000
9,000
3,600
9,900
18,000
18,000
18,000
18,000
18,000
$11.28
2.72
.50
.20
.55
274,500 18,000 15.25
$300,000 Inv., Mixed and Stocked, Dec. 31 45,750 3,000 $15.25
209,000
6,000
Cost of Sundry M aterial ............  203,000
Less—Sundry M aterial Inv. 
Dec. 31 ......... ............................
Screening and Bagging
Cost of M at’l Screened & Bagged $228,750 15,000 $15.25
Labor ....... .................. ...... ............ ......... 6,000 15,000 .40
Power ......... ..................................... ..... 1,500 15,000 .10
Burden Applied ............. ............ -.......  8,250 15,000 .55
Cost of Fertilizer Sold ................  $244,500 15,000 $16.30
Suggested Collection Procedure for the Medium- 
Sized Business
M OST of us, a fte r presenting a client with a report show­
ing a profit, have heard a t one time 
or another this question: “You 
say we have made a profit, but 
where is it? ” And in how many 
instances have we had to point out 
th a t a greater portion of this 
“Book Profit” was tied up in ac­
counts receivable due from custo­
mers?
The next question, and a logical 
one, has been how best to proceed 
to  tu rn  such a book profit into a 
usable, tangible one.
The w riter met w ith this situa­
tion so many times among busi­
nesses unable to afford the employ­
m ent of a  full-time credit manager 
th a t he finally attem pted to  outline 
a  simple guide designed to assist 
th e  medium-sized business man 
w ith this im portant problem. The 
suggested collection guide, though 
fundamental in every respect, has 
proven so effective an aid to many 
of the w riter’s clients th a t it is 
here given with the thought th a t 
it  may be of similar help to others.
The client is first instructed to 
have prepared a  list of all custo­
mers accounts receivable showing 
names, amounts and when goods 
were purchased. Some of the ac­
counts shown on the list will un­
doubtedly be uncollectible. These 
should be weeded out. He is then 
told th a t a vigorous effort should 
be made to  collect ALL outstand­
ing accounts for sales made prior 
to  his current credit period. These 
should be concentrated upon with 
the view to collection within sixty 
days, a t the latest.
The following steps are then sug­
gested as offering a workable col­
lection plan:
1. Telephone or personally call 
upon all “open account” customers 
shown on the list. Where the tele­
phone is used, a  promise of pay-
By GEORGE W. SIMS, C. P . A., Fresno, 
California.
ment should be secured and care­
fully noted. If payment is not re­
ceived when promised, CALL PER­
SONALLY and remind the custo­
mer of his promise. Where a call 
is made in person, make an effort 
to secure FULL CASH PAY­
MENT. If the customer says this 
is impossible, and you believe his 
story to  be true, attem pt to secure 
a p art payment, no m atter how 
small it may be. Then secure a 
PROMISE DATE for the payment 
of the remainder. Let your custo­
mer see you WRITE DOWN his 
promise and BE SURE to go after 
him within a day or two afte r tha t 
date, in event he does not send you 
in his promised check. THIS IS 
IMPORTANT. If you do not fol- 
low-up promptly, you will have lost 
all the ground covered by your 
previous call and you will have a 
doubly hard time to collect next 
time. If  YOU are not sufficiently 
interested in following up his prom­
ise why should HE be?
2. Where the  account is under 
fifty dollars, and you are unable to 
secure any satisfaction from your 
customer, place the m atter in the 
hands of the Small Claims Court 
for collection. The fee is nominal.
3. Always keep a list of your out­
standing customers accounts re­
ceivable available. When a custo­
mer comes in, or telephones an or­
der, for more goods and you see 
th a t he owes you for a prior month 
—find out why he has not paid you 
before delivering him more goods. 
This can be done in a polite but firm 
manner. Where it  is deemed ad­
visable, tell your customer th a t you 
cannot send him any fu rther goods 
until his old account is paid.
REMEMBER: Only the dead­
beat will resent your efforts to col­
lect a legitimate bill. By mixing 
firm insistence with courtesy, in 
your collection work, you will soon 
find th a t your customers will pay 
YOUR bills—even though they 
haven’t  enough to go around. They 
will pay YOU because they know 
th a t you expect prompt payment. 
You will never lose a good custo­
mer because you politely request 
and demand prompt payment. He 
well knows th a t it is necessary for 
you to have money in order for you 
to conduct your business and he 
will admire you for your progres­
sive collection methods, so long as 
you trea t him fairly and the same 
as you would trea t all other custo­
mers.
GIFT TO ACCOUNTANTS CLUB
The Accountants Club of Amer­
ica, Inc., with headquarters a t the 
Hotel Belmont, 42nd Street a t Park 
Avenue, New York City, held its 
first birthday party  on Monday 
evening, November 21, 1927. Dur­
ing its first year it acquired unto 
itself a total membership of 574, of 
which 455 were resident and 129 
were non-resident. The club has 
maintained the usual rooms of such 
organizations and has rendered 
service for its members in connec­
tion with theatre and railroad de­
mands. Thursday evening has be­
come the recognized feature of the 
club, and members look forward to 
it with considerable pleasure as a 
time when sociability is to be found 
on all sides.
The anniversary was celebrated 
by a dinner dance a t the Waldorf- 
Astoria, the success of which indi­
cates th a t the Accountants Club 
has found a place in the large city.
During the dinner an announce­
ment was made to the effect tha t 
the firm of Haskins & Sells had 
contributed as a  memorial to Elijah 
W att Sells the sum of $50,000
for capital purposes of the club. 
The use to which the same 
shall be put was purposely left open 
by the donors, pending the comple­
tion of the plans for the club. It 
is hoped by those who have been 
sponsoring The Accountants Club 
of America that some day there 
will be a building or club house in 
New York City which will be the 
logical meeting place for all those 
who are interested in accounting 
and the suggestion has been made 
that if in tha t building an audito­
rium should be provided, around 
which could be centered the various 
gatherings of accountants, nothing 
more appropriate could happen 
than to have such a room called 
The Elijah Watt Sells Auditorium.
It must be remembered that Mr. 
Sells was the originator of the idea 
and the organizer of the activities 
which led to the formation of The 
Accountants Club. In 1914 a cir­
cular was issued with regard to 
such an organization and at that 
time the only officer that appeared 
to be working on the job was the 
President, E. W. Sells. The other 
positions were waiting to be filled 
and it is only proper that he should 
be given the credit for having been 
the founder of the present club. 
Those of us who were privileged to 
know Mr. Sells, realize that in him 
there was probably centered more 
of tolerance than has been pos­
sessed by any other individual con­
nected with the accounting profes­
sion. It was the editor’s privilege 
to have known fairly well both 
Messrs. Haskins and Sells. On the 
last trip that Mr. Sells made to the 
West, he stopped for a time as he 
autoed through Ann Arbor and 
lunched with us. During many oc­
casions when we have been thrown 
together, sometimes on the same 
side of an argument and some­
times on opposite sides of an argu­
ment, we never remember that Mr. 
Sells was anything but extremely 
mindful of the right of individuals 
to their respective opinions. Rob- 
ert Montgomery, who is the first 
President of the active organiza­
tion but who would not have been
the first President had war condi­
tions not interrupted the plans 
which Mr. Sells had put in motion 
in 1914, utilized as the text of his 
remarks in connection with the an­
nouncement the fact that the out­
standing characteristic of the 
founder of The Accountants Club
(b) Interest on the old bond issue 
and all dividends on the old preferred 
stock have been paid.
(c) All of the present holders of pre­
ferred stock have agreed to exchange 
their stock for stock of the new issue.
(d) The expenses to be incurred in
was that “he loved his fellow m an” 
The aim of the individual donors 
to thus jointly undertake the per­
petuation of a long-cherished plan 
which Mr. Sells had in the forma­
tion of such a club will be appre­
ciated by the entire accounting 
profession.
$5,636,234.29 $5,636,234.29
connection with the proposed refinanc­
ing are estimated to be $15,000.
(e) The Y Appraisal Company has 
appraised the value of the plant and 
equipment at the cost to reproduce new 
less accrued depreciation, as of June 
30, 1927, at $4,371,140.14.
C. P. A. EXAMINATION QUESTIONS, 
PENNSYLVANIA, NOVEMBER, 1927
GENERAL ACCOUNTING
Monday, November 7, 1927, 9 a. m. 
to 1 p. m.
1. At a meeting of the stockholders 
of The X Manufacturing Company, held 
on June 10, 1927, the officers of the 
Company were authorized to put into 
effect the following plans of refinanc­
ing:
1st. An issue of $2,000,000 First 
Mortgage 6 per cent Gold Bonds ma­
turing July 1, 1942, is to be sold to 
bankers at 9½  and the present First 
Mortgage 7 per cent Gold Bonds, of 
which $250,000 are outstanding, are to 
be called at 105.
2d. An issue of $1,100,000 preferred 
stock, 7 per cent cumulative, par value 
$100, is to be sold (or exchanged) and 
the present 8 per cent preferred stock, 
par value $100, of which $927,500 par 
value is outstanding is to be retired at 
110.
3d. A commission of $2.50 w ill be 
paid to bankers on each share of the 
present outstanding preferred stock  
which they succeed in exchanging for 
new preferred stock and a commission 
of $6 per share w ill be paid on each of 
the remaining new shares sold.
4th. New shares of common stock, 
without par value (100,000 shares au­
thorized) w ill be exchanged for the  
present $100 par value common stock, 
of which there are 12,493 shares out­
standing, in the ratio of 8 new shares 
for 1 old share.
5th. The loans and bills payable and 
the installm ent mortgage are to be liq­
uidated and the accounts payable are 
to be reduced by $300,000.
You have been engaged by the bank­
ers to examine the accounts of the Com­
pany for the five-year period ended June 
30, 1927, and have found as follows:
(a) Trial balance after closing, June 
30, 1927:
Dr.
Accounts Receivable ........ .............................................................. $1,512,099.31
Accounts Payable ...........................................................................
Accrued Accounts ............................................................ .............
Bills Receivable ............................................................................... 287,770.68
Cash ....................................................................................................  195,998.66
Cash Surrender Values of Insurance Policies on Lives of
Officers ..................................................................................... 60,738.57
Common Stock, 12,493 shares .......................................................
First Mortgage 7 per cent Bonds, due 1931................................
Guarantee Deposits ......................................................................... 6,325.19
Instalment Mortgage (on property not covered by mortgage
indenture) ............................................................................
Loans and Bills P ayable................................................................
Marketable Securities .............................. ......................................  27,713.24
Plant and Equipment, net of accrued depreciation............... 1,828,400.57
Preferred Stock, 9,275 shares ......................................................
Prepaid Accounts ........................................................................... 279,040.19
Product Finished and in Process ............................................. 928,361.21
Reserve for Doubtful Accounts ...................................................
Raw Material and Supplies ......................................................... 492,169.59
Railroad Claims ............................................................................... 599.62
Reserve for Federal Income Taxes for fiscal year 1926-1927
Surplus ...............................................................................................
Sinking Fund for Retirement of Preferred Stock, Cash . . .  17.46 
Unamortized Bond Discount and Expenses ..........................  17,000.00
Cr.
$593,570.81
89,311.99
1,249,300.00
250,000.00
9,724.29
1,362,000.00
927,500.00
29,000.00
33,750.00
1,092,077.20
( f )  T h e  n e t  p rofits o f  th e  C om pany  
fo r  th e  five fisca l y ea rs  en d ed  J u n e  
30, w ere a s  fo llow s:
Year ended Jun e 30, 1923 . . . .  $270,403.01
Year ended June 30, 1924 ___  322,468.19
Year ended June 30, 1925 ___  191,910.59
Year ended June 30, 1926 . . . .  277,681.93 
Year ended June 30, 1927 ___  251,330.23
( g )  F ed er a l in co m e ta x e s  h a v e  been  
se t t le d  to  and  in c lu d in g  th e  fisca l y ear  
en d e d  J u n e  30 , 1 9 2 4 .
(h )  T h e  ta x a b le  in co m e fo r  th e  fisca l 
y ea r  en d ed  J u n e  3 0 , 1 9 2 7 , is  e stim a ted  
to  be $ 2 5 0 ,0 0 0  b efo re  g iv in g  e ffec t to  
th e  refin an cin g .
(i) T he in ven tories w ere found to  be 
su b s ta n tia lly  correct as to  q u a n tit ie s  
a n d  priced  a t c o st  or m a rk e t w h ich ev er  
w a s lo w er  and  th e  tr ia l b a lan ce  a fter  
c lo s in g  w a s fo u n d  to  be correct.
Su bm it th e  fo llo w in g :
( 1 )  A  certified  b a la n ce  sh e e t  as o f  
J u n e  30 , 1 9 2 7 , g iv in g  effect to  th e  pro­
p o sed  refin a n cin g . (In c lu d e  in  you r  
cer tif ic a te  th e  r e su lts  o f  o p era tio n s for  
th e  period of your exam in ation .)
( 2 )  T he jo u r n a l e n tr ie s  n e c essa ry  to  
b r in g  th e  book s o f  a cco u n t in to  a g r ee ­
m e n t w ith  th e  b a la n ce  sh e e t  a fter  g iv ­
in g  e ffec t to  th e  p rop osed  refin an cin g .
2. A  la rg e  r e ta il co a l and  b u ild in g  
su p p ly  com p an y  h a s a m a in  yard and  
th r e e  branch  yard s in  th e  C ity  o f P h ila ­
d e lp h ia , a ll  s e l l in g  fo r  ca sh  and  on  
cred it. T he p res id en t o f  th is  com pany  
d e sir e s  y o u  to  reco m m en d  a fa ir ly  s im ­
p le  sy s te m  o f  a cco u n tin g  th a t  w ill  ta k e  
c a re  o f  th e  b u sin ess  w ith o u t too  m uch  
w ork  or ex p en se . O u tlin e  a su ita b le  
sy s tem  and  draw  up a c la ssified  chart 
o f  a cco u n ts th a t  w ill  care  fo r  th e  fou r  
offices. D escrib e  th e  b o o k s and  record s  
to  be u sed , m eth o d s o f  h a n d lin g  th e  
p u rch a ses , th e  sa le s , th e  in v en to r ie s , 
th e  b illin g s , th e  cash , th e  c o llec tio n s ,  
th e  in ter-office  tr a n sa c tio n s  and  su ch  
o th e r  a c t iv it ie s  a s in  y o u r  ju d g m en t  
m ay seem  n ecessa ry .
3. T h e W h ite  C om pany, a  P e n n sy l­
v a n ia  co rp o ra tio n , o p era tes a  ch a in  o f
5 and  10 cen t s to res , o f  w h ich  ten  are  
in  P en n sy lv a n ia  and  tw o  in  O hio. Its  
1928  P en n sy lv a n ia  C ap ita l S tock  and  
L o a n s R ep o rt sh o w s a m o n g  o th ers  th e  
f o l lo w in g  a sse ts :
(a )  C ash d ep o s ited  in  ban k  in  O hio.
(b )  T w o le a se s  on  O hio sto res , cap­
i ta liz e d  a t $ 5 0 ,0 0 0 , b eca u se  a t a lo w  
r e n ta l fo r  lo n g  term s. T h e a c tu a l v a lu e  
i s  in  e x ce ss  o f $ 5 0 ,0 0 0 .
(c )  S tock  o f  m erch a n d ise  in  P en n -  
sy lv ia , $ 2 5 0 ,0 0 0 .
(d )  S tock  o f  m erch a n d ise  in  O hio, 
$ 7 5 ,0 0 0 .
(e )  P a te n ts  (U . S .) a c tu a l v a lu e , 
$ 2 ,5 0 0 .
( f )  U . S. L ib erty  B o n d s, $ 5 ,0 0 0 .
( g )  S to ck  in  P en n sy lv a n ia  corp ora­
t io n s , $ 5 ,0 0 0 .
( h )  S tock  in  O hio corp o ra tio n s , $ 2 ,-  
5 00 .
In  fix in g  a  v a lu e  o f  th e  W h ite  Com ­
p a n y ’s  c a p ita l sto c k  fo r  th e  5 m ill cap­
ita l s to c k  ta x  in  P en n sy lv a n ia , w h ich , 
i f  an y , o f  th e  ab ove  a sse ts  are  exclud ed ?  
G ive rea so n s.
D escrib e  th e  v a r io u s  s ta te  ta x e s  th a t  
a re  lev ie d  a g a in st  co rp o ra tio n s in  P en n ­
sy lv a n ia  an d  th e  b a s is  upon  w h ich  th e y  
are  reck o n ed .
4. T h e  B oard  o f  D irec to rs o f th e  “A ” 
C om pany, d e a lin g  in  u sed  cars, ha v e  
had  ca u se  to  dou b t th e  co rrec tn ess  o f  
th e  In v en to ry  s ta te d  a t D ecem ber 31, 
1926, and have called  you in  to  take a 
p h y sica l in v e n to r y  as o f  today .
T h ey  h a v e  req u ired  th a t you  w ork  
y o u r  In v en to ry  back  to  a scerta in  th e  
c o rrec tn ess o f th e  In v en to ry  as s ta ted  
a t D ecem b er  31 , 1 9 2 6 .
S ta te  fu lly  an d  in  d e ta il th e  proce­
du re to  be fo llo w e d  in  order to  sh ow  
th e  accu ra cy  o f th e  In ven to ry , as s ta ted .
5. (a )  In  th e  a u d it  o f  th e  p a y ro ll 
o f a co a l m in in g  com pany, w h a t te s ts  
and  ch eck s w o u ld  you  ex p ect to  m ake?
(b) In  the case of a new  com pany, 
1926, and have called  you in  to take a 
you  a d v ise?
(c) W hat reserves, i f  any, are re­
q u ired  fo r  a m in in g  com p an y  su ch  as 
th is  and  h o w  are  th e  a m o u n ts d e ter ­
m in ed ?
(d) S tate  a lso  how  you w ould de­
term in e  th e  reserv es  req u ired  fo r  an  o il 
w e ll.
Monday, Novem ber 7, 1927, 2 p. m. 
to  5  p. m.
6. S a m u el J o h n so n  d ied  on  th e  1 0 th  
day o f  J u n e  a t 9 .30  a. m . S oon  th e r e ­
a fter  an ap p ra isa l w a s m ade o f h is  in ­
v e stm e n ts  and p erso n a l e ffects, a lso  o f  
th e  p la n t and  o th e r  a sse ts  o f h is  g o in g  
b u sin ess , b u t th e  b o o k s w ere  n o t  c lo sed  
u n til th e  end  o f  D ecem ber. T he b u si­
n ess  w a s v a lu e d  by th e  a p p ra isers a t  
$ 1 9 0 ,0 0 0 , m ade up o f  th e  fo llo w in g :
B u ild in g  for b u sin ess u s e .............. $100,000
B ook va lue $100,000.
M achinery and fixtures ................  30,000
B ook va lue $35,000.
M erchandise and raw  m ateria l . 30,000 
Cost va lue $34,000.
Cash in  b a n k .......................................  10,000
Book value $10,000.
A ccounts and notes receivable . 20,000
Book va lue $24,000. ----------- —
T otal appraisal o f bu sin ess 190,000
B u sin ess accounts payable, not
entered .......................................... 15,000
T he other item s perta in in g  to  the e s­
ta te  w ere a s fo llow s:
T rust cash and in v estm en ts held  
by testa tor  as tru stees of an
esta te  ................................................... $25,000
Cash in  b a n k s ................................ .... 12,000
A n office b u ild in g  in  operation  . 100,000
A n office b u ild in g  in  operation . 150,000
Accrued ren ts of bu ild in gs ___  2,200
In vestm en ts in  s t o c k s ................... 30,000
In v estm en ts in  b o n d s ..................... 50,000
Accrued in terest on b o n d s ............ 1,000
A fam ily  m ausoleum  th a t c o s t . . 10,000 
R esidence and ground w orth . . .  40,000
Personal effects appraised at . . .  10,000
A  separate se t of books w as m aintained  
to  record the testa tor’s  a c tiv itie s  in  office 
build ings and investm ents, but the res i­
dence and personal effects w ere n ot se t  
up in  an y  books. The $15,000 o f bu siness  
accounts payable for m ateria l purchases 
and expenses w ere not entered on the  
books a t h is  death and w ere not consid­
ered in  any  w ay u n til they  w ere paid by 
the b u siness a m onth later in  the ordi­
nary course of business.
You are engaged to  close the books of 
the b u siness and of the  esta te  a t the  end 
of D ecem ber and to prepare th e  first and  
after tak ing  inventory  and h an d ling  m at­
ters in  th e custom ary w ay, and w ithou t 
final account for presentation  to  th e  Or­
phans Court a s  of th a t date. You find 
m aking  a n y  estate  adjustm ents, th a t the  
n et b u siness profit for  th e  fu ll calendar  
year is  $40,000. H ow  is  th is  profit to  be 
apportioned, and w hat adju stm ents if  any  
are required on the books of the going  
bu siness?  A ssum e that the m erchandise  
inventory a t c losing is  $34,000 tak en  at 
cost, and th e  accounts receivable $24,000 
book value and th at no depreciation is 
taken  on bu ild ing or m achinery.
The w idow  M ary and son D avid are the  
executors. The son is  w illed  the business 
and its  b u ild in g  outright upon settlem ent 
of th e  estate, and in  no even t i s  to re­
ceive less than  $200,000 w ith  the business 
included; and everyth ing  e lse  is  to  be 
divided equally  betw een the w idow  and 
daughter Sarah; but w ith  th e  provision  
th a t upon settlem ent the $100,000 build­
in g  and residence and personal effects 
are to  go to  the w idow  and the $150,000 
build in g  to the daughter. The son after  
ta k in g  a sa lary  of $10,000 per year (h is  
custom ary salary, w h ich has a lready been  
draw n) m ust pay h is  m other one-third  
of the net profit each year as long as she  
l iv e s ; but u n til a fter  the final accounting, 
a ll incom e after paying th e  w idow  her 
share of b u siness profit is  to  be divided  
equally  am ong the three heirs.
The m edical expenses are $1,000, funeral 
expense $2,400 and a ll other necessary  
expenses $1,150. The attorney’s fee  is  
$1,000 and your fee as aud itor is  $1,000. 
The com m ission  to  executors is  5 per cent. 
Consider a lso  the necessary  F ederal and 
State taxes. The executors tran sfer  the  
tru st funds to  a tru st com pany, and every­
th in g  e lse  is  d istributed according to th e  
w ill. T hey sold  $10,000 of the  stocks a t a 
profit of $1,400.
T he cash receipts from  office bu ild in gs  
from  the testa tor’s death to  the end of 
Decem ber am ounted to $19,500, and the  
run n in g  expenses to  $7,000; and th e  ac­
tu a l cash received on bond in terest and 
dividends w as $2,400 and $1,200, respec­
tiv ely , and $100 in terest on the bank ac­
count.
(a ) O utline the su ccessive  step s and  
official requirem ents necessary  in  the se t­
tlem en t of th is  estate.
(b) W hat S ta te  and F ed era l reports 
and ta x es are required in  connection  w ith  
th is  esta te , and w h a t b a sis  of va lue is  
used for tax  purposes?
(c) Prepare a balance sh ee t o f th e  b u si­
ness a t th e  end of D ecem ber after  your  
aud it.
(d) P repare a balance sh eet o f th e  e s­
ta te  a t  th e  end o f D ecem ber a fter  your  
final audit.
(e ) Prepare th e  necessary  account to  
be presented to  th e  court.
7. (a) G ive a br ief d escrip tion  of the  
ju r isd ic tio n  and d u ties  of the Public  
S erv ice  C om m ission  of P en n sy lvan ia .
(b) W hat accou nting  requirem ents have  
been form ulated  by th is  com m ission?
(c) D escribe th e  com m ission ’s regu la­
tio n s re la tin g  to w ater com panies in  re­
sp ect of cap ita l stock, bond issu es, bond  
redem ptions, prem ium  and d iscoun t on  
bonds and cap ita l stock, depreciation  of 
properties.
(d) D escribe th e  object and d u ties of 
th e  B ureau o f S ecu rities of the D epart­
m ent of B ank ing.
8. In  th e  au d it of a  nationa l bank, de­
scribe in  deta il the m anner in  w h ich  you  
w ould sa t is fy  y o u rse lf as to  the accuracy  
o f th e  fo llo w in g  item s:
(a ) D epositors’ accounts w here no gen­
era l w r itten  verification  w as perm itted .
(b) Dem and loans w ith  co lla tera l w here  
the m anner o f verification  w as le ft  en ­
t ire ly  to  yourself.
(c) C om m ercial paper.
(d) Sav in gs accounts.
(e) In terest received and receivable.
(f) In terest paid and payable.
(g ) Safe deposit ren ta ls.
(h ) Incom e from  tru st departm ent.
(i) In vestm en ts in  secu rities .
9. You are called  upon to  aud it a  M ill 
and M ine W holesale Jobbing H ouse.
(a ) O utline th e  m anner in  w h ich  the  
a u d it w ill be conducted, and prepare a 
certificate  for th e  use  of your c lien ts  w ith  
th e ir  bankers, u s in g  your ow n figures.
(b) N am e th e  c h ie f item s of in form a­
tion  required by bankers and others w ho  
ex te n d  cred it to  corporations and part­
nerships.
W ednesday, Novem ber 9, 1927, 9 a. m. 
to  1 p. m .
10. T he a n n u a l s ta te m e n t o f a sm a ll  
b u t su c c e ss fu l r e ta il  d ep a rtm en t sto re  
sh o w s  th e  y e a r ’s n e t  profit to  be fa r  
b e lo w  th e  figu re  ex p ected  by  th e  p ro­
prieto rs. T h e sa le s  h a v e  in crea sed  con ­
s id e r a b ly  o v er  la s t  y ea r  an d  th e  p u r­
c h a se s  h a v e  in crea sed  b u t s l ig h t ly  in  
proportion , an d  y e t  th e  r e su lts  lea d  th e  
o w n e r s  to  su sp e c t  th a t  s te a lin g  h a s  
been  g o in g  on. You have been retained  
to  m a k e  an  a u d it  o f  th e  book s fo r  th e  
y ea r  but w ith o u t a tte m p tin g  to  th ro w  
su sp ic io n  u p on  a n y  on e .
(a )  D escrib e  y o u r  p roced u re  in  su ch  
a n  a u d it and  g iv e  th e  rea so n s fo r  each
step , co v er in g  w ith  p a rticu la r  care th e  
m a in  p o in ts  w h ere  you  th in k  th ere  is  
a n y  p ro b a b ility  o f  w ro n g  do in g .
(b )  O u tlin e  a su ita b le  a cco u n tin g  
sy s tem  fo r  th is  s to r e , in c lu d in g  you r  
reco m m en d a tio n  o f p la n s fo r  h a n d lin g  
th e  ca sh  and  sto ck  th a t w ill  p rev en t a s  
far  as p o ss ib le  a n y  lo ss  from  s te a lin g s  
or from  m isa p p ro p ria tio n  o f fu n d s.
(c )  On th e  o th er  h an d , a ssu m in g  
th a t  y o u  h a v e  a b so lv ed  th e  em p lo y ees  
fro m  su sp ic io n , w h a t e x p la n a tio n  can  
be m ade to  y o u r  c lie n ts  as to  th e  poor  
sh o w in g  fo r  th e  y ear?  W rite  a b r ief  
rep ort o n  th e  m a tter  fro m  th is  v ie w ­
p o in t.
11 . A  m a n u fa ctu r in g  com p an y  co n ­
stru c ts  a  n ew  s ix -sto r y  re in fo rced  co n ­
crete  b u ild in g  and  m o v es from  a ren ted  
b u ild in g  to  its  n ew  p la n t. D u rin g  th e  
m o v in g  th ere  is  a  co n sid era b le  lo ss  o f  
tim e and production. There is  a lso  the  
h ea v y  c o st o f  m o v in g  th a t  is  p a rtly  done  
by th e  co m p a n y ’s ow n  w o rk m en , to ­
g e th e r  w ith  so m e  b rea k a g e  o f  fu r n i­
ture, d iscard ing  o f certa in  m achines, 
sp o ila g e  o f  sto ck , r ep la c in g  an d  tra d ­
in g  so m e o ld  m a ch in ery  fo r  n ew , ad d ­
in g  n ew  m a ch in ery  o f  an  im p roved  n a ­
tu re  fo r  th e  la rg er  p la n t, fin a n c in g  
ch a rg es to  cover  th e  land  and  c o n stru c ­
tio n  and  fo r  th e  p u rch a se  o f m a ch in es  
and  fo r  p la c in g  o f m o rtg a g es . I t d e ­
v e lo p s  a lso  th a t  th e  com pany h a s  on  
h an d  a la rg e  su p p ly  o f  v a lu a b le  m old s  
th a t  had  b een  w r itte n  off th e  b o o k s en ­
t ir e ly  and  w h ich  th e  d irec to rs w o u ld  
lik e  to  h a v e  rep la ced  in  th e  accou n ts.
E x p la in  h o w  y o u  w o u ld  h a n d le  th e  
v a r io u s  item s o n  th e  b o o k s o f  th e  com ­
pany, and  g iv e  y o u r  reco m m en d a tio n s  
resp ectin g  depreciation  and th e  ra tes to  
be used .
12 . O utlin e  and  d escr ib e  y o u r  pro­
ced u re  in  a u d itin g  th e  book s o f  a la rg e  
c ity  h o sp ita l in  P e n n sy lv a n ia . A lso  
draw  up a B a la n ce  S h ee t and  an  in ­
com e S ta te m en t sh o w in g  th e  a cco u n ts  
th a t  o rd in a r ily  b e lo n g  to  su ch  an in ­
st itu t io n . U se  y o u r  o w n  figures.
13 . In  co n n ec tio n  w ith  a fire in su r ­
an ce  com p an y , s e t  fo r th  your a n sw ers  
to  th e  fo llo w in g  q u estio n s:
(a )  H o w  m ay  a fire in su ra n ce  com ­
p a n y  b ecom e in co rp o ra ted  in  P e n n sy l­
v a n ia  a n d  w h a t res tr ic tio n s , i f  any , are  
a tta ch ed  to  it s  ca p ita l stock ?
(b )  N a m e se v e r a l k in d s o f p o lic ie s  
u sed  b y  fire in su ra n ce  co m p an ies and  
g iv e  a  b r ie f  d escr ip tio n  o f  th e  p u rp ose  
o f  each .
(c )  H o w  sh o u ld  th e  com p an y  appor­
t io n  th e  u n ea rn ed  p rem iu m  in co m e re ­
ce iv ed  o n  y e a r ly  p o lic ie s  and  on  th r e e -  
year p o lic ies and on perpetual po licies  
w h en  c lo s in g  th e  b o o k s a t th e  en d  o f  
ea ch  year?
(d) G ive an exam ple of th e  80 per  
c e n t  co -in su ra n ce  c la u se , and  sh o w  h ow  
i t  w o r k s o u t  in  th e  ca se  o f  a  fire lo ss  
u n d er  th e  tw o  fo llo w in g  co n d itio n s:
1st. A ssu m e  th a t  th e  p ro p erty  is  
v a lu e d  a t  $ 5 0 ,0 0 0  and  th a t  i t  is  to ta lly  
d estro y ed .
2nd. A ssum e th a t the va lue is  $50,000 
a n d  th a t  th e  a c tu a l fire lo ss  is  o n ly  
$ 2 0 , 0 0 0 .
H o w  m u ch  w il l  th e  in su red  rece iv e  
under each condition? Show  your an­
a ly s is .
( e )  W h a t r eserv es , i f  an y , a re  re ­
q u ired  by  a fire in su ra n ce  com pany?
( f )  D escrib e  th e  th e o r y  o f  re in su r ­
ance  an d  h o w  i t  a ffec ts  th e  a cco u n tin g  
record s.
(g )  U s in g  you r  o w n  fig u res , prepare  
a b a la n ce  sh ee t  o f a fire in su ra n ce  co m ­
pany.
( h )  O u tlin e  a p la n  fo r  a co rp o ra tio n  
w h ich  h a s  d ec id ed  to  ca n cel it s  fire in ­
su ra n ce  p o lic ie s  and  carry  its  o w n  fire  
insu ran ce r isk , and sh ow  by figures how  
th e  m a tter  sh o u ld  be h a n d led .
14 . (a )  D escrib e  in  d e ta il y o u r  p ro­
ced u re  in  a u d itin g  th e  m o r tg a g e  lo a n s  
and sto ck  loans of a  bu ild in g  and loan  
a sso c ia tio n , an d  s ta te  w h a t d o cu m en ts  
you w ould exam in e and why.
(b )  T he C entra l C on stru ctio n  Com ­
p a n y  o b ta in ed  a co n tra ct fro m  th e  P a r k 
V iew  L and  C om pany to  e re c t a  m odern  
ap a rtm en t h o te l fo r  $ 3 ,5 0 0 ,0 0 0 . T he  
c o n stru c tio n  com p an y  accep ted  $ 1 ,0 0 0 ,-  
0 00  par o f  th e  la n d  co m p a n y ’s 6 per 
cen t G old B on d s a t  90 (th e  p r ice  a t  
w h ich  th e  b a la n ce  o f th e  L and C om - 
p a n y ’s b on ds w ere  so ld  to  b a n k e rs) in  
part p a ym en t, an d  rece iv ed  w ith  th e  
b on d s 2 0 ,0 0 0  sh a res  o f  th e  P a rk  V iew  
L and C om p any’s no par v a lu e  sto c k  as  
a bon u s. A t th e  c lo se  o f th e  y ea r  th e  
fo llo w in g  fa c ts  are  kn ow n :
T h e co st o f th e  co n tra ct w a s $ 3 ,0 0 0 ,-
0 0 0 . T he co n stru c tio n  com p a n y  had  
so ld  o n e -h a lf  o f  its  bon ds a t 95 , b u t it  
s t i l l  h a s a ll o f  th e  no par v a lu e  sto ck  
o n  h an d .
S ta te  th e  p r ice  y o u  w o u ld  sh o w  in  
th e  b a la n ce  sh ee t  o f  th e  C en tra l Con­
str u c tio n  C om pany fo r  its  in v e stm e n t in  
b on d s an d  sto c k  o f th e  L and C om pany. 
G ive rea so n s.
(c )  T h e O il D ev elo p m en t C om pany  
o f P en n sy lv a n ia  h a s a b ook  in v e stm e n t  
o f  $ 1 ,0 0 0 ,0 0 0  in  lea se s , d ev e lo p m en t, 
etc ., in  C zech o slo v a k ia . I t  m a k e s  a 
co n tra ct w ith  th e  E a stern  O il C orpora- 
t io n  by  w h ich  th e  E a stern  O il C orpora­
tio n  a g r ee s  to  ta k e  over  th e  le a se s , d e ­
v e lo p m en t, r ig h ts , e tc ., o f th e  O il D e­
v e lo p m en t C om pany, pay  th e  O il D e­
v e lo p m en t C om pany $ 5 0 0 ,0 0 0  in  ca sh  
an d  10 cen ts  per b arrel on  a ll  o il  pro­
d u ced  fro m  le a se s  d ev e lo p ed  u n til  
$ 5 0 0 ,0 0 0  h a s  b een  p a id ; an d  in  a d d i­
tio n , a fte r  th e  E a ste r n  O il C orporation  
h a s  recovered a ll o f it s  investm ent, 
profits are  to  be d iv id ed  on  a b a sis  o f  
o n e -h a lf  to  E a stern  O il C orporation  and  
o n e -h a lf  to  O il D ev elo p m en t C om pany.
P r e se n t  th e  e n tr ie s  th a t  yo u  w o u ld
m ake on the  Oil D evelopm ent Com­
pany’s books to  reflect th is  contract.
W ednesday, N ovem ber 9, 1927, 2  p . m . 
to  5  p. m .
15. (a ) O utline th e  various m ethods 
commonly reso rted  to in  effecting the 
consolidation or affiliation of several 
business concerns.
(b) Select a  m ethod th a t is known 
to you and  give th e  successive steps to 
be taken  in bringing about th e  desired 
ends in  Pennsylvania.
(c) The Stone C onstruction Com­
pany is incorporated  w ith a capital 
stock issue of $1,000,000 p ar of shares 
$100 each, one-half 7 per cent cum ula­
tive preferred  stock and th e  rem ainder 
common. H alf of th e  preferred  stock 
and half of the  common have been sold 
for cash. The com pany is organized 
w ith the  object of b ring ing  several con­
cerns in allied activities under one m an­
agem ent.
I t purchases for cash from  stock­
holders of th e  A Company 50 per cent 
of the  au thorized capital stock of said 
company at $110 per $100 share; and an 
additional 25 per cent thereof com pris­
ing the A Com pany’s rem ain ing  unsub­
scribed stock was purchased a t $120 
per share  d irectly  from  the  company, 
tu rn in g  over in exchange the re fo r half 
p referred  and half common stock of 
th e  new company.
I t  also purchases from  stockholders 
of th e  B Company 90 per cent of the  no 
p a r  stock of the  said com pany a t $60 
per share, though  the  book value in ­
cluding capital and surp lus is $70 per 
share. I t  gives in  paym ent, half cash 
and half p referred  stock. The rem ain­
ing stock of the  B Company is held by 
private in terests.
I t  also buys the  assets and goodwill 
(om itting all receivables) of C and 
Company, a partnersh ip , fo r $50,000 
paying half cash and half common 
stock. The p lan t is closed down and 
everything ta k en  over b u t the receiv- 
ables and liabilities.
The D Company is prosperous and 
has a substantial surplus and a bond 
issue w ith a sinking fund. A m ajority  
of its  ou tstand ing  stock is purchased 
by the  Stone C onstruction Company on 
a basis of one share of p referred  stock 
and one of common for each share  of 
the  D Company.
You are  requested  to m ake the  sev­
eral en tries in jo u rn a l form  on th e  
books of the  new com pany to record 
the  purchases re ferred  to ; also to con­
s tru c t separate  balance sheets for th e 
different com panies a t the  tim e of con­
solidation and  then  a consolidated bal­
ance sheet to  include all, m aking  use 
of th e  usua l accounts and  conditions 
custom ary in  a com bination of in te rests 
such as th is. Use your own figures ex­
cepting w here already  given, and  as­
sum e th a t the  holding com pany has also 
purchased m inority  holding in one o ther 
corporation.
16. (a) Name the various departm ents 
of a modern city hotel, and give a list 
of the accounts th a t are ordinarily re­
quired in the general ledger.
(b) Outline briefly the accounting rou­
tine involved and the records to be used 
in  keeping track  of the service given to a 
transien t guest from the tim e he arrives 
until the tim e of his departure one week 
later.
(c) Mention the different classes of 
hotel property th a t are subject to depre­
ciation and give the rates of depreciation 
you consider applicable to  each.
(d) Describe how you would make an 
audit of the food supplies and other hotel 
supplies.
17. The A Machine Company was 
forced into receivership and after one 
year is reorganized in some respects and 
handed back to the stockholders.
(a) Give th ree reasons th a t may have 
caused th is  receivership.
(b) S tate in w hat way the receivership 
can help the company, if a t all.
(c) Give the steps necessary to bring 
about the receivership.
(d) Outline the duties of the receiver 
upon taking charge, and during his in ­
cumbency, and in reorganizing the com­
pany, and when handing it back to  the 
owners.
(e) Describe how the books of the com­
pany and of the receiver are to be kept 
during the receivership.
18. Give a lis t of the things comprising 
the most up-to-date office and bookkeep­
ing equipment which you would suggest 
for the office of a large textile mill, giv­
ing your reasons for the  preference and 
the possible saving in  office expense. As­
sume for your answer th a t the client 
operates a  m ill w ith 500 employees, buys 
from 100 firms, sells to 400 customers, 
and employs 15 clerks in the office; also 
th a t all bookkeeping and clerical work is 
now being done by hand and th a t the 
typew riter is used for ordinary typing.
QUESTIONS IN COMMERCIAL LAW
T hursday, Novem ber 10, 1927, 9 a . m. 
to  1 p . m.
R ead and study carefully  all ques­
tions before answ ering the  same. Avoid 
surplusage and repe tition  in your 
answers. A stric t com pliance w ith the 
requ irem en ts of each question w ill be 
expected.
1. Define:
(a) Contract.
(b) Lease.
(c) Bailm ent.
(d ) G uaranty.
(e) Suretyship.
(f) G eneral W arran ty  in  Deeds.
(g) Special W arran ty  in  Deeds.
2. Define and give exam ples:
( a )  C orporations o f  th e  first c la ss .
(b )  C orporations o f th e  seco n d  c la s s .
(c )  S ta te  th e  m eth o d  and  to  w h o m
app lication  is  m ade for incor­
p o ra tio n  in  each  c la ss.
(d )  D efine proxy, m erg er  an d  cu m u ­
la t iv e  v o tin g .
( e )  D is t in g u ish  b e tw een  a p a rtn er­
sh ip  and  a co rp oration .
3. W h a t in te r e s t  d o es th e  w ife  ta k e  
in  th e  e s ta te , r ea l and p erso n a l, o f a  
d ecea sed  h u sb an d , and  w h a t in te r e st  
d o es  th e  h u sb a n d  ta k e  in  th e  e s ta te , 
rea l an d  p erso n a l, o f  h is  d ecea sed  w ife , 
un d er  th e  in te s ta te  la w s  o f P e n n sy l­
v a n ia : (a )  w h ere  th ere  are  no c h il­
dren; (b )  w h er e  th e r e  are th r e e  ch il­
dren?
4. (a )  D is t in g u ish  b e tw e en  a g en ­
era l p a rtn ersh ip  and  a lim ite d  p a rtn er­
sh ip .
(b )  To w h a t e x ten t are p a rtn ers  
lia b le  fo r  p a rtn ersh ip  debts?
(c )  W h a t is  a  s ile n t  partn er?  W h a t  
is  th e  l ia b ility  o f a s ile n t  partn er  fo r  
p a r tn ersh ip  debts?
(d )  H ow  m ay  a p artn ersh ip  be ter ­
m in a ted ?
5. (a )  W h a t C ourt h a s  ju r isd ic t ion  
in  B an k ru p tcy?
(b )  D is t in g u ish  b e tw een  v o lu n ta r y  
and  in v o lu n ta ry  b an krup tcy .
(c )  In  w h a t m a n n er  and  by  w h om  
is  a  tr u ste e  in  b an k ru p tcy  ap p o in ted  
or e lec ted ?
(d )  W h a t is  m e a n t by secu red  
cla im s?
( e )  W h a t is  m e a n t by p referred  
c la im s?
( f )  W h a t b en efits  are  d er iv ed  in  
b a n k ru p tcy  to  cred itors?
( g )  T o th e  b a n k ru p t h im se lf?
6. (a) D istin g u ish  betw een  prim ary  and  
secondary ev idence.
(b) W hen m ay secondary evidence be  
introduced ?
(c) W hat is  the “hearsay” rule?  N am e  
three exceptions.
(d ) A, a  contractor, entered in to  an  
oral contract w ith  B, for the construction  
of a  bu ild in g . L ater, B  died. T he ques­
tio n  is, to  sta te  th e  am ount due A  by th e  
esta te  of B . A  testified  th a t B  prom ised  
to  pay h im  $10,000 for th e  construction  
of th e  bu ild in g .
(1) Under w h at circu m stan ces is  such  
evidence com petent?
(2) U nder w h at circu m stan ces is  such  
ev idence incom petent?
7. G ive a sh ort exam ple (not a defini­
tio n ) o f th e  fo llow in g:
(a ) E xpress contract.
(b) Im plied  contract.
(c) Voidable contract.
(d ) Void contract.
(e ) A  n egotiab le  in strum ent.
(f)  A  non-negotiab le  in strum ent.
(g ) E stoppel.
8. A n sw er th e  fo llo w in g  qu estion s by  
g iv in g  th e  tim e  in  years, m onth s or days, 
w ith ou t com m ent:
(a) How long does a judgm ent reta in  
its  lien on real estate, w ithout proceed­
ings to revive?
(b) When is there a legal presumption 
of payment of a mortgage?
(c) When is recovery of a common debt 
barred by the sta tu te  of lim itations?
(d) When is recovery on a contract 
under seal barred by the statute?
(e) In  w hat tim e will open, adverse 
and notorious possession of real estate 
give legal title  to the possessor?
(f) How long after the death of the 
owner do his unsecured debts continue 
as a  lien against h is real estate?
(g) W hat is the longest tim e note th a t 
can be accepted by banks for discount in 
Pennsylvania?
(h) F or how long after the death of a 
decedent may his personal representative 
pay inheritance taxes w ith a discount of
5 per cent?
(i) How long afte r h is death can the 
same be paid a t face?
(j) How long after the commission of 
an  ordinary crime or misdemeanor can 
the accused be indicted by the Common­
wealth?
9. A died January  1, 1927. His will 
was dated December 15, 1926. He was 
possessed of a  house and lo t worth $20,- 
000, the title  to  which was in  the name 
of A and B, his wife. A had personal 
property to the am ount of $30,000. His 
debts and expenses of adm inistration, 
exclusive of inheritance taxes, were $3,- 
000. A left a wife, B; two daughters, 
C and D, and a legally adopted son, E. 
By the term s of h is will A devised $1,000 
to his Church X, $2,000 to  h is favorite 
hospital, Y, and he fu rther directs th a t 
the home above referred to  be sold and 
the proceeds thereof, $20,000, be added 
to his personal estate and the whole to 
constitute the residue of his estate; and 
he directs also th a t the  said residue be 
divided among his wife and children 
above named according to the provisions 
of the intestate laws of the S tate of Penn­
sylvania, and in  the same m anner as if 
he had died intestate.
(NOTE.—Make distribution strictly  ac­
cording to  law, having in  m ind th a t the 
wife first, and h is children second, must 
receive every dollar tha t each is lawfully 
entitled to, even if the testa to r’s ex­
pressed intentions cannot be fully com­
plied with.)
W hat is the total exact sum th a t would 
be paid to each of the following:
(a) The State for inheritance taxes?
(b) B?
(c) C?
(d) D?
(e) E?
(f) X?
(g) Y?
10. Answer the  following legal prob- 
lem s “ Yes” or “No” w ithout com m ent:
(a ) A buys a  horse from  B for
$200.00 and gives B his promissory note, 
no t under seal, payable 90 days a fte r 
date fo r the  consideration. B had rep ­
resen ted  th e  horse to be sound. I t  was 
not sound. The day following the 
transaction  B tran sfe rred  the note for 
value to C who had  no knowledge of 
th e  m isrepresentations. Can A defend 
aga inst paym ent of the  note?
(b) R eferring  to th e  preceding prob­
lem, if th e  no te w ere a judgm ent 
prom issory note under seal, could A de­
fend?
(c) A and his wife B hold title  to 
the ir home. A borrowed $2,000.00 from 
a b roker to  invest in his own business 
and gave a m ortgage to the  broker on 
his in te rest in the  home. Can the 
b roker sell A’s in te rest in  the home on 
foreclosure proceedings under the  m ort­
gage?
(d) A was the  ow ner of a  parcel of 
rea l estate. B was a licensed rea l es­
ta te  broker and was agent for A and 
also was agen t fo r C, who desired to 
buy a  property . B negotiated  a sale of 
A’s property  to  C and neither A nor C 
knew  th a t B was agent fo r th e  o ther 
party .
(1) Can B collect com missions from  
both A and  C?
(2) Can B collect from either A or C?
(e) A was the ow ner of a farm  and 
w ished to sell it. B was a licensed real 
estate broker but was not employed as 
agen t for e ith e r A o r C. C was in  the 
m arke t for a farm . B learned of th is  
and induced A and C to deal on term s 
proposed by A. Can B recover a com­
m ission for his services?
(f)  A conveys h is rea l estate w ithout 
consideration  to  his friend  B for the  
purpose of defraud ing  his creditors. B 
w ithout the  know ledge or consent of A 
conveys sam e for a valuable considera­
tion  to  C in  frau d  of A and pockets the  
money. Can A recover back his prop­
erty  from  C?
(g) Same problem . Can A recover 
th e  m oney from  B?
(h) A’s signa tu re  is forged to  a 
check by his clerk B, who endorses the 
sam e to C, who cashes the  check w ith­
ou t knowledge of th e  forgery. C in 
tu rn  presents the  check to A’s bank,
D, and receives paym ent of th e  check. 
Does A lose the  money?
(i) Same problem . Does C lose the 
money?
(j)  Same problem . Does D lose th e  
money?
STATE SOCIETY AWARDS
A t a meeting of the Board of 
Directors, held December 2, an 
anonymous donor, through the Sec­
retary, offered $300 to be used by 
The American Society for the pur­
pose of stimulating interest in 
State societies as integral organi­
zations and increasing the interest 
which State societies may have in 
the work of The American Society.
A first award of $75.00 will be 
made to the State society showing 
the most notable advance during 
the year, July 1, 1927 to July 1,
1928. Such advance may be deter­
mined by increase in membership, 
changed plan of organization, spe­
cial contribution to professional ad­
vancement, or for any other satis­
factory cause. A $50.00 award 
will be made to the society rank­
ing second, and a $25.00 award to 
the society ranking third.
Those State societies wishing to 
be considered should give notice to 
the Secretary of The American So­
ciety by May 1,1928. The Board of 
Directors has authorized the Presi­
dent to select a comittee of three, 
no one of whom shall be a resident 
of a competing State or a member 
of its society, which committee 
shall serve as judges in making the 
awards.
During July, 1928, each of the 
said societies shall present a w rit­
ten statement, showing the work 
which it has done during the year, 
upon which it  makes its  claims. 
These shall be considered by the 
committee so appointed, a  decision 
reached and the announcement 
shall be made a t the annual meet­
ing of The American Society to be 
held a t New Orleans a t which time 
the awards will be presented.
F ifty  dollars shall be awarded to 
the society of the State from which 
The American Society receives the 
largest number of new members 
from September 1, 1927 to Septem­
ber 1, 1928, and $25.00 shall be 
awarded to the State society of the 
State from which the second larg­
est number of members has been 
received.
F ifty  dollars shall be awarded to 
the society of the State from which 
The American Society shall re­
ceive, during the same period, the 
largest percentage of members 
based upon the number of certified 
public accountants in the State who
were not members of The Ameri­
can Society on September 1, 1927, 
and a $25.00 award shall be made
California
The present officers of the Cali­
fornia State Society of Certified 
Public Accountants are as follows: 
H . Ivor Thomas, President; Nor­
man L. McLaren and Charles P. 
Carruthers, Vice-Presidents; B. W. 
Bours, Secretary-Treasurer; Percy
G. Goode, Charles Lumbard, I. G. 
Pattison and George M. Thomp­
son, Directors.
Colorado
The officers of the Colorado So­
ciety of Certified Public Account­
ants are: T. J. W itting, President; 
Leon E. Williams, Vice-President;
H. W. Nelson, Secretary; W. S. 
Dent, T reasurer; Louis C. Linck, 
William Thompson, W. M. Trant, 
Charles Kentor and F. Tillman 
Brownne, Directors.
Illinois
The Illinois Society of Certified 
Public Accountants held an all-day 
meeting a t the University of Il­
linois, Champaign, Illinois, on Sat­
urday, November 12, 1927. This 
is the first out-of-Chicago meeting 
which the Illinois Society has ever 
held and i t  was so well attended 
and so enthusiastically enjoyed 
th a t the holding of a meeting a t 
the University will probably be­
come an annual or a biennial event.
There was a total registration of 
114, of whom 42 were members of 
the Illinois Society of Certified 
Public Accountants. The Chicago 
party  left the metropolis Friday 
midnight in four special Pullmans, 
arriving a t Champaign on Satur­
day morning. A t the conclusion 
of the meeting on Saturday even­
ing, the party  returned to the Pull­
mans and awoke Sunday morning 
in Chicago. By this arrangem ent
to the society of the State from 
which the second largest percent­
age of members has been received.
there was no loss of time from 
business except on Saturday.
The sessions of the meetings 
were held in the Union Arcade and 
the Illinois Union buildings of the 
University of Illinois. A t the 
morning session A. C. Littleton, C. 
P. A., of the University of Illinois, 
read a paper entitled “Education 
for Accountancy.” Discussion of 
the paper was led by Eric L. Koh­
ler, C. P. A., of Northwestern Uni­
versity. A resume of Mr. Little­
ton’s paper is found elsewhere in 
th is issue.
Harvey C. Daines, C. P. A., of 
the University of Chicago, pre­
sented a paper entitled “Some 
Aspects of Valuation and Income 
Determination,” which aroused a 
great deal of discussion led by Al­
bert T. Bacon, C. P. A., of Chicago. 
Mr. Daines’ principal point was 
th a t balance sheets prepared ac­
cording to our present standard of 
a cost valuation for fixed assets, 
and cost or market, whichever is 
lower, for inventories, do not al­
ways present th a t true financial 
picture of the business which 
would seem to be called for by the 
accountant’s certificate: “We here­
by certify that, in our opinion, the 
within balance sheet truly and 
correctly shows the financial con­
dition of the company.”
Mr. Daines’ paper will appear in 
the next number of The Certified 
Public Accountant. The commit­
tee on technical papers of the Il­
linois Society is considering the 
advisability of calling a special 
meeting in Chicago for the sole 
purpose of perm itting fu rther dis­
cussion of this m atter.
The afternoon was devoted to 
attendance a t the football game 
between the University of Illinois 
and the University of Chicago.
A fter the football game the 
board of directors met to adopt a 
budget for the current year call­
ing for disbursements of $7,950.00 
and to accept the resignation of 
Mr. R. W. Frederick, who has acted 
as executive secretary for the past 
year. Mr. Frederick’s successor 
has not yet been announced. The 
business office of the Society will 
continue to be located a t 307 North 
Michigan Avenue, Chicago.
The evening session began with 
a dinner and entertainm ent by 
Webber’s Orchestra and by Freddy 
Morris and His Playmates, a quar­
te tte  which had won first prize a t 
the annual University of Illinois 
stunt-contest on Homecoming Day. 
A fter the entertainment, the ladies 
went to the home of Mrs. Lloyd 
Morey where it is alleged th a t they 
played bridge.
The serious part of the evening 
began with addresses of welcome 
by David Kinley, President of the 
University of Illinois, and by C. M. 
Thompson, Dean of the College of 
Commerce.
The address of the evening was 
given by Hiram T. Scovill, C. P. A., 
of the University of Illinois. Mr. 
Scovill digested for the Society a 
m aster’s thesis on the subject of 
“The Natural Business Year,” 
which had been prepared by Ralph 
S. Johns, C. P. A., of the Univer­
sity of Illinois. The thesis dis­
cussed the subject under four main 
headings: (1) advantages of 
adopting a natural business year 
ra ther than arbitrarily  making the 
calendar year the fiscal year of a 
business, (2) disadvantages of the 
same procedure, (3) natural clos­
ing dates for specific industries,
(4) suggested methods of procur­
ing the adoption by more business 
of the natural business year.
The thesis was prepared as a 
result of very extended correspond­
ence with accountants, banks, and 
industrial executives. Two of the 
principal points which it brought 
out are: (1) where probably 72 
per cent of businesses now close 
their books on December 31, th a t
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date is the natural closing date for 
only about 20 per cent of busi­
nesses; and (2) a m ajority of 
bankers recognize the fact th a t fi­
nancial statem ents prepared as of 
the natural closing date are more 
illuminating for credit purposes 
and help to avoid a congestion in 
the bank, and say frankly th a t 
they prefer th a t businesses gen­
erally would adopt the natural 
business year instead of closing 
their books arbitrarily a t the end 
of the calendar year.
A fter extended discussion of Mr. 
Scovill’s presentation of the thesis, 
the president was instructed to ap­
point a committee to lead in an ac­
tive effort for a wider adoption of 
the natural business year. The 
suggestion was made th a t since 
many banks have assigned specific 
lines of industry to be handled by 
certain vice presidents, it  m ight be 
well for the committee to select 
some line of industry whose nat­
ural business year is obviously dif­
ferent from the calendar year and 
endeavor to secure results through 
the bank official assigned to handle 
the bank’s customers in th a t in­
dustry. The committee as ap­
pointed consists of George W. Ros- 
setter, Chairman, Harold Bening- 
ton, and F. B. Andrews. Mr. Ros- 
setter is a very active member of 
the Committee on Natural Busi­
ness Year of the American Society 
of Certified Public Accountants, 
which has an active campaign 
under way.
The arrangem ents for the meet­
ings a t Champaign were in the 
hands of Lloyd Morey, C. P. A., 
Comptroller of the University of 
Illinois, Harold L. Benington, C. P. 
A., Chairman of the Committee on 
Meetings of the Illinois Society of 
Certified Public Accountants, and 
Eric L. Kohler, C. P. A., Chairman 
of the Committee on Technical 
Papers. Mr. Lewis Ashman, C. P. 
A., President of the Illinois Society 
of Certified Public Accountants, 
presided.
Missouri
The Kansas City Chapter of the
Missouri Society of Certified Pub­
lic Accountants has prepared an 
extensive program for the winter 
season. A t the September meet­
ing Edw. F raser was the Chair­
man and the evening was given 
over to a discussion of the  C. P. A. 
examination questions for last May. 
The October meeting was under 
the chairmanship of Miller Bailey 
and the subject for discussion was 
“Surplus and Deficit.” The No­
vember meeting had as its chair­
man Paul D. Williams and the sub­
ject was “Industrial and Financial 
Investigations.” The December 
meeting will have as its  chairman 
David B. Peter with the subject 
“Inventories.” In February, A. 
Anderson will act as chairman, the 
subject for discussion being “Valu­
ation and Depletion on Oil and Gas 
Leases.” In March, the chairman 
will be Robert S. Osborne and the  
subject “No P ar Value Stock.” In 
April, H arry E. Lunsford will pre­
side and the  topic will be “Ac­
countancy As a Profession.” I t  is 
also announced th a t four other 
meetings will be held, the dates 
and subjects not yet having been 
chosen, the chairmen to be J. H. 
Pflug, Eugene M. Lynn, L. U. 
Crawford and Edward J. Dillon.
Pennsylvania
The P ittsburgh Chapter of the 
Pennsylvania Institu te of Certified 
Public Accountants held a meeting 
in the Roosevelt Hotel, Wednes­
day, October 26, 1927, a t half past 
six o’clock. Following the dinner 
Chairman Frank A. Willison pre­
sided a t the meeting proper. The 
Chapter elected eight new mem­
bers.
R. H. Mohler discussed the 
pending income tax legislation 
which had to do with the inclusion 
in the new Revenue Act of a pro­
vision for an Advisory Committee 
to the Board of Tax Appeals ra th ­
er than leave the existence of such 
a committee to the discretion of 
the Commissioner of Internal Rev­
enue. The speaker of the evening 
was George F. Herde who reported 
concerning the Twentieth Annual
Conference of the National Tax As­
sociation held a t Toronto. His 
paper will be printed in an early 
issue.
I t  was decided th a t beginning 
w ith Tuesday, November 8, the 
regular weekly luncheons of the  
Chapter would be renewed a t the 
Chamber of Commerce. Visiting 
certified public accountants will al­
ways be welcome.
NOTES
Under the auspices of the In­
diana Association of Certified Pub­
lic Accountants, weekly luncheons 
are held a t 12:15 on Mondays at 
the Columbia Club, Indianapolis. 
Visiting certified public account­
ants are cordially invited to look 
in.
Stephen I. Miller is the new 
executive manager of the National 
Association of Credit Men, suc­
ceeding J. H. Tregoe, recently re ­
signed. Mr. Miller came to th is 
position from serving as educa­
tional director of the American In­
stitu te of Bankers for five years, 
previous to which time he had been 
associated with the University of 
Washington as professor of trans­
portation and Dean of the College 
of Business Administration.
H arry A. Higgins, C. P. A., of 
Jackson, Michigan, has recently 
presented to the citizens of th a t 
town, through the newspapers, two 
very timely articles. One related 
to m atters of taxation and the oth­
er discussed the commission form 
of government. Certified Public 
Accountants should take a more 
lively interest in municipal affairs 
than  most of them do.
The House Ways and Means Com­
mittee has completed a rough draft 
of the new Revenue Bill and, while 
the bill m ust pass through the reg­
ular congressional discussion in 
both House and Senate, the results 
attained by the Committee in their 
decisions are indicative of the prob­
able trend of Congress itself.
I t  is estimated th a t the changes
made will produce a  tax  reduction 
of from $235,000,000 to  $249,000,- 
000. The more im portant recom­
mendations were th a t the corpora­
tion tax  be reduced from 13½ per 
cent to 12½ per cent; th a t exemp­
tion on admission tickets be raised 
from seventy-five cents to $1.00; 
th a t the tax  on boxing matches be 
increased from 10 to 25 per cent; 
th a t the automobile sales tax  be 
reduced from three to one and a 
half per cent ; th a t the credit ex­
emption on corporations having net 
income of $25,000 or less, shall be 
increased from $2,000 to $3,000; 
th a t the tax  on club dues be re­
duced one-half and th a t transfer 
tax  on shares of capital stock be re­
duced from two cents to one cent.
A NEW ORGANIZATION POLICY
The la tter p art of October the 
Registered Public Accountants, 
Inc., w ith an office a t 127 North 
Dearborn Street, Chicago, sent out 
widespread requests to the various 
state  capitols reading as follows:
“Kindly supply us w ith a copy of 
the list of Certified Public Account­
ants registered under the C. P. A. 
law or under any such accountancy 
law of your State—or advise us 
where such list can be procured.”
The request was signed, “Regis­
tered Public Accountants, by Board 
of Directors.” In most cases these 
found their way into the office of 
the Secretary of the several state 
accounting boards.
The Secretary of the Michigan 
Board of Accountancy replied as 
follows: “Your le tter of October 27 
addressed to the Secretary of State, 
Lansing, Michigan, has been refer­
red to me. The State Board of Ac­
countancy is always glad to furnish 
information with regard to its work 
because it. is a public body but has 
always maintained th a t anonymous 
communications were not worthy 
to be considered. If  your board is 
ashamed of its officers there is no 
necessity why the Michigan Board 
should furnish them with the de­
sired information. If it  is not, it
ought to put them  on the le tter­
head.”
To this le tter the Secretary re­
ceived the following reply: “We 
have your le tter of November 12th 
and appreciate your care in the 
m atter of identifying our letter of 
October 27th as being authorita­
tive. However, we would advise 
you th a t under the corporation law 
of the State of Illinois there is no 
necessity for any officers of a non­
profit organization and the business 
of the corporation can be conducted 
by a board of directors which is the 
procedure followed by the Regis­
tered Public Accountants. I t might 
also be interesting for you to  know 
th a t the policy of the Registered 
Public Accountants is to be totally 
impersonal and in accordance with 
this policy, there are no names of 
any officers or members of the 
Board of Directors shown on the 
letterhead and all communications 
are signed merely under the Board 
of Directors. This may seem pe­
culiar policy and practice but it is 
based on the attem pt to obviate the 
usual predominance of the personal 
element in the associated endeavor 
of public accountants, not only in 
Illinois but in all the States, which 
has proven itself righ t along to be
so detrimental to  the progress and 
promotion of the profession as a 
whole.” Which reply was signed 
“Registered Public Accountants, by 
Board of Directors,” as in the first 
instance.
It develops th a t a group filed ar­
ticles under the Not-for-Profit Act 
of the S tate of Illinois on August 2, 
1927, a t which time the address was 
given as 160 North La Salle Street, 
Chicago. The object enumerated in 
the articles is as follows: “To or­
ganize, form, create, establish and 
operate an organization or society 
of Public Accountants for all lawful 
purposes and particularly to pro­
mote and perpetuate laws for the 
licensing of Public Accountants, to 
promote their welfare and mutual 
interest, to  cooperate with the busi­
ness world and the investing public 
and to secure the proper mutual 
protection and publicity.”
We could attach the list of those 
who were to serve as the first 
Board of Directors but in view of 
their desire to remain unknown to 
the world we are omitting it. Ex­
actly how the objects for which the 
Registered Public Accountants, 
Inc., was organized can be secured 
on a “totally impersonal” basis will 
remain to be seen.
ANNOUNCEMENTS
Edward R. B urt & Co., Account­
ants and Auditors, announce the 
removal of their office to the Trans­
portation Building, 225 Broadway, 
New York City.
are now located in Suite 711, 1706 
Broadway, Oakland, California.
E . Clifford Lowry, C. P. A., an­
nounces the removal of his offices 
from 29 E ast N orth Avenue to 
1704-5-6 Citizens and Southern 
National Bank Building, Atlanta, 
Georgia, where he will continue the 
general practice of accounting.
Wood & Patton, Certified Public 
Accountants, announce the removal 
of their Elmira office to the Brown- 
low Building, Elmira, N. Y.
Chester S. Rohne, C. P. A., an­
nounces the removal of his offices 
to 421 Pacific Southwest Building, 
Pasadena, California.
Koke & Company, Accountants, 
Fidelity Building, Cleveland, Ohio, 
announce the opening of an office 
a t 914 Southern Building, Washing­
ton, D. C. The office will be under 
the management of Mr. E. F. Cas­
sel.
Robert H. Perry & Company, 
Public Accountants and Auditors,
J. Beverly Redford, C. P. A., 
formerly of Norfolk, Va., an­
nounces the opening of an office for 
the practice of public accounting a t 
302 Trust Building, Durham, N. C.
A Message to
Certified Public Accountants
on
H igher  A c c o u n ta n c y  T ra in in g
F OR almost twenty years LaSalle Extension University has utilized its  extensive financial resources in building up and perfecting a 
course in Higher Accountancy which is compre­
hensive, intensive and highly practical; a course 
tha t clearly tells what accounting is, its  principles 
and the uses th a t may be made of i t ; a  course 
replete with problems drawn from the experiences 
of business men and the accounting profession.
LaSalle Extension University during those 
twenty years has accumulated a great mass o f  
knowledge and experience regarding the problems 
of home study teaching and learning; it has gone 
through the fire of experimentation years ago, 
with the result tha t it can confidently say th a t its  
Course in Higher Accountancy is an entirely ade­
quate course.
The course of instruction in Higher Account­
ancy is complete as to the various divisions of the 
subject, and comprehensive in content in these 
divisional groupings. As a  result, the course is a 
complete educational preparation for all types of 
accounting work—public accounting, corporation 
accounting and auditing, cost accounting, income 
tax work, and accounting for specialized business 
structures.
During the last ten years LaSalle has given es­
pecial attention to the m atter of building up a 
strong faculty. Its  instruction is in the hands of 
Certified Public Accountants who have demon­
strated their ability as  practitioners, as teachers 
and as w riters. These men give fu ll tim e  to the 
Higher Accountancy department. LaSalle texts 
in Accountancy are so well regarded th a t they 
have been adopted for regular class-room work 
by many of the leading resident universities.
An able faculty under competent supervision is 
further assisted by an a c tiv e  Advisory Board th a t 
meets periodically in Chicago. These advisors are 
men who are not only well-known accountants but 
who have gained the additional reputation of be­
ing educators in accountancy.
The combined efforts of all the various factors 
in LaSalle are concentrated in a  systematic policy 
of serv ice  to the student. In fact, the entire insti­
tution, in all of its  departm ents of business educa- 
ion, is made available to the student through con­
sultation privileges.
LaSalle bespeaks your cooperation in its  work, 
to make better accountants, in both your special 
field of public accounting as well as in the field of 
private, internal work.
La S A L L E  E X T E N S IO N  U N IV E R S IT Y
D EPT. H 110 
CHICAGO, ILLINOIS
  
Upon request we will gladly send you, with our compliments, our Higher 
Accountancy catalogue. Possibly you or some member of your staff will 
be interested in the complete information which it gives about our training.
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Meeting, October 21, 1926 ........ 5
Symposium on Credit men
and the C. P. A . ...... ............ 5
Meeting, December 13, 1926 .... 107
Symposium oh Budget Mak­
ing ....... ...... ......... ..................  107
Meeting, M arch 21, 1927 ..........  122
Meeting, May 9, 1927 ................  187
Officers ....................................... 187
N orth Carolina—Annual meeting,
October 15, 1927 ..............  283, 344
Officers ...................... ............... 62, 344
Semi-annual meeting, June
17-18, 1927 .......................... 158, 220
Ohio—Cooperates w ith S tate B ar
Association .............. ................. 28
Meeting, May 20-21, 1927 ........ 187
Meeting, Septem ber 16-17,
1927 .......................................  284, 344
Officers ............................................ 344
Oregon—Meeting, May 27, 1927... 222
Officers ......................... ............ ....  222
Pennsylvania—Meeting, Decem­
ber 21, 1926 ............................  26
Meeting, June 14, 1927 ........ ...  222
Officers .... ........................................  222
Philadelphia Chapte r  proposed 122 
P ittsburgh  Chapter, m eeting,
October 26, 1927 ................... 379
Rhode Island—December 27, 1926 62
Meeting, February  21, 1927 .... 122
Meeting, April 19, 1927 ............  158
Meeting, October 19, 1927 ........ 345
Officers ....... .......... .................... ....  158
South Carolina—Meeting, A ugust
26, 1927 ............................ ........  284
Texas—M eeting, December 17,
1926  ........... ............. 63
Officers ............................................  63
Virginia—Meeting, May 20-21,
1927 223
Meeting, September 3, 1927...... 345
Officers ........ ............. ..................... 345
W ashington — Meeting, A ugust
27, 1927 ................................ ....  345
Officers ............................................  345
Wisconsin—Meeting, April 7,
1927  .................. .......................  158
Meeting, Septem ber 19, 1927 .... 345
Officers ............................................  345
Wyoming—Sponsors arbitration
bill ................................................  188
Tax Appeals, Board o f :
Chairm an Korn er resigns from .... 155
Tax Association Conference, N a­
tional ..................... .............................  85
Tax Refunds .......................................  67
Tax Services in Office........... ..... .......  1
Taxation, Joint Committee on ........ 129
“Notes on Taxation in A laska,”
by John E. M e a ls .........................  358
T reasury :
P ractice ruling construed ............  229
Regulations Revised ....... ............... 195
Visitors ........... ....64,95,126,158,189,351
STATE BOARD NEWS
California
The Governor appointed on No­
vember 10, 1927, H. Ivor Thomas, 
of Los Angeles, to membership on 
the California State Board of Ac­
countancy. A t the same time he 
reappointed John F. Forbes and B. 
W. Bours, of San Francisco, to 
membership on the Board.
New Je rsey
The New Jersey State Board of 
Public Accountants has reorgan­
ized with James F. Hughes, Presi­
dent; William Surosky, Treasurer; 
William H. Compton, Secretary.
Two new regulations: The Board 
will consider ten years public ac­
counting experience on the ap­
plicant’s own account in lieu of the 
usual four years high school grad­
uation requirement for persons fil­
ing their applications prior to Oc­
tober 15, 1929. Allowance may be 
made by the Board of experience 
gained by those working in grades 
9 and 11 of the Bureau of the U. S. 
Department of Internal Revenue to 
an amount not in excess of one 
year of the required public ac­
counting experience.
Wyoming
F. S. Burrage has resigned from 
membership on the State Board of 
Accountancy of the State of Wy­
oming.
Classified Advertisements
ACCOUNTANTS.—Leading firm of cer­
tified public accountants desires to ob­
ta in  several in-charge, senior a s s is t ­
a n t ,  and junior ass is tan t a c c o u n ta n ts . 
Replies m ust be concise and sta te  in 
order—Name, address, telephone, age, 
religion, education, experience, pres­
en t connection, sa lary  expectation and 
how soon available.—Box No. 183, 
TH E CER TIFIED  PUBLIC AC- 
COUNTANT.________________________
ACCOUNTANT, C hristian (B rethren)  
desires perm anent placement with C. 
P. A. House. M any years’ practical 
experience. Pace, W alton, N. Y. U. 
theory train ing. Knowledge of Spanish  
and German. W illing to travel. E. H. 
Hagem an, 90 M ontross Ave., R uther­
ford, N. J .
